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EXECUTIVE SUMMARY 

ES.1 Background and Methods 

ES.1.1 Background and Purpose 

The Balanced Budget Act of 1997 (BBA 97) (U.S. Congress, 1997) authorizes the Secretary 

of the Department of Health and Human Services to implement up to five demonstration projects 

of competitive bidding for Medicare Part B items and services, except physician services.  On the 

basis of this authority, the Centers for Medicare & Medicaid Services (CMS)1 planned and 

implemented the DMEPOS Competitive Bidding Demonstration to test the use of competitive 

bidding to set prices for durable medical equipment and prosthetics, orthotics, and supplies 

(DMEPOS).  Two rounds of bidding have occurred in the first demonstration site (Polk County, 

Florida), with Round 1 and Round 2 prices taking effect on October 1, 1999, and October 1, 

2001, respectively.  The second demonstration site includes three counties in the San Antonio 

Metropolitan Statistical Area.  Bidding in San Antonio occurred in 2000, and the resulting prices 

took effect on February 1, 2001. 

BBA 97 requires that the demonstration be evaluated for its impact on Medicare program 

payments, access, diversity of product selection, and quality.  The purpose of this report is to 

describe the results to date of the evaluation of the DMEPOS Competitive Bidding Demonstration.  

We evaluate the impact of the demonstration on  

• Medicare expenditures, 

• beneficiary access to care, 

• quality of care (including diversity of product selection), 

• competitiveness of the market, and 

• the reimbursement system.   

Our First-Year Annual Evaluation Report evaluated the effects of the demonstration in Polk 

County during the period before and the 9-month period after the demonstration prices took effect 

on October 1, 1999.  This Second-Year Evaluation Report evaluates the effects of the 

demonstration in Polk County during the period between July 1, 2000, and September 30, 2001.  

The report also covers the effects of the demonstration in San Antonio during the period before 

and the 8-month period after the demonstration prices took effect on February 1, 2001.   

                                                
1Prior to July 2001, CMS was named the Health Care Financing Administration (HCFA).  We use the new 

name throughout our report. 
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ES.1.2 Demonstration Overview 

In Polk County, the demonstration is scheduled to last for 3 years and include two rounds 

of bidding.  The first round resulted in a fee schedule that remained in effect for 2 years, and the 

fee schedule based on the second round of bidding will be in effect for 1 year.  Round 1 included 

five product categories:  oxygen equipment and supplies, hospital beds and accessories, enteral 

nutrition, urological supplies, and surgical dressings.  Enteral nutrition was not included in 

Round 2, but the other four product categories were retained. 

In San Antonio, the demonstration is scheduled to last 23 months and include one round of 

bidding.  Five product categories are included in San Antonio:  oxygen equipment and supplies, 

hospital beds and accessories, wheelchairs and accessories, general orthotics, and nebulizer drugs. 

Aside from the differences in length, number of bidding rounds, and product categories, 

the demonstration design is similar for the Polk County and San Antonio sites.  Each product 

category is considered a separate competition, so suppliers are required to submit separate bids for 

each product category in which they wish to compete.  Demonstration suppliers are selected using 

a four-stage bid evaluation process.  First, those bidders that meet the demonstration’s eligibility 

and quality standards are identified.  Second, a composite bid for each bidder is calculated from 

the bid submission, and a cutoff composite price is chosen.  Only those bids that are at or below 

this cutoff are considered for further evaluation.  In setting the cutoff, the supply capacity and 

geographic coverage provided by the bidders are considered.  Third, references from referral 

agents (hospital discharge planners, social workers, physician office staff, and home health 

workers who refer patients to DMEPOS suppliers) and financial institutions are collected.  Fourth, 

the references are evaluated and on-site inspections are made to verify that the remaining bidders 

meet general and product-specific quality and service requirements.  Bidders are scored to identify 

those suppliers with the greatest potential to provide high quality products and services.   

At the end of the bid evaluation process, multiple demonstration suppliers are selected in 

each category.  Demonstration suppliers are not guaranteed to receive a set number of Medicare 

patients.  These provisions of the demonstration are designed to promote competition among 

demonstration suppliers for patients.  This competition, it is hoped, will encourage suppliers to 

maintain quality and service levels during the demonstration. 

The new fee schedule is determined from the demonstration suppliers� bids.  The 

demonstration suppliers will be reimbursed according to this new fee schedule, minus the 20 

percent beneficiary copayment and any applicable deductibles.   

Several transition policies cover beneficiary/supplier relationships that existed prior to the 

demonstration.  Beneficiaries may continue to receive oxygen equipment and supplies or 

nebulizer drugs from their original supplier, regardless of whether the supplier is a demonstration 
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supplier.  However, payments will be made according to the new demonstration fee schedule.  

Those beneficiaries who have preexisting rental agreements or purchase contracts for enteral 

pumps, hospital beds and accessories, or wheelchairs and accessories may continue to use their 

current supplier, and these suppliers will be paid the preexisting fees for the duration of the rental 

period.  If beneficiaries are referred to a nondemonstration supplier in error, then Medicare will 

cover the first 2 months of claims while the beneficiary locates a new supplier. 

The demonstration includes quality standards for demonstration suppliers, and these 

standards exceed current Medicare standards.  Also, CMS designated an Ombudsman in each site 

to receive, record, and respond to complaints from beneficiaries, physicians, suppliers, and other 

interested parties.   

ES.1.3 Evaluation Methods and Data 

This evaluation requires extensive descriptive and explanatory analyses to evaluate both 

the effectiveness of the implementation process and the impact of the demonstration on 

beneficiaries, providers, and the Medicare program.  We are addressing the five evaluation areas 

using several sources of qualitative and quantitative data.  Data sources include site visits and 

telephone discussions with key demonstration participants, focus groups, a review of 

documentation, surveys of beneficiaries and providers, bid analysis, and claims analysis.  In the 

past year, we have conducted follow-up surveys of Medicare beneficiaries in Polk and a 

comparison county, analyzed results of baseline and follow-up beneficiary surveys relative to the 

Polk County demonstration, conducted baseline surveys of beneficiaries in San Antonio and a 

comparison site, analyzed bidding results and estimated potential reductions in Medicare allowed 

charges for San Antonio and for Round 2 bidding in Polk County, and conducted a series of site 

visits to San Antonio.  Later in the evaluation, we will conduct follow-up surveys of beneficiaries 

and a survey of suppliers in San Antonio and a comparison site, analyze utilization claims and 

expenditures data, and make additional visits to both demonstration sites.   

ES.2 Medicare Expenditures 

Medicare allowed charges equal the product of price times the volume of utilization, 

summed across procedures.  By comparing the demonstration prices to the Medicare statewide fee 

schedules that would have been in effect in the absence of the demonstration, we can calculate 

the demonstration’s impact on prices.  We do not yet have sufficient claims data to estimate the 

demonstration’s impact on utilization.  However, if we assume that utilization remains constant, 

we can estimate the effects of the demonstration on annual allowed charges, Medicare 

expenditures, and beneficiary copayments.   
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Key findings in this section are as follows: 

� In Polk County, Round 2 demonstration prices are lower than the Medicare 
statewide fee schedule for all items in the oxygen equipment and supplies and 
hospital beds and accessories product categories.  Demonstration prices are also 
lower than the fee schedule for 18 of 24 urological supply items and 21 of 28 
surgical dressings items.  Round 2 demonstration prices are lower than Round 1 
demonstration prices for most of the items in the oxygen equipment and supplies 
and surgical dressings product categories.  However, all of the Round 2 prices for 
urological supplies are higher than Round 1 prices.  For hospital beds and 
accessories, most of the Round 2 prices are slightly higher than the Round 1 prices. 

• In San Antonio, demonstration prices are lower than the existing Medicare 
statewide fee schedule for all items in the oxygen equipment and supplies, hospital 
beds and accessories, wheelchairs and accessories, and general orthotics product 
categories.  For nebulizer drugs, the demonstration prices are lower than the 
Medicare statewide fee schedule prices for 16 of 27 items and higher for 11 of 27 
items.   

� Assuming that utilization remains constant at predemonstration levels, we estimate 
that the demonstration will reduce allowed charges in Polk County by nearly $1.3 
million, $1.3 million, and $1.5 million during the first, second, and third years of 
the demonstration in Polk County, respectively.  We estimate that San Antonio 
allowed charges will be reduced by $2.3 million during the first year of the 
demonstration and by $2.1 million in the second “year” (11 months). 

� Combining savings from both sites, we estimate that the demonstration will reduce 
allowed charges by nearly $8.5 million (19.9 percent), again assuming that 
utilization remains constant at predemonstration levels.  Medicare expenditures 
(defined as allowed charges less copayments and deductibles) will fall by about 
$6.8 million, and beneficiary payments will fall by about $1.7 million.   

ES.3 Beneficiary Access 

We define beneficiary access as the ability of Medicare beneficiaries to locate and use, 

without undue burden, the services and products that are covered by Medicare.  Competitive 

bidding reduces the number of approved suppliers in a given area, and suppliers might respond to 

the new environment in a number of ways.  Responses can range from strategies to increase 

market share to business practices designed to reduce costs because of lower reimbursement.  For 

example, suppliers could attempt to increase market share by extending service and advertising, 

thereby filling in geographic gaps left by ineligible suppliers.  Conversely, suppliers could respond 

by delaying routine maintenance or employing fewer service technicians and customer service 

representatives in an effort to reduce costs.  This could increase the need for service calls and 

extend waiting times, thereby decreasing access.  Because of the uncertainty of the outcomes, it is 
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important to monitor the demonstration’s impact on beneficiary access and evaluate whether 

competitive bidding affects beneficiaries’ ability to obtain needed products and services.   

Key findings in this section are as follows: 

• Survey data show few statistically significant demonstration impacts on access-related 
survey measures in Polk County.  This suggests that the demonstration has had little 
overall impact on beneficiary access. 

• Our Polk County analysis detects statistically significant demonstration effects that 
indicate a decline in the provision of portable oxygen equipment and an increase in 
conserving device usage among new users under the demonstration.  We also detect a 
decline in maintenance visits among new users of medical equipment.  Other 
statistically significant impacts include changes in the ways beneficiaries order and 
receive their equipment, as well as declines in some types of training for urologicals 
and surgical dressings users.  We will monitor and further evaluate these issues as the 
demonstration continues. 

• In San Antonio, some referral agents adapted their methods for coordinating care in 
response to the demonstration.  Some difficulties with access occurred during the first 
months of the demonstration when some demonstration suppliers provided wheelchair 
items that were not ordered or were not properly adjusted.  Agents have since become 
more familiar with demonstration rules and demonstration-eligible suppliers, and they 
are now using suppliers with whom they are comfortable. 

ES.4 Quality and Product Selection 

One of the major concerns about competitive bidding is that it may encourage suppliers to 

provide lower quality products and services in an effort to cut costs and restore profit margins 

reduced by the bidding process.  Lower quality may be manifested by suppliers’ offering lower 

quality products, postponing preventive maintenance, delaying service calls, limiting product 

selection, reducing the level of training or expertise of staff, and/or reducing inventory to the point 

that time needed to fill orders is increased.  On the other hand, the DMEPOS competitive bidding 

demonstration design includes a number of features intended to maintain and promote quality.  

Our approach has been to evaluate the effect of the demonstration on the quality of products and 

services by obtaining information directly from Medicare beneficiaries, beneficiary organizations, 

referral agents, and suppliers.  To do so, we rely on beneficiary surveys and site visits to each 

demonstration site. 

Key findings in this section are as follows: 

• Users of oxygen and other medical equipment in Polk County are highly satisfied with 
their experiences with their DMEPOS suppliers.  Survey data show that overall 
satisfaction ratings were high before the demonstration and remain at that level 1 year 
after its inception. 
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• Survey data indicate that quality of DMEPOS products and services is high both before 
and after the demonstration.  There are few statistically significant demonstration 
impacts on quality-related survey measures.  This suggests that the demonstration has 
had little overall impact on quality thus far. 

• We observe a statistically significant relationship between the demonstration and a 
decrease in the number of major equipment problems reported by new oxygen users.  
We also detect statistically significant improvements in other medical equipment users’ 
ratings of their equipment’s reliability.  We will monitor and further evaluate these 
variables as the demonstration continues. 

• In site visits, some San Antonio referral agents reported problems with demonstration 
suppliers of wheelchairs.  It appears that referral agents adapted their methods for 
coordinating care in response to such problems.  By familiarizing themselves and 
following up with new suppliers who are eligible to provide demonstration products, 
agents are able to ensure that the patients they serve continue to receive high quality 
DMEPOS products and services. 

ES.5 Competitiveness of the Market 

The process of competitive bidding may reduce the number of suppliers that serve 

Medicare beneficiaries in these markets.  For subsequent bidding rounds to be successful, a 

sufficient number of bidders must be left in the market to induce competitive bids.  Continued 

competition is also necessary to preserve beneficiary access and quality services.  The effects of 

the demonstration are also obviously of interest to suppliers themselves.  DMEPOS suppliers 

generally opposed competitive bidding prior to the demonstration project.  The demonstration’s 

impact on suppliers and on suppliers’ feelings about competitive bidding will likely shape 

suppliers’ attitudes for future policy discussions about competitive bidding. 

Key findings in this section are as follows: 

• Twenty-six firms submitted a total of 52 bids for the four product categories in Round 2 
bidding in Polk County, and 16 suppliers (62 percent) were awarded demonstration 
status.  There were nearly as many bidders in Round 2 (26) as in Round 1 (30), when 
16 demonstration suppliers were also named. 

• The number of firms submitting bids for urological supplies in Round 2 bidding in Polk 
County fell from 9 to 7, and the number of suppliers submitting bids for surgical 
dressings fell from 8 to 4.  The reductions are worthy of attention because these 
product categories had the fewest winners and demonstration suppliers in the first 
round of the demonstration. 

• Entry into and exit from the market are still possible in the presence of competitive 
bidding.  Half of the Round 2 demonstration suppliers in Polk County also had 
demonstration status in Round 1, but half did not. 
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• Seventy-nine firms submitted a total of 169 bids for the five product categories in San 
Antonio.  Overall, 65 percent of the suppliers that submitted bids won demonstration 
status in at least one product category.  Within product categories, the number of 
winning bids ranged from 8 for orthotics to 32 for oxygen equipment and supplies.   

ES.6 Reimbursement System 

This report focuses on the implementation process in San Antonio, Texas, where most of 

our findings echo the first-year conclusions regarding the Polk County site.  We investigate the 

differences between the Polk County and San Antonio demonstrations, as well as the difference 

between the first and second rounds of the demonstration in Polk County.  We also examine the 

costs of implementing competitive bidding for DMEPOS.  Knowledge of these costs is essential for 

evaluating whether competitive bidding can produce Medicare cost savings; to evaluate this issue, 

the costs of implementation must be compared to any reductions in Medicare payments.   

Key findings in this section are as follows:   

• There were three major differences in demonstration design between Round 1 bidding 
in Polk County and subsequent rounds of bidding in San Antonio and Polk County.  
The weighting mechanism used to calculate the composite price was improved.  The 
project design in San Antonio changed three of the product categories originally used 
in Polk County.  Enteral nutrition was dropped as a product category in Round 2 
bidding in Polk County.   

• Although a couple of key milestones on the project schedule met with delay, 
competitive bidding was successfully implemented in San Antonio.  Stakeholders were 
educated about the demonstration and received useful information.  CMS and its 
contractor evaluated bids from 79 suppliers, more than twice as many as in Polk 
County.  The delays that caused CMS to depart from its planned schedule were a 
1-month delay in implementation relative to the tentative starting date of January 1, 
2001, and delivery of the demonstration directories very close to the actual starting 
date of February 1, 2001.  Delivering the directories in a more timely fashion would 
improve implementation of the demonstration.    

• For the entire demonstration, CMS and contractor costs of implementation will total 
about $4.8 million between 1995 and 2002.  About $1.2 million in costs were incurred 
in the development phase of the demonstration from September 1995 to June 1998 (15 
months before the demonstration prices took effect).  About $3.6 million, or $800,000 
per year, in costs will be incurred during the operational phase of the demonstration 
from July 1998 until December 2002. 

• The incremental costs of operating a second demonstration site are relatively low, 
ranging from $300,000 in a year when bidding occurs to $110,000 per year in 
nonbidding years. 

• The costs of implementing the demonstration are about 40 percent lower than the 
projected $8.5 million reduction in Medicare allowed charges associated with the 
demonstration.   
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ES.7 Summary and Conclusions 

Based on approximately 2 years of operation, CMS’s Competitive Bidding Demonstration 

for DMEPOS shows the potential to decrease Medicare expenditures.  Competitive bidding has 

lowered the prices paid by Medicare for the large majority of DMEPOS products and services.  

Because we do not yet have data on utilization, we cannot definitively conclude that total 

DMEPOS allowed charges (the product of price times utilization) will fall.  However, if utilization 

remains constant, we estimate that Medicare allowed charges for demonstration products will fall 

by nearly $8.5 million over the course of the demonstration, a reduction of 20 percent. 

To date, we have no evidence of major adverse effects on beneficiary access to care, 

quality of products and services, or diversity of product selection.  Our results for Polk County 

indicate that the demonstration has not been accompanied by major changes in beneficiaries’ 

access to or quality of DMEPOS products and services.  Beneficiaries’ overall satisfaction with 

their service from DMEPOS suppliers has remained very high.  The impact of the demonstration on 

satisfaction was not statistically significant in regression analyses.  Similarly, the demonstration did 

not have a statistically significant impact on almost all of the access and quality measures included 

on Polk County beneficiary surveys.  The demonstration design includes quality standards and 

provisions to maintain beneficiary access and these probably have helped to maintain access and 

quality. 

Although the majority of our findings suggest that the demonstration has not reduced 

access or quality, a few isolated findings cause concerns.  Survey data from Polk County indicated 

statistically significant declines in the provision of portable oxygen to new oxygen users and 

training for surgical dressing and urological supplies users, a possible shift away from suppliers 

making home deliveries, and less frequent routine maintenance visits to new medical equipment 

users.  Some referral agents in San Antonio described incidents where demonstration suppliers 

provided wheelchair items that were not ordered or were not properly adjusted. 

Industry competition has generally remained healthy in the presence of the demonstration.  

Seventy-nine suppliers submitted bids in San Antonio, and 26 suppliers submitted bids in Round 2 

bidding in Polk County.  Multiple winners were selected in each product category in each round 

of bidding.  In Polk County, nondemonstration suppliers in Round 1 survived to bid successfully in 

Round 2.  However, the falling number of bidders for urological supplies and surgical dressings 

raises questions about the feasibility of bidding for products with low allowed charges.   

The demonstration has also shown that CMS can design, implement, and operate a 

reimbursement system that uses competitive bidding relatively efficiently.  CMS and its contractor 
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have been able to notify and educate stakeholders, solicit and evaluate bids, select winners, and 

implement the new reimbursement system with relatively few problems.  We estimate that 

developing, implementing, and operating the demonstration will cost about $4.8 million over a 

7-year period ending in December 2002.  This total is less than the estimated $8.5 reduction in 

Medicare allowed charges associated with the demonstration. 

Although most of our findings from the evaluation thus far are positive, many important 

evaluation issues remain unresolved.  The San Antonio demonstration, which has been underway 

for less than a year, includes different product categories that could be more susceptible to 

deteriorations in access or quality under competitive bidding.  The San Antonio demonstration 

also provides a larger market in which to test the demonstration’s effects on market competition 

over time.  Our analyses have identified some concerns related to access, quality, and 

competition, and we will continue to monitor these over the duration of the demonstration.  

Furthermore, with only 2 years of experience under the demonstration, it is premature to conclude 

what the long-term effects of competitive bidding on the evaluation issues will be.   

Our evaluation will continue throughout the duration of the demonstrations in Polk County 

and San Antonio, and we will collect extensive information on the demonstration’s impacts over 

time.  We will issue the Final Evaluation Report in 2003, shortly after the demonstration concludes 

on December 31, 2002. 
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SECTION 1 

BACKGROUND AND METHODS 

1.1 Purpose 

The Balanced Budget Act of 1997 (BBA 97) (U.S. Congress, 1997) authorizes the Secretary 

of the Department of Health and Human Services to implement up to five demonstration projects 

of competitive bidding for Medicare Part B items and services, except physician services.  At least 

one of these demonstration projects must include oxygen and oxygen services.  On the basis of 

this authority, the Centers for Medicare & Medicaid Services (CMS)1 planned and implemented the 

DMEPOS Competitive Bidding Demonstration to test the use of competitive bidding to set prices 

for durable medical equipment (DME) and prosthetics, orthotics, and supplies (POS).  Bidding in 

the first demonstration site, Polk County, Florida, was conducted in early 1999, and the resulting 

prices took effect on October 1, 1999.  A second round of bidding was conducted in Polk County 

in 2001, with new prices taking effect on October 1, 2001.  The second demonstration site 

includes three counties in the San Antonio, Texas, metropolitan statistical area (MSA).  Bidding in 

San Antonio occurred in 2000, and the resulting prices took effect on February 1, 2001.   

BBA 97 requires that the demonstrations be evaluated for their impact on Medicare 

program payments, access, diversity of product selection, and quality.  The purpose of this report 

is to describe the results of the evaluation of the DMEPOS Competitive Bidding Demonstration 

through September 30, 2001.  We evaluate the impact of the demonstration on  

• Medicare expenditures, 

• beneficiary access to care, 

• quality of care (including diversity of product selection), 

• competitiveness of the market, and 

• the reimbursement system.   

Our First-Year Annual Evaluation Report evaluated the effects of the demonstration on the 

first demonstration site, Polk County, during the period before and the 9-month period after the 

demonstration prices took effect on October 1, 1999.  This Second-Year Annual Report evaluates 

the effects of the demonstration on the Polk County site during the period between July 1, 2000, 

and September 30, 2001.  The report also covers the effects of the demonstration on the San 

Antonio demonstration site during the period before and the 8-month period after the 

                                                
1Prior to July 2001, CMS was named the Health Care Financing Administration (HCFA).  We use the new 

name throughout our report.   
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demonstration prices took effect in San Antonio on February 1, 2001.  We emphasize that the 

demonstration in Polk County will continue until September 30, 2002, and the demonstration in 

San Antonio will continue until December 31, 2002.  Our evaluation will continue until the 

demonstration ends in both sites.  Although we have learned a number of lessons from the 

evaluation so far, it is premature to make final conclusions about the long-term impact of the 

demonstration on many of the evaluation issues.  We will repeat this caution throughout our 

report, as we identify evaluation activities that will continue for the duration of the demonstration. 

In the remainder of this section, we present an overview of the key features of the 

demonstration design; provide a brief history of the demonstration to date; and discuss links 

among the major evaluation issues, our evaluation approach, and the methods and data we use to 

perform the evaluation.  Sections 2 through 6 describe the evaluation results for Medicare 

expenditures, access, quality, competitiveness of the market, and the reimbursement system, 

respectively.  In each of these sections, we present results, identify unresolved issues, and discuss 

ongoing evaluation activities.  In Section 7, we summarize the key conclusions across evaluation 

areas and make policy recommendations on the basis of these conclusions. 

1.2 Demonstration Overview 

In Polk County, the DMEPOS Competitive Bidding Demonstration is scheduled to last for 3 

years and include two rounds of bidding (Table 1-1).  The first round resulted in a fee schedule 

that was in effect for 2 years, while the fee schedule based on the second round of bidding will be 

in effect for 1 year.  In Round 1, five product categories were included:  oxygen equipment and 

supplies, hospital beds and accessories, enteral nutrition, urological supplies, and surgical 

dressings.  Enteral nutrition was dropped from Round 2 of the demonstration, while oxygen 

equipment and supplies, hospital beds and accessories, urological supplies, and surgical dressings 

were retained. 

In San Antonio, the DMEPOS Competitive Bidding Demonstration is scheduled to last for 

23 months and include one round of bidding (see Table 1-1).  Originally, the new demonstration 

prices were scheduled to take effect on January 1, 2001, but the start of the demonstration was 

postponed 1 month until February 1, 2001.  Five product categories are included in the San 

Antonio demonstration:  oxygen equipment and supplies, hospital beds and accessories, 

wheelchairs and accessories, general orthotics, and nebulizer drugs.   

Aside from the differences in dates, number of rounds, and product categories, the 

demonstration design is similar in Polk County and San Antonio.  Each product category is 

considered a separate competition, so suppliers are required to submit separate bids for each 

product category in which they wish to compete.  Demonstration suppliers are selected using a 

four-stage bid evaluation process.  First, those bidders that meet the demonstration’s basic  
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Table 1-1.  Demonstration Timeline 

Demonstration Event  Date 

BBA 97 Passed  August 5, 1999 

Polk County, Florida   

Round 1   

Site Announcement  May 29, 1998 

Request for Bids  February 11, 1999 

Bidders Conference  February 23, 1999 

Bid Submission Deadline  March 29, 1999 

Bid Evaluation  March 29 to July 1999 

Winners Announced  August 13, 1999 

Supplier Directory Distributed  September 13, 1999 

New Prices Take Effect  October 1, 1999 

End of First Round  September 30, 2001 

Round 2   

Request for Bids  March 2, 2001 

Bidders Conference  March 27, 2001 

Bid Submission Deadline  April 17, 2001 

Bid Evaluation  April 27 to August 2001 

Winners Announced  August 29, 2001 

Supplier Directory Distributed  September 4, 2001 

Second Round Prices Take Effect  October 1, 2001 

Demonstration Ends  September 30, 2002 

San Antonio, Texas   

Site Announcement  March 9, 2000 

Request for Bids  May 5, 2000 

Bidders Conference  May 16, 2000 

Bid Submission Deadline  June 23, 2000 

Bid Evaluation  June 23 to November 2000 

Winners Announced  December, 2000 

Supplier Directory Distributed  January 24, 2001 

New Prices Take Effect   February 1, 2001 

Demonstration Ends  December 31, 2002 
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eligibility and quality standards are identified.  Second, a composite bid for each bidder is 

calculated from the bid submission, and a cutoff composite price is chosen.  Only those bids that 

are at or below this cutoff are considered for further evaluation.  In setting the cutoff, the supply 

capacity and geographic coverage provided by the bidders are considered.  Third, references from 

referral agents (hospital discharge planners, social workers, physician office staff, and home health 

workers who refer patients to DMEPOS suppliers) and financial institutions are collected.  Fourth, 

the references are evaluated and on-site inspections are made to verify that the remaining bidders 

meet general and product-specific quality and service requirements.  Bidders are scored to identify 

those suppliers with the greatest potential to provide good quality and service.   

At the end of the bid evaluation process, multiple demonstration suppliers are selected in 

each category.  Demonstration suppliers are not guaranteed to receive a set number of Medicare 

patients.  These provisions of the demonstration are designed to promote competition among 

demonstration suppliers for patients.  This competition, it is hoped, will encourage suppliers to 

maintain quality and service levels during the demonstration.   

The new fee schedule is determined from the bids that came in below the cutoff composite 

price.  The demonstration suppliers will be reimbursed according to this new fee schedule, minus 

the 20 percent beneficiary copayment and any applicable deductibles.   

Several transition policies govern beneficiary/supplier relationships that existed prior to the 

demonstration.  Beneficiaries may continue to receive oxygen equipment and supplies or 

nebulizer inhalation drugs from their original supplier, regardless of whether the supplier is a 

demonstration supplier.  However, payments will be made according to the new demonstration 

fee schedule, and the supplier must agree to accept assignment and demonstration prices.  Those 

beneficiaries who have preexisting rental agreements or purchase contracts for enteral pumps, 

hospital beds and accessories, or manual wheelchairs and accessories may continue to use their 

current supplier, and these suppliers will be paid under the normal Medicare fee schedule for the 

duration of the rental period.  Repairs to purchased products, hospital beds and accessories, 

manual wheelchairs and accessories, and oxygen equipment are exempt from the demonstration 

and will be reimbursed under the normal Medicare fee schedule.  If beneficiaries use a 

nondemonstration supplier in error, then Medicare will cover the first 2 months of claims while the 

beneficiary locates a new supplier. 

Special policies cover reimbursement for demonstration products that are covered by 

Part B when Medicare beneficiaries reside in nursing facilities.  Nursing facilities are allowed to 

continue existing relationships with nondemonstration suppliers, but payments are made on the 

basis of the demonstration fee schedule.  In order to implement these policies, nursing facilities 

were asked to provide information about their DME suppliers.   
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The demonstration includes quality standards for demonstration suppliers, and these 

standards exceed those set under the National Supplier Clearinghouse program.  Also, CMS 

designated an Ombudsman in each site to receive, record, and respond to complaints from 

beneficiaries, physicians, suppliers, and other interested parties.  Palmetto Government Benefits 

Administrators (Palmetto GBA) is implementing the demonstration under contract and in 

collaboration with CMS. 

1.3 History of the Demonstration 

1.3.1 Planning Stages 

CMS has long been interested in using competitive bidding to set Medicare fee schedules.  

Developmental work on competitive bidding demonstrations for clinical laboratory services and 

DME began in the mid-1980s.  However, because of a congressional funding moratorium, the 

projects were not implemented at that time.  CMS resumed work on the clinical laboratory and 

DME competitive bidding demonstrations in 1995.   

Interest in competitive bidding has intensified in recent years as continued growth in 

Medicare spending has forced CMS, the President, and Congress to seek additional innovative 

means to control program spending.  This interest culminated in provisions addressing competitive 

bidding in the BBA 97.  BBA 97 authorizes the Secretary of Health and Human Services to 

conduct up to five demonstration projects of competitive bidding for Part B items and services, 

except physician services.  The key demonstration provisions, presented in Section 4319 of the 

BBA 97, are as follows: 

• The Secretary will implement up to five demonstration projects under which 
competitive acquisition areas will be established for contract award purposes. 

• Each demonstration shall be conducted in not more than three competitive acquisition 
areas. 

• Competitive acquisition areas shall be all or part of an MSA.  Criteria for selecting 
competitive acquisition areas include availability and accessibility of services and 
probability of savings from the demonstration. 

• To receive a contract, providers must meet quality standards. 

• The amount to be paid under a contract must be less than what would have been paid 
in the absence of a contract. 

• The number of providers awarded contracts may be limited to the number needed to 
meet projected demand. 
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• The demonstrations shall be evaluated for their impact on Medicare program 
payments, access, diversity of product selection, and quality. 

• A demonstration project may be expanded if the project reduces federal spending and 
does not reduce program access, diversity of product selection, or quality.   

• The demonstration may include any Part B service except physician services.  At least 
one demonstration project will include oxygen and oxygen equipment. 

• The demonstrations—which will be operated over a 3-year period—must be completed 
by December 31, 2002. 

1.3.2 Polk County—Round 1 

On May 29, 1998, Polk County, Florida—an MSA that includes the cities of Lakeland and 

Winter Haven—was announced as the first site for the DMEPOS Competitive Bidding 

Demonstration.  Polk County was selected because it has a relatively small population but a large 

proportion of Medicare beneficiaries, high expenditures for DMEPOS per beneficiary, and a large 

number of suppliers servicing the area.  In 1997, 4,500 beneficiaries received about $6.6 million 

in Medicare reimbursement for the products included in the demonstration.  Nationally, Medicare 

paid about $3 billion for the items included in the demonstration.  The following DMEPOS 

product groups were included in the demonstration:   

• oxygen equipment and supplies, 

• hospital beds and accessories, 

• enteral nutrition, 

• urological supplies, and 

• surgical dressings.   

On February 11, 1999, CMS sent a Request for Bids (RFB) to every supplier that had 

submitted claims to Medicare during the previous year for items included in the demonstration 

and for beneficiaries residing in the demonstration area.  CMS also published notices of the 

demonstration in national trade journals and in Commerce Business Daily, a publication that lists 

upcoming government procurements.   

Medi-Health Care Inc., C&C Homecare, and Florida Association of Medical Equipment 

Dealers (collectively “FAMED”) filed a request for an injunction against the commissioner of the 

Social Security Administration, the administrator of CMS, and other codefendants on February 4, 

1999.  FAMED alleged that, in developing the competitive demonstration project, CMS had violated 

the Federal Advisory Committee Act (FACA), which ensures public access and participation in 
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advisory committee meetings and makes available to the public any documentation from the 

meeting.  Palmetto GBA, the demonstration contractor, had convened a National Technical Expert 

Panel (NTEP) to gather feedback regarding the design of the competitive bidding project and to 

enhance communication with interested members of the public.  The panel met three times and was 

not expected to, and did not, issue a report.  FAMED claimed that they were unable to participate in 

the NTEP because they did not receive proper notice.  Had they been able to participate, they would 

have hoped to influence the structure of the demonstration and afford themselves a better chance to 

bid successfully.  FAMED asked that CMS be prevented from using any of the recommendations 

from the NTEP and that the demonstration project be delayed until the FACA requirements were 

met.  However, the case was dismissed, and the United States Court of Appeals, Eleventh Circuit, 

denied FAMED’s appeal on November 9, 1999 (194 F.3d 1227), stating that FAMED was only able 

to allege speculative damages and a tenuous causal connection of damages to the alleged violations.  

The lawsuit may have caused uncertainty among suppliers about whether the demonstration would 

proceed as scheduled.  Ultimately, however, the lawsuit did not delay the demonstration. 

CMS held a Bidders Conference in Lakeland, Florida, on February 23, 1999, to describe 

the bidding process, explain the operational policies of the demonstration, share information on 

bidding strategies, and answer questions from prospective bidders.  Prospective bidders were also 

given an opportunity to submit follow-up questions to CMS after the conference.  About 100 

people attended the Bidders Conference. 

Bids were due on March 29, 1999.  Thirty different suppliers submitted a total of 73 bids 

across five different product categories.  The demonstration contractor, Palmetto GBA, and CMS 

reviewed these bids for both quality and value.  They selected 16 suppliers, each to provide 

products in at least one product category, for participation in the demonstration.  Results of the 

bidding, including the preliminary number of suppliers in each category and estimated savings, 

were announced in July 1999.  CMS released a final list of demonstration suppliers in August 1999 

(Table 1-2), after reviewing appeals and obtaining signed contracts from suppliers.  The 

Demonstration Supplier Directory, which provides each demonstration supplier’s contact 

information and service area, was distributed in September 1999. 

Based on the demonstration suppliers’ bids, new reimbursement rates were established for 

each product category included in the demonstration.  The new rates went into effect on October 

1, 1999. 

1.3.3 Polk County—Round 2 

The second round of bidding for Polk County, Florida, followed roughly the same format 

and schedule as the first round of bidding.  However, enteral nutrition was not included in  
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Table 1-2.  Demonstration Suppliers by Product Category, Polk County—Round 1 

Supplier 

Oxygen 
Equipment and 

Supplies 

Hospital 
Beds and 

Accessories 
Enteral 

Nutrition 
Urological 
Supplies 

Surgical 
Dressings 

American Home Patient X X X   

Comprehensive Health Care X X X X X 

Encore Respiratory, Inc. X     

Global Medical, Inc. X X X   

Health Care Diagnostics X X X   

Home Care Medical Services X X X   

Home Care Supply X     

Housecall Medical Equipment X X    

Jernigan Healthcare    X X 

Med-Services Network X     

Medi-Healthcare X X X X  

Medical Technology Solutions     X 

Medline Healthcare   X X X 

Respitek Medical Services X X    

Sun Factors, Inc. X X  X  

VNA Homecare, Inc. X X    

Total Number of Suppliers  13 10 7 5 4 

 

Round 2 of the demonstration (see Section 6).  The following four product categories were 

included in the demonstration: 

• oxygen equipment and supplies, 

• hospital beds and accessories, 

• urological supplies, and 

• surgical dressings.   

The RFB for Round 2 was released on March 2, 2001, and the Bidders Conference was held in 

Lakeland, Florida, later in the month.  Bids were due on April 17, 2001, 45 days after the RFB was 

released.  Twenty-six different suppliers submitted a total of 51 bids across the four different 

product categories.  Palmetto GBA and CMS selected 16 suppliers, each to provide products in at 
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least one product category, for participation in the demonstration.  CMS released the final list of 

demonstration suppliers in August 2001 (Table 1-3), and the demonstration contractor distributed 

the Supplier Directory to beneficiaries and suppliers in September 2001.  Round 2 demonstration 

prices went into effect on October 1, 2001.  The Round 2 prices will remain in effect for 1 year, 

until September 30, 2002, when the Polk County demonstration is scheduled to end.   

Table 1-3.  Demonstration Suppliers by Product Category, Polk County—Round 2 

Supplier 

Oxygen 
Equipment 

and Supplies 

Hospital 
Beds and 

Accessories 
Urological 
Supplies 

Surgical 
Dressings 

American Home Patient  X   

Atlantic Medical Supply X X   

Desoto Home Health Care X X   

DME Zone  X   

Florida Medical Equipment Services X    

Garrett’s Medical Supply, Inc.   X  

Health Alliance, Inc.    X  

Health Care Diagnostics X X   

Jernigan Healthcare   X X 

Lincare X    

Med-Services Network X X   

Medi-Healthcare X X X X 

Medline Healthcare   X X 

QualiMed Respiratory and Mobility, Inc. X    

RespiCare of Central Florida X    

Sun Care X X   

Total Number of Suppliers  10 8 5 3 

 

1.3.4 San Antonio 

In March 2000, CMS announced that San Antonio would be the second site for the 

DMEPOS Competitive Bidding Demonstration.  Three (Bexar, Comal, and Guadalupe Counties) of 

the four counties in the San Antonio MSA are included in the demonstration.  The San Antonio 

demonstration includes the following product categories: 
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• oxygen equipment and supplies,  

• hospital beds and accessories,  

• wheelchairs and accessories,  

• general orthotics, and  

• nebulizer drugs.   

According to a CMS news release, San Antonio was selected for the demonstration “because it has 

enough beneficiaries and suppliers to create the potential for significant savings” 

(<www.hcfa.gov/ord/dmepr300.htm>).  San Antonio has approximately 112,000 Medicare 

beneficiaries in the three-county area included in the demonstration.  Between 15 and 48 

suppliers provided significant services to Medicare beneficiaries in each of the five product areas 

included in the demonstration.   

The RFB for San Antonio was released on May 5, 2000, and the Bidders Conference was 

held in San Antonio later in the month.  Bids were due on June 23, 2000.  Seventy-nine different 

suppliers submitted a total of 179 bids across the five different product categories.  Palmetto GBA 

and CMS selected 51 suppliers, each to provide products in at least one product category, for 

participation in the demonstration.  CMS released the final list of demonstration suppliers in 

January 2001 (Table 1-4), and the demonstration contractor distributed the Supplier Directory to 

beneficiaries and suppliers in January 2001.  The demonstration prices went into effect on 

February 1, 2001, and will remain in effect until December 31, 2002, when the San Antonio 

demonstration is scheduled to end.   

1.4 Evaluation Methods and Data 

This section describes the methods and data we are using to evaluate the five major 

evaluation areas (Medicare expenditures, access, quality, competitiveness of the market, and the 

reimbursement system).  This evaluation requires extensive descriptive and explanatory analyses to 

evaluate both the effectiveness of the implementation process and the impact of the demonstration 

on beneficiaries, providers, and the Medicare program.  We address the five evaluation areas using 

several sources of qualitative and quantitative data.  Data sources include site visits and telephone 

discussions with key demonstration participants, focus groups, a review of documentation, surveys 

of beneficiaries and providers, bid analysis, and claims analysis.   

For many analyses, we are using an external comparison group composed of Medicare 

beneficiaries from areas that are similar to the Polk County and San Antonio demonstration sites.  

Brevard County, Florida, was chosen as the comparison county for Polk County because it closely 

resembles Polk County in several key characteristics: 
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Table 1-4.  Demonstration Suppliers by Product Category, San Antonio 

Supplier 

Oxygen 
Equipment 

and Supplies 

Hospital 
Beds and 

Accessories 

Wheelchairs 
and 

Accessories 
General 

Orthotics 
Nebulizer 

Drugs 

AAA Medical & Oxygen Supply X X    

A.R.E. Pharmcare, Inc. X X X   

Alamo Sleep Center & Respiratory 
Equipment, Inc. 

X     

AMERICAIR of San Antonio & Austin X     

American Homepatient X X X  X 

Angel Care Medical Supply, Inc. X  X   

Aspin Health Systems, Inc.  X    

Bexar Care Home Medical 
Equipment & Supplies 

X X X   

Cedar View Medical Supply X  X  X 

Champs Medical X X X  X 

Chartwell Care Givers, Inc. X    X 

Choice One Medical  X X   

Christus Santa Rosa Homecare X     

Custom Care Pharmacy     X 

D&L Medical Products, Inc. X X X   

Davila Pharmacy, Inc.  X X   

EBI, L.P.    X  

G.G. Medical, Inc. X     

Healix Health Services, Inc. X     

Healthquest Pharmacy     X 

Homecare Dimensions X   X  

Hope Medical Supply X X X   

Huntleigh Home Medical, LLC X X X   

Kirby Drugs of Texas, Inc.     X 

Longhorn Drug Co.     X 

LYNAY Healthcare, Inc. X X    

MG Pharmaceutical, Inc. X     

Med Link America, Inc.     X 

Ortho-Tex, Inc.    X  

OxeNET X X X   
(continued) 
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Table 1-4.  Demonstration Suppliers by Product Category, San Antonio (continued) 

Supplier 

Oxygen 
Equipment 

and Supplies 

Hospital 
Beds and 

Accessories 

Wheelchairs 
and 

Accessories 
General 

Orthotics 
Nebulizer 

Drugs 

Oxy-Care, Inc.  X    

P.F.T. Services, Inc. X  X   

Patient Care Systems, Inc. X     

Praxair Healthcare X     

Prescott’s Orthotics & Prosthetics    X  

Professional Medical X X X  X 

Promise Medical, Inc. X  X   

Rehab In Motion, Inc.  X    

Respiratory Solutions, Inc. X X X   

Revcare Pharmacy  X X  X 

San Antonio Extended Medical Care, 
Inc. 

X     

San Antonio Orthotics and Artificial 
Limbs 

   X  

San Antonio Prosthetics, Corp.    X  

Simon & Simon Medical Equipment 
Co., Inc. 

X X X   

South Texas Medical Supply X X X X  

Southern Medical, Inc. X X X   

Summit D.M.E. of San Antonio X X X   

Texas Homecare Providers X     

The Orthopedic Store    X  

Travis Medical  X X   

Western Medical Supplies and 
Equipment, Inc. 

 X X   

Total Number of Suppliers  32 24 23 8 11 

 

• location in Florida, 

• a single-county MSA, 

• number of Medicare beneficiaries, 

• number of DME suppliers, and 

• managed care penetration.   
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Based on similar characteristics, the Austin–San Marcos, Texas, MSA was chosen as the 

comparison area for San Antonio. 

Our primary focus in the evaluation is on Medicare, Medicare beneficiaries, and Medicare 

suppliers.  It is possible that the demonstration will affect non-Medicare beneficiaries or payers.  

When those effects are clearly evident, we report them, but such effects are not a major focus of 

our evaluation.  Below, we discuss our approach for evaluating the five major evaluation areas. 

1.4.1 Medicare Expenditures 

Our evaluation of Medicare expenditures focuses on price, utilization, and overall 

expenditures (the product of price and utilization).  The evaluation addresses the following primary 

questions: 

• Does competitive bidding reduce the price Medicare pays for DMEPOS? 

• Does utilization of DMEPOS rise, fall, or remain the same? 

• Do overall Medicare expenditures for DMEPOS fall? 

The first question is critical to the overall evaluation of the demonstration project because 

proponents of competitive bidding expect that competitive bidding will reduce prices relative to 

the current Medicare fee schedule.  If this expectation is proven incorrect, much of the motivation 

for using competitive bidding for DMEPOS will be lost.  Conceptually, competitive bidding will 

have a good chance of reducing Medicare fees if current fees are higher than supplier costs.  In the 

primary analysis of price, we compare the new price schedules generated by competitive bidding 

to the Medicare statewide DMEPOS fee schedules that would otherwise hold in Florida and Texas.  

For a secondary analysis, we will also compare the new fee schedule to the prices paid by the 

Veterans Administration for demonstration products. 

For the second question, the probable effects of competitive bidding on utilization (the 

number of units used) are less clear, because utilization is determined by the interplay between the 

demand for and the supply of DMEPOS.  To the extent that lower Medicare prices reduce 

beneficiary out-of-pocket costs, beneficiaries will tend to increase the quantity demanded.  

Economic theories do not make a clear prediction about the impact of price reductions on supply.  

Standard supply theory implies that suppliers tend to reduce the quantity supplied when prices fall, 

at least according to standard economic theory.  On the other hand, the theory of supplier-induced 

demand suggests that suppliers will try to exploit their informational advantages to induce demand 

if they suddenly face lower prices.  Although many economists have criticized the theoretical 

underpinnings of supplier-induced demand, some economists and many other researchers find this 

theory intuitively appealing.  It is not clear to what extent, if any, DMEPOS suppliers can induce 
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demand.  The demonstration is also designed to weed out fraudulent suppliers, which could by 

itself reduce utilization.  Of course, all of these conjectures about utilization could be rendered 

moot by the nature of DMEPOS:  to the extent that the demand for DMEPOS is driven by medical 

necessity, rather than price, there may be relatively little effect on utilization.  In the analysis of 

utilization, we will use Medicare National Claims History data to compare utilization in the Polk 

County and San Antonio demonstration sites to utilization in their respective comparison sites. 

For the third question, the overall effect of competitive bidding for DMEPOS on total 

expenditures depends on competitive bidding’s effect on both price and utilization.  If price falls 

and utilization either falls or remains the same, Medicare expenditures will definitely fall.  If price 

falls and utilization rises, the overall effect on expenditures will depend on the relative magnitudes 

of the two changes.  If the percentage reduction in price is larger than the percentage increase in 

utilization, overall expenditures will fall.  Proponents of competitive bidding expect that price 

reductions will dominate, but this expectation must be tested empirically.  Data from the price and 

utilization analyses will be combined to evaluate the overall effect of the demonstration on 

Medicare expenditures.   

Table 1-5 summarizes the analyses to be performed.  In the table, “pre-intervention” and 

“post-intervention” refer to data for the periods before and after the demonstration fee schedules 

took effect on October 1, 1999, in Polk County and on February 1, 2001, in San Antonio.  Results 

of the analyses are presented in Annual Evaluation Reports; the last column of the table indicates 

the report in which results are expected to be presented. 

Table 1-5.  Evaluation Approach:  Medicare Expenditures 

Issue Method Data Source 
Pre-

Intervention 
Post- 

Intervention 
Comparison 

Site 
Evaluation 

Reporta 

Price Comparative 
analysis 

Bids; old and new fee 
schedules; VA fees 

� �  1, 2, 3 

Quantity Claims 
analysis 

National Claims 
History 

� � � 3 

Total 
expenditures 

Claims 
analysis 

National Claims 
History 

� � � 3 

aReport 1:  First Annual Evaluation Report.  Report 2:  Second Annual Evaluation Report.  Report 3:  Final 
Evaluation Report. 

1.4.2 Beneficiary Access 

Beneficiary access to and quality of DMEPOS services are interrelated, and both may 

change in response to competitive bidding.  The impact of competitive bidding on access and 
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quality is potentially very complex.  The purpose of the evaluation is to determine which 

outcomes occur and assess their implications for beneficiaries and suppliers.   

From a conceptual standpoint, the demonstration’s effects on access and quality are not 

clear.  The competitive bidding rules have reduced the number of approved suppliers providing 

DME to Medicare beneficiaries in Polk County and San Antonio.  Further, if demand for services is 

constant (because, for example, there is no change in beneficiary health status and DME 

technology), competitive bidding will almost certainly reduce the total revenue available to 

suppliers and shift the remaining revenue to fewer suppliers.  Thus, we would expect some 

suppliers who do not bid or whose bids are not accepted to leave the local market.  Approved 

suppliers might experience increased profits from increased volume and share of total revenue or 

decreased profits from smaller profit margins.  Approved suppliers could adapt to the potential for 

increased market share by advertising, opening new locations to fill in the geographic gaps left by 

suppliers who are not approved, and improving service, thereby increasing beneficiary access.  

Alternatively, they might retain their initial configuration and marketing behavior and attempt to 

restore profit margins by offering lower-quality products, delaying routine maintenance, or 

employing fewer mechanics and customer service representatives, thereby increasing the need for 

service calls, extending the waiting time for service, and decreasing access and quality.  At the 

same time, the demonstration also includes measures to maintain access and quality.   

The evaluation addresses the following principal access question:   

• Does competitive bidding reduce beneficiaries’ ability to receive the DMEPOS services 
they need, when they need them?  

We are performing several analyses to address this question.  First, we have examined whether the 

number of DME suppliers decreases in the demonstration site.  Second, we are collecting and 

analyzing data on perceived access from beneficiaries, suppliers, and referral agents.  Third, as 

claims data become available, we will examine realized access by testing whether utilization 

changes in the demonstration site.  Finally, we will test whether beneficiary out-of-pocket 

expenses are affected by the demonstration.  Table 1-6 summarizes the analyses to be performed. 

1.4.3 Quality and Product Selection 

If competitive bidding results in pressure on profit margins (an empirical question to be 

determined as part of the evaluation), then suppliers may attempt to restore profits by lowering 

quality and therefore their cost of goods and services.  Lower quality may be manifested in many 

ways:  for example, by offering lower-quality products, postponing preventive maintenance, 

delaying service calls, or reducing inventory to the point that time needed to fill orders increases, 

or even, at the extreme, committing fraud and abuse.  On the other hand, demonstration suppliers 

will still have to compete among themselves to attract new patients, giving suppliers incentives to  
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Table 1-6.  Evaluation Approach:  Beneficiary Access 

Issue Method Data Source 
Pre-

Intervention 
Post- 

Intervention 
Comparison 

Site 
Evaluation 

Reporta 

Number of 
suppliers 

Claims 
analysis 

National Claims 
History 

� � � 3 

Beneficiary 
perceptions 

Survey of 
users 

Beneficiaries � � � 1, 2, 3 

Referral agent 
perceptions 

Focus 
groups 

Physicians and referral 
agents 

 �  1, 2, 3 

Supplier 
perceptions 

Focus 
groups 

Suppliers  �  1, 2, 3 

 Survey Suppliers  � � 3 

Realized 
access 

Claims 
analysis 

National Claims 
History, beneficiary 
surveys 

� � � 3 

 Site visit  Ombudsman  �  1, 2, 3 

Out-of-
pocket 
expenses 

Claims 
analysis 

National Claims 
History, Durable 
Medical Equipment 
Regional Carrier 

� � � 3 

aReport 1:  First Annual Evaluation Report.  Report 2:  Second Annual Evaluation Report.  Report 3:  Final 
Evaluation Report. 

maintain quality and offer a wide product selection.  In addition, quality was one of the criteria 

used to select demonstration suppliers, and an Ombudsman investigates all complaints to resolve 

quality issues.   

Our analysis of demonstration effects on quality uses both the beneficiary and the supplier 

as the unit of analysis.  Beneficiary-level and supplier-level analyses are based on both qualitative 

and quantitative data.   

The evaluation addresses the following principal quality questions: 

• Does the demonstration reduce, maintain, or increase the quality of equipment 
provided to beneficiaries? 

• Does the demonstration reduce, maintain, or increase the quality of service provided to 
beneficiaries? 

• Does the demonstration reduce, maintain, or increase the product selection offered to 
beneficiaries? 

To answer these questions, we analyze  
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• beneficiary assessments of quality, 

• supplier assessments of quality, 

• referral agent assessments of quality, 

• product selection, and 

• fraud and abuse data.   

These analyses are summarized in Table 1-7.   

Table 1-7.  Evaluation Approach:  Quality and Product Selection 

Issue Method Data Source 
Pre-

Intervention 
Post- 

Intervention 
Comparison 

Site 
Evaluation 

Reporta 

Beneficiary 
perceptions 

Survey of 
users 

Beneficiaries � � � 1, 2, 3 

Supplier 
perceptions 

Survey  Suppliers  �  3 

 Focus 
groups 

Suppliers  �  1, 2, 3 

Referral agent 
perceptions 

Focus 
groups 

Physicians and referral 
agents 

 �  1, 2, 3 

Complaints Report of 
complaints 

Ombudsman reports  �  1, 2, 3 

Product 
selection 

Qualitative Supplier product lists � � � 2, 3 

 Focus 
groups 

Suppliers  �  1, 3 

 Survey Suppliers  � � 3 

Fraud 
through 
denied claims 

Claims 
analysis, 
interviews 

Durable Medical 
Equipment Regional 
Carrier 

 �  3 

aReport 1:  First Annual Evaluation Report.  Report 2:  Second Annual Evaluation Report.  Report 3:  Final 
Evaluation Report. 

1.4.4 Competitiveness of the Market 

The process of selecting winners may substantially reduce the number of suppliers that 

serve the demonstration areas.  This could have important implications for the health of the 

DMEPOS market in these areas.  A sufficient number of bidders must be left in the market for both 
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quality and price competition benefits to be realized in the future.  Obviously, reductions in the 

number of suppliers also have special relevance to suppliers.  Thus, the analysis of industry 

competitiveness is an important component of the evaluation of the feasibility of competitive 

bidding.  Our analysis focuses on the following questions: 

• Does competitive bidding significantly reduce the number of suppliers serving the 
market? 

• Are small businesses differentially affected by the demonstration? 

• Do winning bidders significantly increase market share? 

• Has the demonstration adversely impacted future competition in the market? 

To address these issues, we use econometric analysis where appropriate; however, some 

questions related to competition can only be addressed in a case study approach.  We are 

conducting a comprehensive qualitative and quantitative evaluation using pre- and post-

intervention claims data, data collected from a supplier survey, data collected in focus groups of 

referral agents and suppliers conducted during site visits, and discussions with other payers of 

DMEPOS. 

These data allow us to characterize the supplier market in both the pre- and post-

intervention periods and evaluate what changes have occurred in the local market.  Specifically, 

we make pre- and post-intervention comparisons of several measures of market competition, 

including 

• the number of suppliers providing each product category; 

• the number of suppliers who are local or from beyond the market area; 

• the share of demonstration DMEPOS of the suppliers’ total business; 

• the Herfindahl Index, a measure of market concentration, for each product category; 
and 

• relative market shares of small, medium, and large suppliers by product category. 

We are also analyzing the reasons behind changes in these variables by evaluating the following 

in both the first and second round of bidding:   

• entry and exit decisions for the demonstration sites; 

• bid decisions; 

• the effect of winning the contract; and 

• financial status by product type and supplier size, origin, and breadth of products. 
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The key industry competitiveness analyses are summarized in Table 1-8. 

Table 1-8.  Evaluation Approach:  Competitiveness of the Market 

Issue Method Data Source 
Pre-

Intervention 
Post- 

Intervention 
Comparison 

Site 
Evaluation 

Reporta 

Market 
concentration 

Herfindahl 
Index 

Claims � � � 3 

Number of 
bidders per 
round 

Bid analysis Bids  �  1, 3 

Supplier 
strategies 

Site visits Suppliers  �  1, 3 

Supplier 
perceptions 

Survey, site 
visits 

Suppliers  �  1, 2, 3 

Cost structure Survey, bid 
analysis 

Suppliers, bids  �  1, 2, 3 

aReport 1:  First Annual Evaluation Report.  Report 2:  Second Annual Evaluation Report.  Report 3:  Final 
Evaluation Report. 

1.4.5 Reimbursement System 

Our evaluation of the reimbursement system focuses on the process of the competitive 

bidding demonstration itself, rather than on the outcomes (i.e., cost savings, access, and quality) 

covered in other task areas.  The process of the demonstration is a major focus of the evaluation 

because one of the objectives of the government’s policy is to achieve a fair and administratively 

feasible reimbursement system.  Information is being solicited from beneficiaries, suppliers, 

physicians, referral sources, and government officials to determine whether the demonstration 

does, in fact, meet this government objective. 

Five areas (or phases) are being covered under the evaluation of the reimbursement system:  

publicity and solicitation, management of the bidding process, selection of winners, administration 

and monitoring, and public education.  Methods used to evaluate the reimbursement system 

include site visits, key informant interviews, focus groups, surveys, and review of documentation.  

The following general evaluation questions are addressed: 

• What parts of the process worked?  What did not work? 

• What problems or barriers were encountered during implementation?  How were they 
resolved? 

• What were facilitating factors?  Why? 
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• How can the competitive bidding system be improved in subsequent years? 

• How much does it cost to implement the demonstration? 

Table 1-9 summarizes the methods and data sources we are using. 

Table 1-9.  Evaluation Approach:  Reimbursement System 

Issue Method Data Source 
Pre-

Intervention 
Post- 

Intervention 
Comparison 

Site 
Evaluation 

Reporta 

Reimbursement 
system 

Survey, site 
visits 

Suppliers, 
beneficiaries 

 �  1, 2, 3 

 Focus 
groups 

Physicians and 
referral agents 

 �  1, 3 

 Site visit  Durable Medical 
Equipment Regional 
Carrier 

 �  1, 2 

 Site visit  Ombudsman  �  1, 2, 3 

aReport 1:  First Annual Evaluation Report.  Report 2:  Second Annual Evaluation Report.  Report 3:  Final 
Evaluation Report.   

1.4.6 Data Collection Methods 

The major data collection and analysis methods we are using in the evaluation are surveys, 

qualitative studies, and claims data and statistical analysis.  Below, we discuss the major survey 

and qualitative data collection activities during the first and second years of the evaluation.  The 

data analysis component of this project will involve evaluating National Claims History and 

enrollment data; this component was begun 1 year after the demonstration fee schedule went into 

effect in its first site.   

1.4.7 Beneficiary Surveys 

In each site, we fielded two beneficiary surveys:  one for oxygen users and another very 

similar survey for other medical equipment and supply users (hospital beds, enteral nutrition, 

urological supplies, and surgical dressings in Polk County; hospital beds, wheelchairs, and 

orthotics in San Antonio; questions about nebulizer drugs were included in both surveys in San 

Antonio).  Among the demonstration product categories, oxygen accounts for the majority of 

beneficiaries and Medicare expenditures.  We used the same survey for all other equipment 

categories to provide enough observations for statistical analysis.  Research questions that were 

addressed by the surveys focused on access, quality, and product selection.   

In Polk County and its comparison site, Brevard County, the initial beneficiary surveys 

were conducted from March through June 1999.  The surveys entered the field 6 months before 
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the demonstration prices took effect on October 1, 2001; we treat the survey responses as baseline 

data for outcomes in the market before the demonstration began.  We mailed surveys to 2,895 

beneficiaries:  1,600 oxygen users and 1,295 medical equipment users.  The overall response rate 

to the two surveys (excluding ineligible and deceased individuals) was 74 percent.  Follow-up 

beneficiary surveys were conducted from December 2000 through March 2001, entering the field 

just over 1 year after the demonstration prices took effect.  We mailed surveys to 2,960 

beneficiaries:  1,600 oxygen users and 1,360 medical equipment users.  The overall response rate 

to the two surveys (excluding ineligible and deceased individuals) was 75 percent.   

In San Antonio and its comparison site, Austin–San Marcos, the baseline beneficiary 

surveys were conducted from November 2000 through February 2001.  We mailed surveys to 

3,200 beneficiaries:  1,600 oxygen users and 1,600 medical equipment users.  The overall 

response rate to the two surveys (excluding ineligible and deceased individuals) was 70 percent.  

Follow-up beneficiary surveys will be fielded during 2002, 1 year after the demonstration prices 

took effect.   

In addition to the follow-up beneficiary survey in Texas, we will also conduct a survey of 

DME suppliers in 2002.  Suppliers in both San Antonio and Austin–San Marcos will be surveyed. 

1.4.8 Qualitative Studies 

The qualitative studies for this project include site visits, focus groups, review of written 

materials, and telephone conversations with individuals involved in the demonstration, such as 

beneficiaries, physicians, suppliers, the demonstration contractor, and others.  The main objectives 

of these qualitative studies are to gain an in-depth understanding of the demonstration’s effect on 

beneficiaries, referral agents, and suppliers and to observe and monitor all aspects of the 

demonstration in a person-to-person environment.   

Prior to the site visits, we contacted individuals to ask if they would be willing to 

participate in an interview.  We briefly explained the purpose of the site visit and described the 

topics that we would discuss during the interview.  We also explained that their participation was 

confidential and that we would not reveal their identity to CMS or to any other third party. 

We conducted four site visits to Polk County in the first year of the evaluation.  The first 

site visit took place after bidding had occurred but before winners were announced.  During the 

first visit, we interviewed both suppliers that bid and suppliers that did not bid, focusing on the 

bidding process and reasons for bidding or not bidding.  We spoke with seven suppliers and the 

Ombudsman during the visit; we interviewed an eighth supplier by telephone shortly thereafter. 

The second visit took place 2 months after the demonstration prices took effect.  We 

interviewed beneficiaries and representatives of beneficiary groups, suppliers, referral agents, and 

the demonstration Ombudsman.  The interviews with beneficiaries and referral agents focused on 
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transition issues and the initial perceptions of the demonstration.  The objective of the supplier 

interviews was to describe implementation of the demonstration from the supplier perspective, 

identify supplier planning and actions between the time winners were announced and new prices 

took effect, and evaluate the early effects of the demonstration on suppliers.  We spoke with four 

suppliers, 13 referral agents and beneficiary groups, and the Ombudsman during this visit. 

During the third site visit, which took place 6 months after the demonstration prices took 

effect, we conducted separate focus groups with demonstration suppliers and referral agents.  The 

supplier focus group discussed implementation issues, product selection, service levels, 

beneficiary access, and business activity.  The referral agent focus group discussed access and 

quality.  Seven demonstration suppliers participated in the supplier focus group, and seven referral 

agents participated in the referral agent focus group.  We also met separately with a 

nondemonstration supplier and the Ombudsman during this visit.   

The fourth site visit took place 8 months after the demonstration prices took effect.  During 

this visit, we met with demonstration suppliers in the urological supplies product category to 

discuss issues of access, quality, product selection, and pricing.  We met with three of the 

demonstration urological suppliers and conducted telephone interviews with the remaining two 

demonstration suppliers in this product category. 

During the second year of the evaluation, we conducted three site visits to San Antonio.  

The first visit took place 2 months before the new demonstration prices took effect on February 1, 

2001.  Bidding had already occurred, and most demonstration suppliers already knew they had 

been awarded contracts, but the complete list of demonstration suppliers had not been formally 

announced.  We interviewed 10 suppliers and the San Antonio Ombudsman during the visit, 

focusing on the bidding process and expectations about implementation of the new fee schedule.  

The second site visit took place 3 months after the demonstration prices took effect.  We 

interviewed referral agents, representatives of beneficiary groups, suppliers, and the demonstration 

Ombudsman.  The interviews focused on transition issues and initial perceptions of the 

demonstration.  The third site visit took place 7 months after the demonstration began.  We met 

with referral agents, demonstration and nondemonstration suppliers, and the Ombudsman.   

In addition to the site visits to the demonstration sites, we conducted two site visits to 

Palmetto GBA, the demonstration contractor, in Columbia, South Carolina.  The site visits took 

place 2 months after the demonstration prices took effect in Polk County and 2 months after the 

demonstration prices took effect in San Antonio.  During the visits, we discussed publicity and 

education efforts, bid evaluation, claims processing changes, demonstration costs, and other 

implementation issues.  In addition to conducting the demonstration, Palmetto GBA is the Durable 

Medical Equipment Regional Carrier (DMERC) for Region C, which includes Florida and Texas.  In 

this role, Palmetto GBA is one of the four DMERCs that process Medicare DMEPOS claims.   
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SECTION 2 

MEDICARE EXPENDITURES 

2.1 Introduction 

One of the key aspects of competitive bidding is its potential ability to decrease the 

amount that Medicare and its beneficiaries pay for DMEPOS.  In this section, we estimate the 

effects of the demonstration on Medicare allowed charges and expenditures.   

Medicare allowed charges equal the product of price times the volume of utilization, 

summed across procedures.  By comparing the demonstration prices to the Medicare statewide fee 

schedules that would have been in effect in the absence of the demonstration, we can calculate 

the demonstration’s impacts on prices.  We do not yet have sufficient claims data to estimate the 

demonstration’s impacts on utilization.  However, if we assume that utilization remains constant, 

we can estimate the effects of the demonstration on annual allowed charges.  Estimated allowed 

charges can then be separated into Medicare expenditures (80 percent of allowed charges) and 

beneficiary copayments (20 percent of allowed charges).   

The First-Year Evaluation Report described reductions in prices associated with the first 

round of bidding in Polk County.  In this report, we first compare Round 2 demonstration prices in 

Polk County to the Medicare statewide fee schedule and to the Round 1 demonstration prices.  We 

next compare demonstration prices in San Antonio to the Medicare statewide fee schedule.  We 

then estimate reductions in allowed charges for both demonstration sites under the assumption 

that utilization remains constant at predemonstration levels.   

Key findings in this section are as follows: 

� In Polk County, Round 2 demonstration prices are lower than the Medicare statewide 
fee schedule for all items in the oxygen equipment and supplies and hospital beds and 
accessories product categories.  Demonstration prices are also lower than the fee 
schedule for 18 of 24 urological supply items and 21 of 28 surgical dressings items.  
Round 2 demonstration prices are lower than Round 1 demonstration prices for most of 
the items in the oxygen equipment and supplies and surgical dressings product 
categories.  However, all of the Round 2 prices for urological supplies are higher than 
Round 1 prices.  For hospital beds and accessories, most of the Round 2 prices are 
slightly higher than the Round 1 prices. 

•  In San Antonio, demonstration prices are lower than the existing Medicare statewide 
fee schedule for all items in the oxygen equipment and supplies, hospital beds and 
accessories, wheelchairs and accessories, and general orthotics product categories.  For 
nebulizer drugs, the demonstration prices are lower than the Medicare statewide fee 
schedule prices for 16 of 27 items and higher for 11 of 27 items.   
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� Assuming that utilization remains constant at predemonstration levels, we estimate that 
the demonstration will reduce allowed charges in Polk County by nearly $1.3 million, 
$1.3 million, and $1.5 million during the first, second, and third years of the 
demonstration in Polk County, respectively.  We estimate that San Antonio allowed 
charges will be reduced by $2.3 million during the first year of the demonstration and 
by $2.1 million in the second “year” (11 months). 

� Combining savings from both sites, we estimate that the demonstration will reduce 
allowed charges by nearly $8.5 million (19.9 percent), again assuming that utilization 
remains constant at predemonstration levels.  Medicare expenditures (defined as 
allowed charges less copayments and deductibles) will fall by about $6.8 million, and 
beneficiary payments will fall by about $1.7 million.   

2.2 Prices 

2.2.1 Polk County—Round 1 

Demonstration prices for Round 1 bidding in Polk County were discussed in detail in the 

First-Year Evaluation Report.  The key findings were as follows:   

•  Demonstration prices were lower than the existing Medicare statewide fee schedule for 
most items in every product category except surgical dressings.  Demonstration prices 
were lower for all 15 oxygen items, 28 of 31 hospital beds and accessories items, 22 of 
24 enteral nutrition items, and 37 of 40 urological supplies.  For surgical dressings, the 
demonstration price was higher for 56 of 62 items.   

2.2.2 Polk County—Round 2 

Table 2-1 provides a brief overview of the product categories included in Round 2 of the 

demonstration in Polk County.  Oxygen equipment and supplies account for the largest allowed 

charges in the area, with over $6 million in allowed charges in 1999.  Medicare Part B covers 

oxygen equipment and supplies used in the home by beneficiaries with significant hypoxemia 

(oxygen deficiency in the blood).  Virtually all home oxygen users rent stationary oxygen systems 

that are used exclusively in the home.  The most common form of stationary equipment is an 

oxygen concentrator, an electronic machine that takes oxygen from the surrounding air and 

concentrates it; a few stationary users get their oxygen from large compressed oxygen tanks or 

liquid oxygen cylinders.  From a supplier’s perspective, oxygen concentrators are more efficient to 

provide than gas or liquid stationary systems because they do not require routine deliveries of 

tanks or cylinders.  Most oxygen users also rent portable oxygen systems that allow them to move 

away from their stationary systems, both within and outside the home.  To be covered by 

Medicare, a beneficiary’s physician must prescribe oxygen, perform lab tests, and sign a certificate 

of medical necessity.  Oxygen is most often prescribed for respiratory and cardiovascular 

problems.  In Round 2, suppliers were required to bid on 7 HCPCS codes in the range from E0424  
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Table 2-1.  Overview of Polk County Product Categories for Round 2 

 

Oxygen 
Equipment and 

Supplies 
Hospital Beds 

and Accessories 
Urological 
Supplies Surgical Dressings 

Number of Items Bid  7  17  24  28 

Rental or Purchase Rental, a few 
purchases 

Rental, a few 
purchases 

Purchase Purchase 

1999 Claims  49,135  6,410  3,771  918 

1999 Units  98,500  5,842  52,992  60,592 

1999 Allowed 
Charges 

 $6,182,643  $642,306  $85,620  $93,569 

Average Allowed 
Charges per Unit 

 $62.77  $109.95  $1.62  $1.54 

HCPCS Range E0424–E0443 
(selected codes), 
E1390 

E0250–E0298 
(selected codes), 
E0910, E0940 

A4310–A4364 
(selected codes), 
A4402, A4455, 
A5102, A5112, 
A6265 

A6196–A6258 (selected 
codes), A6402, A6405, 
A6406 

Most Common 
Codes (HCPCS 
code; percentage 
of allowed charges 
in category) 

Oxygen 
concentrator 
(E1390; 84.4%) 

Semi-electric 
hospital bed with 
side rails and 
mattress (E0260; 
81.8%)  

Intermittent 
urinary catheter, 
straight tip 
(A4351; 28.0%) 

Hydrocolloid dressing, 
wound filler, paste, per 
fluid ounce (A6240; 
21.2%) 

Range in Fees 
under 2001 
Medicare 
Statewide Fee 
Schedule 

$14.84 (portable 
oxygen contents, 
gaseous, 5 cu. 
ft)—$179.97 
(stationary liquid 
oxygen system, 
rental) 

$13.10 (mattress, 
innerspring, 
rental)—$199.65 
(hospital bed, 
heavy-duty, extra 
wide rental) 

$0.20 (tape, per 
18 sq. in.)—
$43.16 (external 
urethral clamp 
or compression 
device) 

$0.09 (nonsterile 
nonimpregnated gauze, 
without adhesive 
border, 16 sq. in. or 
less)—$34.25 (hydrogel 
dressing, wound cover, 
without adhesive 
border, over 48 sq. in.) 

 

to E0433, plus E1390.  Oxygen concentrators accounted for over 80 percent of Medicare allowed 

charges in the oxygen category in Polk County in 1999. 

Beneficiaries also rent hospital beds for use in the home; occasionally, they purchase 

accessories.  Rentals of semi-electric hospital beds with side rails and mattresses account for over 

80 percent of the nearly $0.6 million in allowed charges in the product category in Polk County in 

1999. 
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Urological supplies and surgical dressings each accounted for less than $100,000 in 

allowed charges in Polk County in 1999.  In both product categories, items can be purchased for 

use in either the home or nursing home.  Urological supplies such as catheters and urinary leg 

bags are used by patients with urinary problems, while gauze and hydrogel surgical dressings are 

used to cover wounds.  Neither product category has a single dominant product code, with the 

items with the highest allowed charges accounting for only 28 percent of urological supplies 

allowed charges and only 21 percent of surgical dressings allowed charges. 

Round 2 Prices versus Medicare Statewide Fee Schedule.  The Round 2 demonstration and 

2001 Medicare statewide fee schedule prices for individual items in each product category are 

detailed in Appendix Tables A-1 through A-4.  Round 1 demonstration prices are also shown in 

these tables.  Table 2-2 summarizes the differences between the demonstration and Medicare 

statewide fee schedules.  The first three rows compare the composite price based on the 

demonstration prices to the composite price based on the fee schedule that would have been in 

effect in the absence of the demonstration.  The composite price is the weighted average of the 

individual product prices, where the weights are the product weights specified in the RFB.  These 

product weights are based on the proportion of total unit volume in 1999 that is accounted for by 

the individual product.  For each product category, the composite price for the demonstration is 

lower than the composite price based on the Medicare statewide fee schedule that would have 

been in effect in the absence of the demonstration.  The demonstration composite price is 19.4 

percent lower for oxygen equipment and supplies, 34.1 percent lower for hospital beds and 

accessories, 7.4 percent lower for urological supplies, and 3.8 percent lower for surgical dressings.  

Looking at individual procedures, Round 2 demonstration prices are lower than the 2001 

Medicare statewide fee schedule for all 7 oxygen equipment and supply items and all 17 hospital 

bed and accessory items.  Round 2 demonstration prices are lower than the 2001 Medicare 

statewide fee schedule for 18 of 24 urological supply codes and 21 of 28 surgical dressing codes.  

Table 2-3 provides further detail on the magnitude of price reductions and increases under the 

demonstration.  Price reductions were concentrated in the range of 25 to 40 percent for oxygen 

equipment and supplies.  Price reductions generally fell in a lower range of less than 5 to 15 

percent for urological supplies and surgical dressings, the two categories where some prices (one 

in four) increased.   

The percentage change in the Round 2 demonstration prices versus the 2001 Medicare 

statewide fee schedule is displayed for individual items in Figures 2-1 through 2-4.  Procedure 

codes come from the HCPCS.  Discounts in the demonstration price for each product in the 

oxygen equipment and supplies category are graphed in Figure 2-1.  As noted above, the 

demonstration prices for all items in the oxygen category are lower than the 2001 fee schedule  
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Table 2-2.  Difference in Composite Prices Based on Round 2 Polk County Demonstration Prices 
and the 2001 Medicare Statewide Fee Schedule 

 
Oxygen Equipment 

and Supplies 
Hospital Beds 

and Accessories 
Urological 
Supplies 

Surgical 
Dressings 

Composite Pricesa     

Demonstration Fee 
Schedule 

$105.55 $85.04 $1.89 $1.77 

2001 Medicare Statewide 
Fee Schedule 

$131.01 $128.95 $2.04 $1.84 

Percentage Reduction:  
Demonstration Fees vs. 
2001 Medicare Statewide 
Fee Schedule 

19.4% 34.1% 7.4% 3.8% 

Individual Prices     

Demonstration Prices 
Lower than Fee Schedule 

7 17 18 21 

Demonstration Prices 
Higher than Fee Schedule 

0 0 6 7 

Total Demonstration Items 7 17 24 28 

aThe composite price equals the demonstration (or fee schedule) price multiplied by the product weight for 
each item, summed across all items in the product category. 

prices.  The largest discounts are approximately 23 percent for liquid oxygen contents (HCPCS 

code E0442) and 20 percent for the oxygen concentrator (E1390), which accounts for most of the 

allowed charges in the category.  Discounts on the remaining items varied from about 12 percent 

to 19 percent. 

Changes in the price for each product in the hospital beds and accessories category are 

graphed in Figure 2-2.  The demonstration prices of all items are discounted from the Medicare 

statewide fee schedule, ranging from about 22 percent to 38 percent lower.  The biggest discounts 

of 35 percent to 38 percent were obtained for total electric hospital beds (HCPCS codes E0265RR 

and E0266RR), fixed- and variable-height beds with mattresses (E0250RR and E0255RR), and used 

and rental innerspring mattresses (E0271UE and E0271RR).  The discount for semi-electric hospital 

beds (E0260), the largest spending item in the category, is 34 percent.   

Changes in the price for each product in the urological supplies category are graphed in 

Figure 2-3.  The demonstration prices are discounted for all but 6 items, ranging from about 

5 percent to 34 percent below the Medicare statewide fee schedule.  The highest percentage  
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Table 2-3.  Number of Round 2 Polk County Demonstration Prices Lower and Higher than 2001 
Medicare Statewide Fee Schedule 

 
Oxygen Equipment 

and Supplies 
Hospital Beds 

and Accessories 
Urological 
Supplies 

Surgical 
Dressings 

Number of Lower Prices     

0% to 4.9% Lower 0 0 0 6 

5% to 9.9% Lower 0 0 7 7 

10% to 14.9% Lower 2 0 7 7 

15% to 19.9% Lower 3 0 3 1 

20% to 24.9% Lower 2 2 0 0 

25% to 29.9% Lower 0 6 0 0 

30% to 34.9% Lower 0 5 1 0 

35% to 40% Lower 0 4 0 0 

All Lower Prices 7 17 18 21 

Number of Higher Prices     

0% to 4.9% Higher 0 0 1 4 

5% to 9.9% Higher 0 0 0 1 

10% to 14.9% Higher 0 0 1 1 

15% to 19.9% Higher 0 0 1 0 

> 20% Higher 0 0 3 1 

All Higher Prices 0 0 6 7 

Total Demonstration Items 7 17 24 28 

 

discount for an individual urologicals code was approximately 34 percent for lubricant (HCPCS 

code A4402).  Discounts of 17 to 19 percent were obtained for two Foley catheters and one type 

of intermittent urinary catheter (A4338, A4344, and A4353).  The largest percentage price 

increases are about 162 percent for ostomy/catheter adhesive (A4364) and 67 percent for tape 

(A6265).   

Changes in the price for each product in the surgical dressings category are graphed in 

Figure 2-4.  The demonstration prices are discounted for all but 7 items, ranging from 

approximately 2 to 18 percent below the Medicare statewide fee schedule.  The biggest discounts 

of 14 to 18 percent were obtained for two types of hydrogel dressings and one specialty absorptive  
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Figure 2-1.  Oxygen Equipment and Supplies—Polk County Round 2 Prices Relative to 2001 
Medicare Statewide Fee Schedule 
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Note:  See Appendix Table A-1 for HCPCS code definitions.   

Figure 2-2.  Hospital Beds and Accessories—Polk County Round 2 Prices Relative to 2001 
Medicare Statewide Fee Schedule 
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Figure 2-3.  Urological Supplies—Polk County Round 2 Prices Relative to 2001 Medicare 
Statewide Fee Schedule 
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Note:  See Appendix Table A-3 for HCPCS code definitions.   

Figure 2-4.  Surgical Dressings—Polk County Round 2 Prices Relative to 2001 Medicare 
Statewide Fee Schedule 
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Note:  See Appendix Table A-4 for HCPCS code definitions.   
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dressing (HCPCS codes A6244, A6248, and A6252).  The largest percentage price increases are 

80 percent for a type of gauze (where the demonstration allowance is 4 cents higher than the fee 

schedule) and 12 percent for an alginate dressing (HCPCS codes A6216 and 6199, respectively). 

Round 2 Prices versus Round 1 Prices.  The percentage change in the Round 2 

demonstration price versus the Round 1 demonstration allowance is displayed for individual 

procedures in Figures 2-5 through 2-8.  Changes in the demonstration price for each product in the 

oxygen equipment and supplies category are graphed in Figure 2-5.  Round 2 demonstration 

prices are lower than the Round 1 allowances for all but 2 items in the oxygen category.  The 

largest decreases are approximately 6 and 8 percent for rentals of portable gaseous and liquid 

oxygen systems (HCPCS codes E0431RR and E0434RR), respectively.  Prices increased by about 8 

and 6 percent for liquid and gaseous oxygen contents (E0442 and E0443), respectively. 

Round 2 changes in the demonstration price for each product in the hospital beds and 

accessories category are graphed in Figure 2-6.  Round 2 demonstration allowances are not 

dramatically changed from Round 1; all but 3 codes remained within 2 percent of their Round 1 

levels.  The largest percentage increases are about 4 and 5 percent for rentals of two types of 

nonelectric hospital beds (HCPCS codes E0250RR and E0256RR).  The largest percentage decline 

is about 4 percent for E0910RR, a code covering the rental of trapeze bars attached to a bed. 

Round 2 changes in the demonstration price for each product in the urological supplies 

category are graphed in Figure 2-7.  All prices increased from Round 1 to Round 2, with most 

increases ranging from 10 to 20 percent.  This result was somewhat expected, as some Round 1 

demonstration suppliers had previously stated that the first-round demonstration prices were too 

low.  The largest percentage price increases are about 67 percent for tape (HCPCS code A6265), 

65 percent for a catheter anchoring device (A4333), and 40 percent for a bedside drainage bottle 

(A5102). 

Round 2 changes in the demonstration price for each product in the surgical dressings 

category are graphed in Figure 2-8.  Twenty-three of the 28 fees decreased between Round 1 and 

Round 2, with 16 of these decreasing by approximately 5 to 20 percent.  The biggest discounts of 

29 to 32 percent were obtained for transparent film (HCPCS code A6258) and two types of gauze 

(HCPCS codes A6219 and A6405).  The largest percentage price increases are 29 percent for a 

type of gauze (A6216) and 21 percent for a type of hydrogel dressing (A6244).  The large number 

of surgical dressings prices that fell between Round 1 and Round 2 is not unexpected.  Because of 

a flaw in the weighting mechanism for the composite prices in Round 1 of the demonstration, most 

of the Round 1 surgical dressing demonstration prices were set higher than the Medicare statewide 

fee schedule.  The weighting mechanism was corrected in Round 2, and this correction probably 

accounts for much of the reduction in prices relative to Round 1.   



 

2-10 

Figure 2-5.  Oxygen Equipment and Supplies—Polk County Round 2 Prices Relative to Round 1 
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Note:  See Appendix Table A-1 for HCPCS code definitions.   

Figure 2-6.  Hospital Beds and Accessories—Polk County Round 2 Prices Relative to Round 1 
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Figure 2-7.  Urological Supplies—Polk County Round 2 Prices Relative to Round 1 
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aNot included in Round 1.   

Note:  See Appendix Table A-3 for HCPCS code definitions.   

Figure 2-8.  Surgical Dressings—Polk County Round 2 Prices Relative to Round 1 
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Note:  See Appendix Table A-4 for HCPCS code definitions.   
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2.2.3 San Antonio 

Table 2-4 provides a brief overview of the product categories included in the San Antonio 

demonstration.  As in Polk County, oxygen equipment and supplies account for the largest allowed 

charges in the area, with over $5 million in allowed charges in 1998.  In San Antonio, suppliers 

were required to bid on 10 HCPCS codes in the HCPCS range from E0424 to E0443 and from 

E1390 to E1406.  Oxygen concentrators (HCPCS E1390) accounted for over 80 percent of 

Medicare allowed charges in the oxygen category in San Antonio in 1998. 

Rentals of semi-electric hospital beds with side rails and mattresses account for over 80 

percent of the nearly $2 million in allowed charges in San Antonio for hospital beds and 

accessories.  As with hospital beds, beneficiaries rent wheelchairs for use in the home; 

occasionally, they purchase accessories.  Rentals of three types of wheelchairs account for over 80 

percent of the nearly $2 million in allowed charges for wheelchairs and accessories. 

General orthotics is the smallest of the five product categories in San Antonio, accounting 

for about $0.45 million in allowed charges.  Orthotics (also called orthoses) are braces that 

provide support for different parts of the body.  Although many orthotics are custom-fit for 

individual patients, the HCPCS codes included in the demonstration were classified as 

noncustomized at the time the RFB was prepared.1  Medicare Part B covers orthotics purchased by 

beneficiaries living in the home or in nursing facilities.  Unlike the other product categories, 

orthotics allowed charges are widely distributed across HCPCS codes, with the largest code 

accounting for less than 25 percent of allowed charges. 

Nebulizer drugs administered through nebulizers are one of the few types of outpatient 

prescription drugs covered by Medicare Part B.  Nebulizers are a type of DME used to administer 

inhalation therapy, usually for asthma or emphysema.  Two of the nebulizer drugs, albuterol and 

ipratropium bromide, account for nearly 97 percent of the allowed charges included in the 

demonstration.  In contrast to the other products included in the demonstration, nebulizer drugs 

generally have unit prices less than $1, and patients may consume hundreds of units per month.  

Nebulizer drugs accounted for over $1.3 million in allowed charges in San Antonio in 1998. 

The demonstration and Medicare statewide fee schedule prices for individual items in each 

product category are detailed in Appendix A.  Table 2-5 summarizes the differences between the 

demonstration and Medicare statewide fee schedule values.  The first three rows compare the 

composite price based on the demonstration prices to the composite price based on the Medicare  

                                                
1A few of these items were later reclassified as customized.   
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Table 2-5.  Difference in Composite Prices Based on Demonstration Prices and the 2001 
Medicare Statewide Fee Schedule 

 

Oxygen 
Equipment 

and Supplies 

Hospital 
Beds and 

Accessories 

Wheelchairs 
and 

Accessories 
General 

Orthotics 
Nebulizer 

Drugs 

Composite Pricesa      

Demonstration Fee Schedule $111.71 $97.04 $57.84 $167.18 $0.55 

2001 Medicare Statewide Fee 
Schedule 

$142.79 $130.68 $72.37 $184.79 $0.70 

Percentage Reduction:  
Demonstration Fees vs. 2001 
Medicare Statewide Fee 
Schedule 

21.8% 25.7% 20.1% 9.5% 21.4% 

Individual Prices      

Demonstration Prices Lower 
than Fee Schedule 

10 18 61 46 16 

Demonstration Prices Higher 
than Fee Schedule 

0 0 0 0 11 

Total Demonstration Items 10 18 61 46 27 

aThe composite price equals the demonstration (or fee schedule) price multiplied by the product weight for 
each item, summed across all items in the product category. 

statewide fee schedule that would have been in effect in the absence of the demonstration.  The 

composite price is the weighted average of the individual product prices, where the weights are 

the product weights specified in the RFB.  These product weights are based on the proportion of 

total unit volume in 1998 that is accounted for by the individual product.   

The composite price for the demonstration is lower in each product category.  The 

demonstration composite price is 21.8 percent lower for oxygen equipment and supplies, 

25.7 percent lower for hospital beds and accessories, 20.1 percent lower for wheelchairs and 

accessories, 9.5 percent lower for general orthotics, and 21.4 percent lower for nebulizer drugs.  

The remainder of the table shows the number of demonstration prices lower and higher than the 

corresponding prices in the Medicare statewide fee schedule.   

Demonstration prices are lower than the Medicare statewide fee schedule for all 10 oxygen 

equipment and supply items (Appendix Table A-5), all 18 hospital bed and accessory items 

(Appendix Table A-6), all 61 wheelchair and accessory items (Appendix Table A-7), and all 46 

general orthotics items (Appendix Table A-8).  For nebulizer drugs, the demonstration price was 

lower than the Medicare statewide fee schedule for 16 of 27 items (Appendix Table A-9). 
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Table 2-6 provides further detail on the magnitude of price reductions and increases under 

the demonstration.  The price reductions achieved under the San Antonio demonstration are rarely 

smaller than 10 percent, except for nebulizer drugs, the only category with price increases.  For 

hospital beds and accessories, wheelchairs and accessories, and orthotics, the price reductions are 

commonly between 15 percent and 25 percent.   

Table 2-6.  Number of Demonstration Prices Lower and Higher than the 2001 Medicare 
Statewide Fee Schedule 

 

Oxygen 
Equipment 

and Supplies 

Hospital 
Beds and 

Accessories 
Wheelchairs and 

Accessories 
General 

Orthotics 
Nebulizer 

Drugs 

Number of Lower Prices      

0% to 4.9% Lower 0 0 1 1 2 

5% to 9.9% Lower 1 0 0 0 5 

10% to 14.9% Lower 4 1 3 1 3 

15% to 19.9% Lower 2 5 22 13 2 

20% to 24.9% Lower 1 5 29 26 1 

25% to 29.9% Lower 2 7 6 5 2 

30% to 35% Lower 0 0 0 0 2 

All Lower Prices 10 18 61 46 16 

Number of Higher Prices      

0% to 4.9% Higher 0 0 0 0 1 

5% to 9.9% Higher 0 0 0 0 1 

10% to 14.9% Higher 0 0 0 0 1 

15% to 19.9% Higher 0 0 0 0 0 

> 20% Higher 0 0 0 0 8 

All Higher Prices 0 0 0 0 11 

Total Demonstration Items 10 18 61 46 27 

 

The percentage change in the demonstration price versus the fee schedule price is 

displayed for individual items in Figures 2-9 through 2-13.  Procedure codes come from the HCFA 

Common Procedure Coding System (HCPCS).  Changes in the price for each product in the oxygen 

equipment and supplies category are graphed in Figure 2-9.  As noted above, the demonstration 

prices for all items in the oxygen equipment and supplies category are lower than the fee schedule 

prices.  The largest discounts are for stationary and portable oxygen contents (HCPCS codes E0441 

through E0443), which range from about 25 percent to 30 percent.  Discounts on the remaining  
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Figure 2-9.  Oxygen Equipment and Supplies—San Antonio Demonstration Prices Relative to 
2001 Medicare Statewide Fee Schedule 
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Note:  See Appendix Table A-5 for HCPCS code definitions.   

Figure 2-10.  Hospital Beds and Accessories—San Antonio Demonstration Prices Relative to 
2001 Medicare Statewide Fee Schedule 
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Note:  See Appendix Table A-6 for HCPCS code definitions.   
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Figure 2-11.  Wheelchairs and Accessories—San Antonio Demonstration Prices Relative to 2001 
Medicare Statewide Fee Schedule 
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Note:  See Appendix Table A-7 for HCPCS code definitions.   
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Figure 2-12.  General Orthotics—San Antonio Demonstration Prices Relative to 2001 Medicare 
Statewide Fee Schedule 
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Note:  See Appendix Table A-8 for HCPCS code definitions.   

Figure 2-13.  Nebulizer Drugs—San Antonio Demonstration Prices Relative to 2001 Medicare 
Statewide Fee Schedule 
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Note:  See Appendix Table A-9 for HCPCS code definitions.   
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rental items varied from about 6 percent to 19 percent.  The demonstration price for oxygen 

concentrators (E1390RR), which accounted for over 80 percent of oxygen allowed charges in 

1998, is 19 percent lower than the Medicare statewide fee schedule price.   

Changes in the price for each product in the hospital beds and accessories category are 

graphed in Figure 2-10.  The demonstration prices are discounted for all items, ranging from about 

14 percent to 30 percent lower than the Medicare statewide fee schedule.  The biggest discounts 

of 26 percent to 30 percent were obtained for full-length hospital bedside rails (HCPCS code 

E0310NU) and for semi- and total electric hospital beds (E0260RRKH, E0261RRKH, E0265RRKH, 

and E0266RRKH).  Semi-electric hospital beds accounted for over 80 percent of allowed charges 

in the product category in 1998.   

Changes in the price for each product in the wheelchairs and accessories category are 

graphed in Figure 2-11.  The demonstration prices are discounted for all items, ranging from about 

4 percent to 29 percent lower than the Medicare statewide fee schedule.  The highest percentage 

discounts for individual wheelchair codes were approximately 29 percent for a nonadjustable arm 

rest (HCPCS code K0015) and about 27 percent each for an anti-tipping device (K0021) and a 

safety belt/pelvic strap (K0031).  Demonstration fees for three wheelchair rental codes with 

relatively high volumes of utilization and allowed charges in past years (K0002, K0003, and 

K0004) achieved discounts of 25 to 26 percent. 

Changes in the price for each product in the general orthotics category are graphed in 

Figure 2-12.  The demonstration prices are discounted for all items, ranging from approximately 3 

to 29 percent below the Medicare statewide fee schedule.  The biggest discounts of 27 percent to 

29 percent were obtained for two codes covering knee ankle foot orthoses, or KAFOs (HCPCS 

codes L2132 and L2134).  Discounts of 25 and 24 percent were obtained for a type of knee 

orthosis (L1832) and a type of ankle-foot orthosis (L1930), respectively.  These two codes were 

weighted relatively heavily in the computation of the composite bid, having received high 

utilization levels in past years. 

Changes in the price for each product in the nebulizer drugs category are graphed in 

Figure 2-13.  In contrast to the other product categories, demonstration prices are higher than the 

Medicare statewide fee schedule for almost half the items in the nebulizer drug category.  

Increases range from 4 to 100 percent over fee schedule amounts, with most falling in the range of 

35 to 50 percent increases.  However, these increases are entirely within codes where fee 

schedule amounts are under 75 cents per billed unit and utilization has been relatively low in 

recent years.  Moreover, the majority of demonstration prices are lower than the fee schedule 

prices.  The demonstration price is discounted by 35 percent for single drug unit dose albuterol 

(HCPCS code J7619KO), by 7 percent for second or later units of multiple unit dose albuterol 

(J7619KQ), and by about 24 to 27 percent for concentrated albuterol and unit dose ipratropium 
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bromide (J7618, J7644KO, and J7644KQ).  These drugs have accounted for the majority of claims 

and allowed charges in the nebulizer drug category in recent years.  Note that because the weight 

of the discounted products was large, the composite bid declined by 21.4 percent. 

2.3 Polk County versus San Antonio Prices 

Two of the product categories, oxygen equipment and supplies and hospital beds and 

accessories, are included in both the Polk County and San Antonio demonstration sites.  However, 

the composite prices for these product categories are not directly comparable between Polk 

County and San Antonio because of differences between bidding items and product weights 

between the two sites and the different timing of the bidding competitions.  Prices for individual 

products are more comparable, although the different timing of the bidding competitions still 

affects comparability.  Table 2-7 shows the demonstration and fee schedule prices for oxygen 

concentrators and semi-electric hospital beds with side rails and mattresses, the products that 

account for the highest allowed charges in the two product categories.  Although the 

demonstration prices for San Antonio are from $16 to $24 higher than in Polk County, the dollar 

and percentage reductions relative to the fee schedule prices are similar between the two sites.  

Labor and other input costs may differ between Polk County and San Antonio, accounting for 

some of the differences in demonstration prices between the sites. 

Table 2-7.  Demonstration and Fee Schedules Prices—Polk County versus San Antonio 

 
Demonstration 

Price 
Fee Schedule 

Price Reduction ($) Reduction (%) 

Oxygen Concentrator (E1390)     

Polk County, Round 1 $175.10 $213.11 $38.01 17.8% 

Polk County, Round 2 $170.36 $213.75 $43.65 20.4% 

San Antonio $186.40 $229.49 $43.09 18.8% 

Semi-electric Hospital Bed with 
Side Rails and Mattress (EO1260) 

    

Polk County, Round 1 $95.66 $136.14 $40.48 29.7% 

Polk County, Round 2 $95.74 $145.81 $50.07 30.1% 

San Antonio $119.26 $166.10 $46.84 28.2% 
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2.4 Estimated Annual Savings to Medicare and Beneficiaries 

Utilization data for the demonstration are not yet available.  Therefore, to estimate savings 

from the demonstration in each product category, we multiplied predemonstration volume in the 

demonstration areas by the demonstration price for each procedure and then summed across all 

procedures in the product category.  This produces an estimate of demonstration savings under the 

assumption that utilization is unaffected by the demonstration.  The assumption of constant 

utilization is unlikely to hold true in reality because demonstration changes in price are likely to 

affect demand for DMEPOS, and demand may change for reasons unrelated to the demonstration.  

Nevertheless, the calculation provides a useful measure of the demonstration’s pure price effect.   

Estimated reductions in allowed charges for the first year of the first round of the 

demonstration in Polk County are shown in Table 2-8.  The reductions in allowed charges are 

$918,472 for oxygen supplies, $190,229 for hospital beds and accessories, $167,631 for enteral 

nutrition, and $16,409 for urological supplies.  However, for surgical dressings, allowed charges 

are estimated to increase by $14,978.  Overall, assuming utilization remained constant, the 

demonstration is estimated to reduce annual allowed charges by a total of $1,277,763, or about 

17 percent.  Estimated reductions in allowed charges for the second year of the demonstration in 

Polk County are the same (Table 2-9).   

Table 2-8.  Estimated Annual Allowed Charges in Polk County, Round 1, First Year 
(October 1, 1999 – September 30, 2000)a 

 

Estimated Annual 
Allowed Charges 

Under the 
Demonstration 

Estimated Annual 
Allowed Charges 

Under 1999 
Medicare Statewide 

Fee Schedule 

Estimated 
Annual Savings 

Under the 
Demonstration 

Percent-
age 

Savings 

Oxygen Equipment and Supplies $4,670,181 $5,588,654 $918,472 16.4% 

Hospital Beds and Accessories $456,998 $647,228 $190,229 29.4% 

Enteral Nutrition $893,920 $1,061,552 $167,631 15.8% 

Urological Supplies $74,600 $91,008 $16,409 18.0% 

Surgical Dressings $159,378 $144,400 –$14,978 –10.4% 

Total $6,255,077 $7,532,841 $1,277,763 17.0% 

aAssuming utilization is the same as 1998 utilization.  1998 utilization data provided by demonstration 
contractor.   
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Table 2-9.  Estimated Annual Allowed Charges in Polk County, Round 1, Second Year  
(October 1, 2000 – September 30, 2001)a 

 

Estimated Annual 
Allowed Charges 

Under the 
Demonstration 

Estimated Annual 
Allowed Charges 

Under 2000 
Medicare Statewide 

Fee Schedule 

Estimated 
Annual Savings 

Under the 
Demonstration 

Percent-
age 

Savings 

Oxygen Equipment and Supplies $4,670,181 $5,588,654 $918,472 16.4% 

Hospital Beds and Accessories $456,998 $647,228 $190,229 29.4% 

Enteral Nutrition $893,920 $1,061,552 $167,631 15.8% 

Urological Supplies $74,600 $91,008 $16,409 18.0% 

Surgical Dressings $159,378 $144,400 –$14,978 –10.4% 

Total $6,255,077 $7,532,841 $1,277,763 17.0% 

aAssuming utilization is the same as 1998 utilization.  1998 utilization data provided by demonstration 
contractor.   

In Round 2 bidding in Polk County, most demonstration prices fell for oxygen equipment 

and supplies, and surgical dressings, while the Medicare statewide fee schedule rose.  As a result, 

the estimated savings under the demonstration rise for these product categories (Table 2-10).  

Estimated savings for hospital beds and accessories also increased.  Demonstration prices for 

urological supplies tended to rise in Round 2 (the Medicare statewide fee schedule also rose but 

by a smaller percentage); therefore, estimated savings for this product category are lower than 

during Round 1 of the demonstration.  Across all product categories, estimated annual savings for 

Round 2 equal $1,465,228.  This total is higher than the estimated annual savings in Round 1, 

even though one more product category (enteral nutrition) was included in Round 1. 

Estimates for the first and second years of the demonstration in San Antonio (Tables 2-11 

and 2-12) are based on the same volume and the same demonstration and Medicare statewide fee 

schedule prices.  The second “year” only covers 11 months, however, explaining why its totals are 

only 11/12 of the first year totals.  Estimated savings range from 17.7 percent for oxygen 

equipment and supplies to 27.6 percent for hospital beds and accessories, with the average 

reduction across all product categories equal to 21.8 percent.  Overall, estimated savings in San 

Antonio are $2.3 million for the first year and $2.1 million for the second year.   

Table 2-13 summarizes savings from each site and year of the demonstration.  We estimate 

that total savings from the demonstration will be nearly $8.5 million if volume does not change 

from predemonstration levels.  This would represent a 19.9 percent savings. 
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Table 2-10.  Estimated Annual Allowed Charges in Polk County, Round 2, First Year  
(October 1, 2001 – September 30, 2002)a 

 

Estimated Annual 
Allowed Charges 

Under the 
Demonstration 

Estimated Annual 
Allowed Charges 

Under 2001 
Medicare Statewide 

Fee Schedule 

Estimated 
Annual Savings 

Under the 
Demonstration 

Percent-
age 

Savings 

Oxygen Equipment and Supplies $4,997,404 $6,201,255 $1,203,851 19.4% 

Hospital Beds and Accessories $506,936 $758,487 $251,551 33.2% 

Urological Supplies $84,957 $91,153 $6,196 6.8% 

Surgical Dressings $96,228 $99,858 $3,630 3.6% 

Total $5,685,525 $7,150,752 $1,465,228 20.5% 

aAssuming utilization is the same as 1999 utilization.  1999 utilization data from Polk County Round 2 RFB.   

Note: Percentage savings shown here do not match percentage reductions shown in Table 2-2 because of 
differences in volume.  Composite prices in Table 2-2 were calculated using weights based on state 
volumes to avoid the possibility of zero weights for individual products.  Table 2-10 expenditures are 
based on demonstration area volumes. 

Table 2-11.  Estimated Annual Allowed Charges in San Antonio, First Year (February 1, 2001 – 
January 31, 2002)a 

 

Estimated Annual 
Allowed Charges 

Under the 
Demonstration 

Estimated Annual 
Allowed Charges 

Under 2001 
Medicare 

Statewide Fee 
Schedule 

Estimated 
Annual Savings 

Under the 
Demonstration 

Percentage 
Savings 

Oxygen Equipment and Supplies $3,991,682 $4,849,734 $858,052 17.7% 

Hospital Beds and Accessories $1,533,564 $2,117,231 $583,667 27.6% 

Wheelchairs and Accessories $1,570,066 $2,061,027 $490,961 23.8% 

Orthotics $375,297 $471,132 $95,835 20.3% 

Nebulizer Drugs $876,611 $1,174,179 $297,568 25.3% 

Total $8,347,220 $10,673,303 $2,326,083 21.8% 

aAssuming utilization is the same as 1998 utilization.  1998 utilization data from San Antonio RFB.   
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Table 2-12.  Estimated Annual Allowed Charges in San Antonio, Second Year (11 months:  
February 1, 2002 – December 31, 2002)a 

 

Estimated Annual 
Allowed Charges 

Under the 
Demonstration 

Estimated Annual 
Allowed Charges 

Under 2001 
Medicare 

Statewide Fee 
Schedule 

Estimated 
Annual Savings 

Under the 
Demonstration 

Percentage 
Savings 

Oxygen Equipment and Supplies $3,659,042 $4,445,589 $786,547 17.7% 

Hospital Beds and Accessories $1,405,767 $1,940,795 $535,028 27.6% 

Wheelchairs and Accessories $1,439,228 $1,889,275 $450,047 23.8% 

Orthotics $344,022 $431,871 $87,849 20.3% 

Nebulizer Drugs $803,560 $1,076,331 $272,770 25.3% 

Total $7,651,619 $9,783,861 $2,132,241 21.8% 

aAssuming utilization is the same as 1998 utilization.  1998 utilization data from San Antonio RFB.   

Note: Percentage savings shown here do not match percentage reductions shown in Table 2-5 because of 
differences in volume.  Composite prices in Table 2-5 were calculated using weights based on state 
volumes to avoid the possibility of zero weights for individual products.  Table 2-12 expenditures are 
based on demonstration area volumes. 

Table 2-13.  Overall Demonstration Savings 

 

Estimated Annual 
Allowed Charges 

Under the 
Demonstration 

Estimated Annual 
Allowed Charges 
Under State Fee 

Schedules 

Estimated Annual 
Savings Under the 

Demonstration 
Percentage 

Savings 

Polk County     

Round 1, Year 1 $6,255,077 $7,532,841 $1,277,763 17.0% 

Round 1, Year 2 $6,255,077 $7,532,841 $1,277,763 17.0% 

Round 2, Year 1 $5,685,525 $7,150,752 $1,465,228 20.5% 

Polk County Totals $18,195,679 $22,216,434 $4,020,754 18.1% 

San Antonio      

Year 1 $8,347,220 $10,673,303 $2,326,083 21.8% 

Year 2 $7,651,619 $9,783,861 $2,132,241 21.8% 

San Antonio Totals $15,998,839 $20,457,164 $4,458,325 21.8% 

Demonstration Totals $34,194,518 $42,673,598 $8,479,079 19.9% 
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The cost of DMEPOS is shared by Medicare and beneficiaries.  The beneficiaries’ 

copayment rate is 20 percent, and the remaining 80 percent of allowed charges is covered by 

Medicare.  Thus, we estimate that the demonstration will reduce Medicare payments by 

$6,783,263 and beneficiary payments by $1,695,816.   

2.5 Utilization 

As noted earlier, our estimates of savings under the demonstration are based on the 

assumption of constant utilization.  We have not yet been able to obtain enough claims data to tell 

whether utilization has changed under the demonstration.  As data become available, we will 

analyze whether utilization changes.  It is possible that changes in utilization may or may not be 

attributable to the demonstration.  To control for this, we will perform a pre-post analysis of 

utilization using a comparison site for each demonstration site.  The comparison county allows us  

to distinguish between changes due to the demonstration that only affect the demonstration site 

and changes due to contemporaneous trends in the demand or supply of DMEPOS that affect both 

the demonstration and the comparison site.  This will allow us to identify changes in utilization 

that are because of the demonstration.   

When the claims data become available, we will analyze both changes in utilization per 

user and the aggregate number of claims with an observation defined over a month, quarter, or 

6-month period.  We will perform multivariate analyses to identify the effect of the demonstration 

on these outcomes.   

2.6 Summary and Next Steps 

Demonstration prices are substantially lower than the fee schedule prices that would have 

been in effect for almost all items in all product categories in San Antonio and Round 2 of Polk 

County.  Compared to Round 1 prices, Round 2 prices in Polk County are relatively unchanged for 

oxygen equipment and supplies and hospital beds and accessories, higher for urological supplies, 

and lower for surgical dressings.   

We estimate that competitive bidding in the Polk County demonstration site will reduce 

Medicare allowed charges by approximately $1.3 million annually, or about 18 percent, assuming 

that utilization remains constant.  Under the same assumption, we estimate that the San Antonio 

demonstration will reduce allowed charges by about $2.3 million annually, or about 22 percent.  

Together, we estimate that the two demonstrations will reduce Medicare allowed charges by 

nearly $8.5 million, or about 20 percent, over their 3 years of operation. 

We will analyze the demonstration’s impact on utilization during the upcoming months of 

the evaluation.  When that analysis is complete, we will evaluate the combined price and 

utilization effects on allowed charges.  Results will be presented in the Final Evaluation Report.   
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SECTION 3 

BENEFICIARY ACCESS 

We define beneficiary access as the ability of Medicare beneficiaries to locate and use, 

without undue burden, the services and products that are covered by Medicare.  Competitive 

bidding reduces the number of approved suppliers in a given area, and suppliers might respond to 

the new environment in a number of ways.  Responses can range from strategies to increase 

market share to business practices designed to reduce costs because of lower reimbursement.  For 

example, suppliers could attempt to increase market share by extending service and advertising, 

thereby filling in geographic gaps left by ineligible suppliers.  Conversely, suppliers could respond 

by delaying routine maintenance or employing fewer service technicians and customer service 

representatives in an effort to reduce costs.  This could increase the need for service calls and 

extend waiting times, thereby decreasing access.  Because of the uncertainty of the outcomes, it is 

important to monitor the demonstration’s impact on beneficiary access and evaluate whether 

competitive bidding affects beneficiaries’ ability to obtain needed products and services.   

Because competitive bidding inherently reduces the number of suppliers serving a given 

area, the demonstration design included a number of features intended to promote and maintain 

beneficiary access.  First, multiple winners were selected in each product category to encourage 

competition among winning bidders.  Second, supplier capacity was taken into account in the bid 

evaluation process to ensure that selected suppliers have enough capacity to serve the entire area.  

The Bid Evaluation Panel also examined the financial viability of firms in the competitive range to 

ensure that access problems would not arise if one or more demonstration suppliers went 

bankrupt.  Finally, transition policies allowed some nondemonstration suppliers to continue 

serving their existing patients during the demonstration under specific circumstances. 

In Section 3.1, we discuss the findings from the baseline and follow-up beneficiary surveys 

conducted in Polk and Brevard Counties in Florida (the first demonstration and comparison sites, 

respectively), which provide our most comprehensive understanding of access in the first 

demonstration site.  In Section 3.2, we discuss the service areas offered by demonstration suppliers 

in their bids.  In Section 3.3, we detail our findings related to beneficiary access from three site 

visits conducted during the first year of the San Antonio demonstration (the second demonstration 

site).  In Section 3.4, we discuss future steps in the analysis of beneficiary access to demonstration 

services.  Key findings in this section are as follows: 

•  Survey data show few statistically significant demonstration impacts on access-related 
survey measures in Polk County.  This suggests that the demonstration has had little 
overall impact on beneficiary access.   
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•  Our Polk County analysis detects statistically significant demonstration effects that 
indicate a decline in the provision of portable oxygen equipment and an increase in 
conserving device usage among new users under the demonstration.  We also detect a 
decline in maintenance visits among new users of medical equipment.  Other 
statistically significant impacts include changes in the ways beneficiaries order and 
receive their equipment, as well as declines in some types of training for urologicals 
and surgical dressings users.  We will monitor and further evaluate these issues as the 
demonstration continues. 

•  In San Antonio, some referral agents adapted their methods for coordinating care in 
response to the demonstration.  Some difficulties with access occurred during the first 
months of the demonstration when some demonstration suppliers provided wheelchair 
items that users were not ordered or were not properly adjusted.  Agents have since 
become more familiar with demonstration rules and demonstration-eligible suppliers, 
and they are now using suppliers with whom they are comfortable. 

3.1 Polk County Beneficiary Survey Results 

In this section, we discuss the access-related findings from the baseline and follow-up 

beneficiary surveys in Polk and Brevard Counties, Florida.  Polk County is the first demonstration 

site, and Brevard County functions as its comparison site.  We use these beneficiary surveys as our 

primary tool for collecting quantitative data on beneficiaries’ satisfaction levels and opinions 

regarding their DMEPOS service and suppliers.  In the following sections, we briefly describe the 

survey and analysis methodology before detailing our findings. 

3.1.1 Survey Methodology 

We fielded two surveys, the Oxygen Consumer Survey and the Medical Equipment 

Consumer Survey, in Polk and Brevard Counties both before and after the demonstration’s 

implementation.  These surveys were developed by project staff along with several consultants 

with experience and expertise in DMEPOS.  Measures of access in the surveys include the distance 

from beneficiaries’ homes to their suppliers, whether a supplier delivers equipment directly to a 

beneficiary’s home, how long it takes to receive equipment after ordering, and whether 

beneficiaries have been able to get the equipment and oxygen they need without spending 

significant amounts of time and energy.  The surveys also collect information on the issues related 

to quality and product selection, which we discuss in Section 4.   

We conducted surveys in both the demonstration site (Polk County) and a comparison site 

(Brevard County).  Baseline surveys were fielded from March to June 1999, 3 months before 

demonstration policies took effect.  Follow-up surveys were fielded from January to April 2001, 

allowing a year of beneficiary experience under the demonstration.  The nature of this design 

allows us to compare Polk County to Brevard County and baseline responses to follow-up 

responses in both settings.  We also conduct multivariate regression analyses, comparing the 
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incremental change in outcomes from baseline to follow-up in Polk County with the change in 

outcomes in Brevard County. 

Survey samples were identified using data from the demonstration contractor (Palmetto 

GBA) and the Medicare Enrollment Database (EDB).  Palmetto GBA provided claims data used to 

identify beneficiaries in the demonstration and comparison sites with at least $20 in allowed 

charges in the demonstration project categories between January 1 and June 30, 2000.  This list 

was merged with demographic and contact information from the Medicare EDB, and individuals 

known to be deceased were eliminated from the sampling frame before sample selection.  Initial 

plans called for random samples of 800 oxygen users (for the Oxygen Consumer Survey) and 800 

other equipment users (for the Medical Equipment Consumer Survey) in the demonstration and 

comparison sites.  However, there were fewer than 800 other equipment users in each site, so all 

were included in the sample.  For oxygen users, a random sample of 800 beneficiaries from each 

site was drawn with the objective of matching the samples drawn at baseline.   

The combined response rate for all surveys was 74 percent, resulting in 3,952 completed 

questionnaires.  Sample sizes and response rates for each survey are presented in Table 3-1.  

Target sample size for each survey was 800 per county; however, there were not enough users of 

other medical equipment in Polk and Brevard Counties to sample 800 beneficiaries from each.  

The percentage of recontacts is higher for the Oxygen Consumer Survey because of a concerted 

effort to resurvey as many baseline respondents as possible.  This strategy allows us to perform 

more in-depth analyses of oxygen users who have used their equipment in both the pre- and post-

demonstration periods.  (We could not duplicate this recontacting strategy for the Medical 

Equipment Consumer Survey because of the smaller number of medical equipment users.  In both 

periods, we survey all eligible users of other medical equipment; the percentage of respondents 

who are in both survey periods is too low for any special analysis.)   

As shown in Table 3-1, response rates were higher for the Oxygen Consumer Survey than 

for the Medical Equipment Consumer Survey.  The higher response rates for oxygen may be 

because beneficiaries spend more money and receive more service for oxygen equipment than for 

other product categories; thus, they were more interested in the Oxygen Survey.  As described in 

the next section, proxy respondents were common on the Medical Equipment Consumer Survey, 

possibly suggesting that medical equipment users are more disabled than oxygen users.   
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Table 3-1.  Selected Characteristics of Survey Samples 

Oxygen Consumer Survey Medical Equipment Consumer Survey 

Polk County Brevard County Polk County Brevard County 

 Baseline 
Follow-

up Baseline 
Follow-

up Baseline 
Follow-

up Baseline 
Follow-

up 

Sample Size 800 800 800 800 723 759 572 601 

Completed Survey 599 604 611 615 365 413 378 367 

Deceased/ 
Ineligible 

59 70 63 72 76 81 45 63 

Response Ratea 80.8% 82.7% 82.9% 84.5% 56.4% 60.9% 71.7% 68.2% 

Recontactsb 40.7% 40.5% 16.5% 23.4% 

aResponse rate excludes deceased and ineligible individuals from denominator. 
bPercentage of follow-up respondents (those who completed a survey) who were also respondents at 

baseline. 

3.1.2 Analysis Methodology 

We first examine the survey data graphically, plotting the mean value for selected access 

variables for the demonstration site at baseline, the demonstration site at follow-up, the 

comparison site at baseline, and the comparison site at follow-up.  By visually comparing these 

data, we can qualitatively evaluate a number of questions: 

•  Does the variable change between baseline and follow-up in the demonstration site?  
How large, relative to the baseline value, is this change? 

•  Does the variable change between baseline and follow-up in the comparison site?  
How large, relative to the baseline value, is this change? 

•  Are there differences between the baseline value for the demonstration site and the 
baseline value for the comparison site? 

•  Do these differences persist during the follow-up period? 

•  Is the change between baseline and follow-up in the demonstration site larger than the 
change between baseline and follow-up in the comparison site? 

To answer the last question, we plot a variable, Impact, that equals the difference between 

follow-up and baseline in the demonstration site minus the difference between follow-up and 

baseline in the comparison site.  This variable can be interpreted as the impact of the 

demonstration on the access variable.  If the variable changes more between baseline and follow-
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up in the demonstration site than it changes in the comparison site, Impact will take a positive or 

negative value.  On the other hand, if the variable changes by the same amount in both the 

demonstration and the comparison site, the measured Impact will be zero; we can interpret this 

result as indicating that the demonstration did not affect the variable. 

The formula for the Impact calculation highlights the advantage of collecting comparison 

site data for the evaluation.  If we only had baseline and follow-up data from the demonstration 

site, we would not be able to distinguish between changes caused by the demonstration and 

changes caused by other factors that affect both the demonstration and other similar but 

nondemonstration sites.  For example, if we observe that use of oxygen concentrators increases by 

10 percent between the baseline and follow-up surveys in Polk County, we would not be able to 

tell whether this increase is due to the demonstration or due to another factor that would have 

caused concentrator use to rise even in the absence of the demonstration.  By including the data 

from the comparison site, we can interpret the change observed at the comparison site as the 

change that would have occurred at the demonstration site in the absence of the demonstration.  

After subtracting this change from the actual change in the demonstration site, we can interpret the 

remaining change as the demonstration’s impact. 

Although the graphical analysis provides an intuitive way to evaluate the survey data, it 

cannot tell us whether the demonstration’s impact is—from a statistical standpoint—significantly 

different than zero.  To address this issue, we perform a series of multivariate regressions to detect 

whether the demonstration has a statistically significant impact on the access measures included in 

the two surveys. 

We use the following regression model: 

(Access Variable)ijt = � + �1* Polkj + �2* Follow-Upt + �3* Impactijt + �‘ * Patientit + �ijt 

The index i represents the patient, the index j represents the location (Polk County vs. Brevard 

County), and the index t represents time (baseline vs. follow-up).  Polk is a dichotomous variable 

set equal to one for Polk County beneficiaries and zero for Brevard County beneficiaries to 

represent time-invariant differences between Polk and Brevard Counties.  Follow-Up is a 

dichotomous variable set equal to one in the post-demonstration period and zero at baseline.  The 

variable controls for overall time trends that affect both the demonstration and comparison site in 

the follow-up survey.  Impact equals one if the observation is from the demonstration site (Polk 

County) in the post period and zero otherwise (Impact equals Polk multiplied by Follow-Up).  

Patient represents a vector of patient characteristics, including health status, level of education, 

whether patient is a new user, proxy respondent, and other variables concerning living situation.  

Inclusion of these variables allows us to better control for nondemonstration variables that affect 
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the access measures.  Patient also includes variables representing the DMEPOS product categories 

used by the patient to allow for additional service-specific effects.   

The dependent variables in our regression model are responses to the surveys’ access-

related questions.  �1 captures systematic differences between the demonstration and comparison 

sites that affect access in both the baseline and follow-up periods.  �2 captures the effects of factors 

that generate changes in responses from baseline to follow-up in both the demonstration and 

comparison sites.  �3 then isolates the change in outcomes over time in the demonstration site 

(Polk County) minus the change in outcomes over time in the comparison site (Brevard County).  

This is the regression equivalent of the graphical impact variable.   

We use three regression techniques with the above model, depending on the nature of the 

access variable.  For variables that are continuous (such as equipment delivery times and distance 

from the beneficiary’s home to their supplier), we use ordinary least-squares (OLS) regression.  For 

dependent variables defined as a binomial choice (such as whether a maintenance visit occurred 

in the last 30 days or whether a beneficiary uses portable oxygen), we use a logistic regression 

technique.  For variables that are ordinal in nature, we use an ordered logistic regression 

technique.  These ordinal variables are generated by survey questions such as “How would you 

rate the reliability of the equipment you use?” where response choices are “Very reliable,” 

“Somewhat reliable,” “Somewhat unreliable,” and “Very unreliable.”  We use a t-test to determine 

if the coefficient of the Impact variable on each access-related outcome is statistically significant at 

the 5 percent level.  Where the Impact variable is statistically significant, we say that the presence 

of the demonstration had an observable effect on the measure of beneficiary access. 

In these cases, we report the marginal effect of the demonstration on the dependent 

variable.  When the dependent variable is continuous, �3 in the OLS regression can be directly 

interpreted as the demonstration’s marginal effect.  Logistic and ordered logistic regressions are not 

linear functions of the explanatory variables, so �3 cannot be directly interpreted as a marginal 

effect in these regressions.  We calculate the marginal effects using STATA software, at the means 

of the independent variables.  See Appendix B for a detailed description of the marginal effects 

calculation. 

For dependent variables estimated using logistic regressions, Stata calculates the marginal 

effect of the demonstration as the discrete change in the dependent variable as the Impact variable 

moves from 0 to 1.  Since the dependent variables in our logistic regressions are all 0/1 variables, 

the marginal effect can be interpreted straightforwardly as a change in the probability of 

respondents with a positive (1) response for the dependent variable. 

For ordered logistic regressions, Stata requires a specification of the outcome for which a 

marginal effect is to be calculated.  For each dependent variable, we specify the most positive 

response outcome (e.g., “very reliable,” “always,” etc.) because the majority of responses on each 
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of these variables fall in these categories.  With this specification, Stata calculates the marginal 

effect of the demonstration as the increase in the probability of this most positive response 

outcome.  Interpretation of these effects is therefore similar to that used with logistic regressions. 

Means of the patient characteristics used in our regression model are presented in 

Table 3-2.  Patient characteristics are fairly similar between the demonstration and comparison 

site, and there are relatively few differences between the baseline and follow-up surveys in each 

site.  Moreover, use of the regression model allows us to control for any differences in patient 

characteristics between the demonstration and comparison sites as well as any differences in 

patient characteristics between the baseline and follow-up surveys.  We derive our race variable 

from joint use of survey responses and the Medicare Enrollment DataBase (EDB).  We use the 

survey response in most cases to identify race and ethnicity.  However, in cases where 

respondents were inconsistent in their response between baseline and follow-up rounds of the 

survey, we use the EDB race indicator for that sample member.  We also use the EDB if the 

respondent did not answer the survey questions on race and ethnicity.  Table 3-2 shows that only 

about 25 percent of oxygen users required a proxy respondent to the survey, while about half of 

the other medical equipment users had a proxy fill out the survey.  Including a variable for proxy 

respondent in the regression analysis, allows us to control for the possibility that proxy respondents 

provide different answers than users.   

We perform separate analyses for oxygen users and for users of other medical equipment 

and supplies.  We also perform separate regression analyses on the subset of survey responses 

provided by new users.  We define new users as those who report having used their DMEPOS for 

less than a year at the time they complete the survey.  Under this definition, a respondent cannot 

be a new user in both the baseline and follow-up rounds of the survey.   

The new user analysis is important because new beneficiaries in the demonstration site at 

follow-up are required to use demonstration suppliers.  Beneficiaries who used home oxygen, 

hospital beds, and enteral nutrition equipment before the demonstration took effect could maintain 

supply arrangements with their previous suppliers under specific circumstances through the 

demonstration’s transition policies.  These policies do not apply to beneficiaries who began using 

DMEPOS during the demonstration, or to previous users of urological supplies, surgical dressings, 

and enteral nutrition food items.  Because of these policies, the subset of new users is more likely 

to show the effects of any changes in service that may be caused by the demonstration than the 

entire set of DMEPOS users.  This is particularly true for the oxygen, hospital bed, and enteral 

nutrition equipment categories, and less true of surgical dressings and urological supplies. 
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3.1.3 Findings 

Many of the generalized access measures have means that indicate high levels of access to 

care both before and after implementation.  In addition, beneficiaries report high levels of 

satisfaction, a variable that provides a summary measure of perceived access and quality, with 

DMEPOS services in Polk County both before and during the demonstration (satisfaction is 

discussed in detail in Section 4).  In the sections below, we describe the differences in baseline 

and follow-up outcomes for the access measures.  When interpreting these often small 

movements, it is important to recognize the high degree of satisfaction among DMEPOS users. 

Below, we describe the variables that had the greatest amount of proportional change from 

baseline to follow-up and consider the corresponding changes in the comparison site.  The figures 

throughout this section present unadjusted results at baseline and follow-up for Polk and Brevard 

Counties.  The figures also present the unadjusted Impact variable.  We display unadjusted results 

here because there is little difference between the regression-adjusted and unadjusted results. 

We also identify the measures where the demonstration’s impact was statistically 

significant when adjusting for the patient characteristics described above, either among all survey 

respondents or among only the subset of new users. 

Oxygen Consumer Survey 

Most of our analyses showed no statistically significant demonstration impacts on the 

survey’s access measures.  In Table 3-3, we present the access variables by category, noting those 

for which the demonstration’s impact was statistically significant.  The demonstration impact 

variable was significant for only 4 of the 43 measures for all oxygen users and for only 3 of the 43 

measures for new users.  In our analyses of oxygen users who responded to the survey in both the 

pre- and post-demonstration periods, the demonstration’s impact was never statistically significant.  

Below, we describe the major findings for individual access measures in the Oxygen Consumer 

Survey. 

Access to Equipment and Supplies.  Among those who use stationary oxygen in Polk 

County, the unadjusted percentage of respondents using oxygen concentrators increased slightly 

from 91 to 94 percent, with a similar change in the comparison site.  Compressed oxygen tanks 

became more prevalent at follow-up as the percentage of oxygen users who reported using such 

systems increased from 6.3 percent to 10.1 percent.  The demonstration had a statistically 

significant impact on the number of beneficiaries using compressed gas tanks.  The marginal 

impact of the demonstration is a 6.1 percentage point increase in the percentage of stationary 

system users who use a compressed oxygen tank.  Stationary compressed oxygen tank systems are 

commonly provided to oxygen users as backup systems to oxygen concentrators, but they are  
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seldom used as the primary stationary system.  Our results do not show that compressed gas 

systems are replacing oxygen concentrators.  On the surveys, beneficiaries could indicate that they 

use more than one type of stationary system.  The percentage indicating that they use only a 

compressed oxygen tank system stayed relatively constant from baseline to follow-up (at about 1 

percent of stationary users in Polk), while the percentage using both an oxygen concentrator and a 

compressed oxygen tank rose from 5.6 percent to 9.6 percent in Polk County.  There were no 

statistically significant changes in the prevalence of oxygen concentrators or liquid stationary 

systems. 

The demonstration county (Polk) experienced a decline in the percentage of beneficiaries 

using portable oxygen systems from baseline to follow-up, dropping from 79.7 percent use to 

73.8 percent (Figure 3-1).  The comparison county (Brevard) experienced a small gain in the 

percentage using portable systems, which may indicate a slight upward or stable trend in the 

absence of the demonstration.  The demonstration effect was not significant among all users.  

Among new oxygen users, the demonstration’s negative impact was statistically significant.  Based 

on the regression results, the presence of the demonstration decreases the probability that new 

Polk County users will use portable oxygen by 26.9 percent.  The unadjusted data for new oxygen 

users indicate that the prevalence of portable systems fell from 76 percent to 54 percent in Polk 

County, while rising from 58 percent to 62 percent in the comparison site.   

Figure 3-1.  Oxygen Consumer Survey:  Portable Oxygen System Use, All Users 
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Use of portable oxygen is considered a quality of life issue for beneficiaries who require 

oxygen therapy.  For those with severe conditions, portable oxygen may be necessary for the 

beneficiary to move about their home, away from the location of their stationary system.  Portable 

oxygen systems also make trips outside the home possible, including visits to the doctor, and 

therefore may help increase compliance with the beneficiary’s oxygen treatment regimen.  Access 

to portable oxygen is influenced by both the level of need (based on a beneficiary’s treatment 

regimen) and the supplier’s offering it at the time the oxygen order is placed. 

For suppliers, there are significant costs of equipment and staff for delivery of supplies in 

the provision of portable oxygen to the beneficiary.  Newer, lighter tanks are easier for the 

beneficiary to use but represent a higher cost to suppliers when compared to larger, heavier 

portable tanks.  For each tank left at the beneficiary’s home, the supplier must have one in the 

shop to fill and deliver.  Suppliers receive a fixed monthly fee for supplying portable oxygen to a 

beneficiary, regardless of the number of units or amount of deliveries necessary for the beneficiary.  

Therefore, limiting access to portable oxygen—including equipment, numbers of tanks delivered, 

and the frequency of delivery—are viable means for suppliers to influence their costs for providing 

portable oxygen. 

Coverage of portable oxygen requires that a beneficiary meet a set of specific Medicare 

criteria.  It is possible that suppliers under the demonstration have increased their attention to the 

Medicare criteria that qualify beneficiaries for portable system use, requiring physicians to provide 

more specific orders and documentation of the beneficiary’s need for portable oxygen.  Another 

possibility is that several suppliers selected for the demonstration do not routinely provide portable 

oxygen to their Medicare patients.  A study by the General Accounting Office (U.S. GAO, 1997) 

found that almost 25 percent of Medicare home oxygen suppliers provided portable oxygen to no 

more than 10 percent of Medicare beneficiaries they serve.  Future claims analysis will attempt to 

determine whether suppliers selected for the demonstration have a history of providing portable 

oxygen to a small percentage of their Medicare beneficiaries.  Site visits to Polk County did not 

reveal any additional evidence of decreased access or increased surveillance of coverage criteria, 

but we will continue to monitor the issue in future visits and claims analysis. 

Figure 3-2 displays utilization of oxygen conserving devices among all users in both sites.  

Each site experienced an increase in the percentage of users with an oxygen conserving device, 

with the total percentage approaching 60 percent.  While not significant among all users, the 

demonstration had a statistically significant impact on new oxygen users’ utilization of oxygen 

conserving systems.  Our analysis indicates that the presence of the demonstration increased the 

percentage of new oxygen users with conserving devices by 36.5 percentage points.  Unadjusted  

data show that this percentage rose from 46 percent to 74 percent in Polk County from baseline to 

follow-up, while falling from 63 to 56 percent in Brevard County. 
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Figure 3-2.  Oxygen Consumer Survey:  Use of Oxygen Conserving Systems, All Users 
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Oxygen conserving systems allow oxygen to flow only when the beneficiary is breathing 

in, thus conserving the oxygen normally lost when the oxygen flows continuously, whether the 

beneficiary is breathing in or exhaling.  These devices extend the amount of time that a tank of 

oxygen can be used, thereby decreasing the number of refill tanks required and/or increasing the 

amount of time between deliveries.  This decreases costs for suppliers without affecting the 

beneficiary’s access to oxygen therapy. 

Delivery.  Beneficiaries are most likely to receive their equipment via home delivery by 

their oxygen supplier.  Approximately 95 percent of Polk County beneficiaries received their 

equipment in this manner at both baseline and follow-up; Brevard County was closer to 

91 percent.  A relatively small number receive their equipment via delivery from a home health 

agency, direct mail from a supplier, or pickup from the supplier.  However, two statistically 

significant demonstration impacts were detected indicating that a larger number of beneficiaries 

are using home health agencies to order and deliver their oxygen equipment.  The marginal effects 

of the demonstration are an increase of 5.2 points in the percentage of Polk County oxygen users 

ordering their equipment via home health at follow-up, and an increase of 8.0 points in the 

percentage receiving their equipment via home health delivery.  These increases in home health 

ordering and delivery may be attributable to paid caregivers (such as home health agencies) 
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ensuring demonstration compliance by taking responsibility for ordering and delivering their 

patients’ equipment.  Although not statistically significant, the shift towards home health appears 

to be accompanied by declines in doctors’ ordering equipment for beneficiaries and in suppliers’ 

mailing supplies to beneficiaries’ homes.   

A high percentage of beneficiaries (close to 75 percent in each site and period) reported 

receiving their oxygen equipment and supplies on the same day they initially ordered them 

(Figure 3-3).  Most other deliveries occur within 1 to 2 days.  In Polk County, the percentage 

receiving their oxygen equipment on the same day as their initial order increased from 

75.0 percent to 79.3 percent over the course of the demonstration, while the comparison site 

experienced little change.  The demonstration’s impact was not statistically significant. 

Figure 3-3.  Oxygen Consumer Survey:  Length of Time to Get Supplies at Initial Order, All Users 
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Survey responses do not show any particular interval that is most common for beneficiaries 

to receive refills for their portable oxygen systems, but most seem to get refills once every 1 to 3 

months (Figure 3-4).  Respondents from the demonstration and comparison sites generally responded 

similarly from baseline to follow-up on this measure.  The number of refills beneficiaries receive at a 

time also remained stable from baseline to follow-up in Polk County.  Statistically, the demonstration 

had no significant impact on supplier deliveries with respect to timing or quantity of refills.   
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Figure 3-4.  Oxygen Consumer Survey:  Frequency of Getting Refills for Portable Oxygen System, 
All Users 
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Access to Training.  The types of training received by beneficiaries upon initial receipt of 

their equipment did not change substantially during the demonstration (Figure 3-5).  At least 

55 percent of respondents reported receiving each type of training listed on the questionnaire.  The 

highest percentages were for training in how to use the equipment, how to replace parts of the 

equipment, and how to get service for the equipment.  Proportions were lowest for beneficiaries 

reporting that the supplier provided written instructions and chose a good place for the equipment.  

Polk County proportions decreased for seven types of training from baseline to follow-up.  The 

demonstration’s impact on training was statistically significant only among new users for one type 

of training.  The percentage of new users in Polk County at follow-up who reported receiving 

training on how to get after-hours service was 16.6 points higher than it would have been in the 

absence of the demonstration.  It should be noted, though, that the statistical significance of this 

impact is due in part to the large decrease in provision of training on after-hours service in Brevard 

County.  Figure 3-5 shows this decrease in Brevard County among all users.  Unadjusted data 

indicate that the percentage of new oxygen users receiving this instruction increased from 75 to 

85 percent in Polk County, but decreased from 81 to 73 percent in Brevard County.   

Access to Maintenance and Service.  Most beneficiaries reported that their suppliers 

perform regular maintenance visits every 1 to 3 months to check their oxygen equipment 

(Figure 3-6).  The proportions associated with some intervals did shift moderately, but no 

consistent pattern of changes in the interval between maintenance visits is apparent.  For example, 

the percentage reporting that their supplier performed a maintenance visit every month fell from  



 

3-17 

Figure 3-5.  Oxygen Consumer Survey:  Type of Training Received from Supplier Initially, All 
Users 
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Figure 3-6.  Oxygen Consumer Survey:  Frequency of Maintenance Visits by Supplier, Last 6 
Months, All Users 
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44.4 percent to 39.3 percent from baseline to follow-up in Polk County.  However, Brevard 

County experienced an even larger decline of 7.3 percentage points in this interval.  The 

demonstration had no statistically significant impact on the frequency of maintenance visits. 

The demonstration had a statistically significant effect on increasing the percentage of 

oxygen users reporting that they had a major change in therapy requiring new equipment in the 

past 6 months.  Marginal effect analysis indicates that the percentage reporting such a change in 

Polk County at follow-up is 5.8 percentage points higher than it would have been in the absence 

of the demonstration.  This measure was originally included in the survey for possible use as an 

explanatory variable.  We found that the variable had little explanatory power in this role.  The 

observed demonstration impact on the variable is somewhat surprising and therefore worth 

reporting.  While this effect is relatively small and it is not clear how the demonstration could 

affect therapy, we will continue to monitor this issue in future site visits and attempt to determine 

why such changes may be occurring. 

The beneficiary’s last respiratory checkup (physician office visit) is included as an access-

related analysis variable because of the relationship between supplier visits to the beneficiary and 

the frequency of physician office visits.  Because staff of oxygen suppliers are often in the home 

more frequently than beneficiaries routinely go to the physician, supplier staff potentially play an 

important role in early identification of changes in condition.  Therefore, they often urge earlier 

contact with the physician than the beneficiary would otherwise make.  If the demonstration 

results in a decreased frequency of visits by delivery staff and/or a decrease in clinical evaluations 

by clinical staff, there may be a delay in beneficiaries’ seeking medical attention for clinical 

changes.  This could result in an increase in physician visits and possibly hospitalizations.  

Approximately 65 percent of Polk County respondents at baseline reported that their last visit to a 

doctor for a breathing check was between 1 week ago and 3 months ago.  At follow-up, 

beneficiaries were slightly less likely to report a doctor visit in the last week and more likely to 

have their last visit more than 6 months ago (Figure 3-7).  These changes were approximately 4 to 

5 percent, as compared to little change in the comparison site.  However, none of these 

differences were statistically significant.   

At baseline and follow-up in both sites, over 55 percent of respondents said that they did 

not have a visit from a supplier’s breathing specialist in the past 6 months (Figure 3-8).  The 

demonstration’s impact on this measure was not statistically significant.  The frequency of 

breathing specialist visits is an important evaluation issue, as several suppliers we interviewed on 

Polk County site visits claimed that they generally make such visits every 3 to 6 months.  

Furthermore, some suppliers worried that the frequency of specialist visits could fall under the  
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Figure 3-7.  Oxygen Consumer Survey:  Most Recent Doctor Visit (Respiratory Checkup), All 
Users 
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Figure 3-8.  Oxygen Consumer Survey:  Frequency of Home Checkups by Supplier’s Breathing 
Specialist, Last 6 Months, All Users 
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demonstration.  Our survey data indicate that breathing specialist visits were fairly infrequent 

before the demonstration began and have not become more or less frequent since then.  However, 

our results may underreport the true frequency of these visits if beneficiaries do not recognize 

visiting supplier personnel as breathing specialists (i.e., the beneficiary thinks the staff member is 

making a routine maintenance visit). 

Access to Customer Service.  A set of survey questions probed beneficiaries regarding the 

services they receive from their oxygen suppliers.  Respondents were queried on issues such as 

how quickly their supplier responds to service requests and whether they are able to get in touch 

with their supplier both during the workday and after hours.  Proportions remained similar from 

baseline to follow-up for questions measuring service response times and suppliers’ availability for 

assistance.  The demonstration’s impact was not statistically significant for any of these measures. 

Medical Equipment Consumer Survey 

The Medical Equipment Consumer Survey revealed few changes concerning access-related 

issues.  In Table 3-4, we present the access variables by category, noting those for which the 

demonstration’s impact is statistically significant.  We detect only one significant demonstration 

impact when analyzing all users together; we detect 5 statistically significant demonstration 

impacts when subsetting responses into individual product categories.  There are two significant 

demonstration impacts on access variables when analyzing responses from all product categories 

together among new users only.  Below, we present the major variables of interest. 

Delivery.  Delivery times (the time from initial order to delivery) in Polk County increased 

slightly over the course of the demonstration, but the demonstration’s impact was not statistically 

significant (Figure 3-9).  Most deliveries occur within 2 days after the order in both sites.  Both sites  

also show declines of similar magnitude over the course of the demonstration in the proportion of 

deliveries that occur on the same day as the order. 

The percentage of Polk County respondents whose supplier is less than 5 miles from their 

home dropped from 28.8 percent at baseline to 22.7 percent at follow-up, while the percentage 

whose supplier is over 20 miles away rose from 16.7 percent to 23.9 percent (Figure 3-10).  This 

increase in distance is an expected result because of the smaller number of Medicare-approved 

suppliers under the demonstration.  The demonstration’s impact on this measure was not 

statistically significant. 

The demonstration had a statistically significant impact, both among all users and among 

the subset of hospital bed users, that indicates a decline in the percentage of beneficiaries ordering 

their equipment for themselves.  Our analysis indicates that the percentage of all equipment users 

self-ordering their equipment is 12.2 points lower than it would be in the absence of the  
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Table 3-4.  Demonstration Impact on Access Variables—Medical Equipment Consumer Survey 

Significant Impact? 
Direction of Impact  

(if significant) 

Category Variable All Users New Users All Users New Users 

Initial equipment delivery time No No   

Orderer of equipment     

Beneficiary Yesa No 
Decrease in 
percent self-
ordering 

 

Caregiver No No   

Home health agency (HHA) No No   

Doctor No No   

Method of equipment receipt     

Delivered to home by supplier No Yes  

Decrease in 
percent with 
supplier 
delivering 

Mailed to home by supplier No No   

Pick up from supplier No No   

Delivered by home health (HHA) No No   

Distance to supplier No No   

Time and energy used obtaining DMEPOS No No   

Receipt of excess supplies, last 6 months No No   

Receipt of too few supplies, last 6 months No No   

Delivery 

Use of multiple suppliers No No   

Types of training given by supplier     

Written instructions No No   

Show how to use No No   

Choose a good place No No   

Show how to put together No No   

Show how to take care of Yesb No 
Decrease in 
percent receiving 
training 

 

Show how to use safely No No   

Show how to replace parts No No   

Tell how to get service No No   

Tell how to get service after-hours No No   

Access to 
Training 

Did not receive any training Yesc No 
Increase in 
percent with no 
training 

 

(continued) 
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Table 3-4.  Demonstration Impact on Access Variables—Medical Equipment Consumer Survey 
(continued) 

Significant Impact? 
Direction of Impact  

(if significant) 

Category Variable All Users New Users All Users New Users 

Major change in therapy requiring new 
equipment, last 6 months 

No No   

Frequency of maintenance visits No No   
Access to 
Maintenance 
and Service 

Maintenance visit in last 30 days No Yes  
Decrease in 
percent with 
visit 

Receipt of supplier assistance with 
insurance 

No No   

Number of face-to-face contacts with 
supplier, last 6 months 

Yesb No 
Decrease in 
number of 
contacts 

 

Ability to contact supplier by telephone No No   

Access to 
Customer 
Service 

Supplier service call response time  Yesb No 
Quicker 
response times 

 

aStatistically significant among all users and among the subset of hospital bed equipment users.   
bStatistically significant only among the subset of surgical dressings users.   
cStatistically significant only among the subset of urological supplies users.   

demonstration.  Among hospital bed users only, the marginal effect is a 15.8 percentage point 

decline.  Unadjusted data indicate that more medical equipment users are having their equipment  

ordered for them by caregivers or their doctors, though these effects are not statistically significant.  

This impact may be generated by referral agents, caregivers, and/or doctors taking more 

responsibility for ordering beneficiaries’ equipment to ensure compliance with demonstration 

rules.  We have seen evidence of such adaptation by referral agents during site visit interviews in 

San Antonio (which we describe later in this section), and it is possible that agents in Polk County 

may be behaving similarly.  We will investigate this in future Polk County site visits. 

The proportion of Polk County beneficiaries who received their supplies by delivery from 

their supplier dropped by 5 percentage points, and the proportion who received their supplies by 

mail increased by 5 percentage points (Figure 3-11).  However, the demonstration’s impact was 

not statistically significant for this measure among all equipment users. Among new users, the 

demonstration had a statistically significant impact on lowering the percentage of beneficiaries 

who receive their equipment via home delivery by their supplier.  The marginal effect of the 

demonstration was a decrease of 35.0 points in the percentage of new medical equipment users 

receiving their equipment via home delivery by their supplier.  Unadjusted data show that home  
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Figure 3-9.  Medical Equipment Consumer Survey:  Length of Time to Get Supplies at Initial 
Order, All Users 
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Figure 3-10.  Medical Equipment Consumer Survey:  Distance to Supplier from Home, All Users 
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Figure 3-11.  Medical Equipment Consumer Survey:  Method of Delivery, All Users 
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delivery by supplier fell from 76 to 66 percent among new users in Polk County, and rose from 71 

to 89 percent in Brevard County.  Our analysis did not detect a statistically significant substitution 

toward other methods of receiving equipment; however, unadjusted data for individual product 

categories provide possible–albeit not statistically significant–insight into the decline in home 

delivery to new equipment users.  Generally, users of surgical dressings and urological supplies 

shifted from supplier delivery to receiving their supplies by mail.  The increase in mail receipt was 

6.4 percentage points among urological supplies users and 12.0 percentage points among users of 

surgical dressings.  Users of hospital bed equipment (the largest of the four product categories) 

shifted from supplier delivery to picking up their equipment from the supplier.  Some of the 

demonstration suppliers for urological supplies and surgical dressings were located outside of the 

demonstration area, providing a possible explanation for the increase in patients receiving these 

supplies by mail.  It is less clear why hospital bed users became more likely to pick up their 

equipment and supplies. 

Access to Training.  The proportion of Polk County respondents who reported receiving 

training on how to use their medical equipment and supplies increased from baseline to follow-up.  

Brevard County shows higher levels of training than Polk County in both the pre- and post-

demonstration periods.  The increases in Polk County do not bring proportions up to the levels 

seen in the comparison site.  The proportion of respondents who received no training on using 
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their equipment decreased slightly in each site, but the percentage of Polk County respondents at 

follow-up who received no training (25.9 percent) is still higher than that in Brevard County 

(18.8 percent).   

The only statistically significant demonstration impacts on training were detected among 

product-specific subsets of equipment users.  Among surgical dressings users, the demonstration 

had a significant impact on lowering the percentage of users receiving training on how to take care 

of their supplies.  The marginal effect of the demonstration was a 27.8 percentage point decline in 

the percentage of surgical dressings users receiving such training.  Unadjusted data show that the 

percentage of surgical dressings users receiving this training fell from 30 to 17 percent in Polk 

County from baseline to follow-up, while rising from 26 to 36 percent in Brevard County. 

Among users of urological supplies, the impact of the demonstration increased the 

percentage receiving no training on their supplies.  The marginal effect of the demonstration was 

an increase of 23.0 points in the percentage of urologicals users receiving no training.  Here, 

unadjusted data show that the percentage of urologicals users receiving no training rose from 42 to 

52 percent in Polk County while falling from 52 to 39 percent in Brevard County.   

It is possible that this decline in the provision of training to users of urological supplies may 

result from the reported inexperience of some demonstration suppliers in this product category.  As 

described in the First-Year Evaluation Report, some demonstration suppliers were relatively new to 

the urological supplies category.  Several reported that they bid lower than cost in the urological 

supplies category because of this inexperience.  The cost pressures generated by this 

underbidding, combined with inexperience, may have contributed to a decline in training for 

urological supplies users.  Another explanation is a possible shift toward mail delivery for users of 

urological supplies.  Although the demonstration’s impact was not statistically significant, 

unadjusted data indicate that the number of urologicals users who received their supplies by mail 

rose by 6.4 percentage points in Polk; all other listed methods of equipment receipt declined.  

Because three of the five providers of urological supplies in Round One were located outside of 

Polk County, a shift to mailing (rather than delivering) supplies might entail that supplier staff were 

not available in person to give training to beneficiaries when they first received their urological 

supplies.  

Access to Maintenance and Service.  Two survey questions investigate changes in the 

frequency of routine maintenance visits during the demonstration.  The first asks beneficiaries to 

indicate the frequency of the visits they receive on a continuous scale.  Figure 3-12 displays 

unadjusted responses to this question for all medical equipment users.  Our analysis detected no 

statistically significant demonstration impacts on this variable, either among all equipment users, 

new users, or product-specific subsets of users.   
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Figure 3-12.  Medical Equipment Consumer Survey:  Frequency of Maintenance Visits by 
Supplier, Last 6 Months, All Users 
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The second question asks beneficiaries to indicate if their supplier made a routine 

maintenance visit to their home in the last 30 days.  No statistically significant demonstration 

impact was detected among all medical equipment users.  Among new users only, the 

demonstration had a statistically significant impact, and the marginal effect of the demonstration 

was a decline of 12.2 points in the percentage with such a visit.  Declines appear most common 

for new hospital bed users and new surgical dressings users, though the changes were not 

statistically significant for either of these product categories alone.   

Access to Customer Service.  As with the Oxygen Consumer Survey, the set of survey 

questions probing access to customer service for medical equipment users showed little change 

from baseline to follow-up.  Polk County showed some improvements in suppliers’ provision of 

after-hours assistance and help with insurance claims.  Supplier response times to service calls 

remained stable.  The demonstration’s impact on these measures among all users was not 

statistically significant.  However, the demonstration’s impact was statistically significant among 

surgical dressings users for two of these measures.  The demonstration decreased the number of 

contacts that surgical dressings users had with their suppliers and improved suppliers’ response 

times to their service calls.  The marginal effect of the demonstration was a decline of 1.9 in the 
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mean number of contacts with suppliers.  While this decrease may be either a beneficial or a 

detrimental outcome depending on the nature of these contacts, the improvement in response 

times is certainly beneficial.  Marginal effect analysis indicates that the demonstration improved 

average response times (as reported by beneficiaries) by approximately 2 days in Polk County at 

follow-up. 

3.2 Results of the Bidding:  Service Areas 

3.2.1 Polk County—Round 1 

As part of their bids, 12 of the 16 demonstration suppliers agreed to provide service to 

every zip code in Polk County.  All of the demonstration suppliers who provided surgical dressings 

and urological supplies—the two product categories with the fewest suppliers in total—served the 

entire county, as did 9 of the 13 oxygen suppliers.  The large number of suppliers supplying each 

zip code helped to maintain beneficiary access. 

3.2.2 Polk County—Round 2 

During Round 2 bidding in Polk County, CMS stipulated that all winning suppliers would 

be required to serve all of Polk County during the demonstration.  Therefore, all 16 winning 

suppliers are providing service to the entirety of Polk County.  This should maintain, if not 

improve, access to DMEPOS services for Polk County beneficiaries. 

3.2.3 San Antonio 

Forty-one out of 51 demonstration suppliers (80 percent) agreed to provide service to all 

three counties in the San Antonio demonstration area.  All 8 of the demonstration orthotics 

providers supply the entire demonstration area.  Twenty-five of 32 oxygen equipment suppliers, 20 

of 24 hospital bed and accessory suppliers, 19 of 23 wheelchair and accessory suppliers, and 7 of 

11 nebulizer drug suppliers agreed to provide to the entire demonstration area.  Again, the large 

number of suppliers providing service to all areas of the demonstration suggests that beneficiary 

access will remain strong. 

3.3 Site Visit Results 

In this section, we describe findings from site visits conducted in the past year related to 

access changes under the demonstration.  Each of these visits took place in the second 

demonstration site (San Antonio, Texas).  Site visits to Polk County, Florida, were discussed in the 

First-Year Annual Evaluation Report.  We begin by discussing our methodology for conducting site 

visits. 
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3.3.1 Site Visit Methodology 

Our planning for each site visit began by contacting a set of key informants, such as 

DMEPOS suppliers, referral agents who work with Medicare beneficiaries using DMEPOS, and 

beneficiary groups.  Our contacts were compiled from directories of local DMEPOS suppliers and 

civic groups, as well as from lists provided by the Demonstration Ombudsman for each site.  We 

spoke briefly with each contact to explain the purpose of our interviews and review 

confidentiality.  For those who agreed to an interview, we set a time and place for them to meet 

with (usually) two members of the evaluation team. 

Our interviews were structured around a set of protocols containing open-ended questions 

that covered topic areas central to this evaluation but also enabled key informants to introduce 

topics they considered relevant to the demonstration.  We developed separate protocols for 

beneficiary groups, referral agents, and suppliers, and revised them before each visit to tailor our 

questions for relevant and emerging issues.  Interviews usually lasted approximately 1 hour. 

We interviewed both demonstration and nondemonstration suppliers.  In selecting 

contacts, we attempted to draw a diverse group of interviewees located in inner San Antonio, 

around its outskirts, and in the surrounding counties of Comal and Guadalupe.  Some suppliers we 

interviewed provide all the demonstration categories of products, while others provide only one 

type of DMEPOS.  Some are branch outlets of national DMEPOS chains with over $2 million in 

annual revenue; others are locally owned and operated with relatively small amounts of business.   

The number of contacts by type that we interviewed on site visits for the San Antonio 

demonstration is shown in Table 3-5.  The first site visit occurred after demonstration suppliers 

were selected and before demonstration prices took effect.  The visit focused on education efforts, 

bidding strategies, and preparations for implementation.  The second site visit occurred 2½ months 

after the demonstration prices took effect and focused on transitional issues.  The third visit took 

place 7 months after the demonstration prices took effect, when stakeholders had more experience 

with the demonstration.  Below, we describe our access-related findings from interviews 

conducted during the three San Antonio site visits. 

3.3.2 Site Visit Findings 

In general, referral agents and beneficiary groups reported few cases of systematic 

problems with access to DMEPOS products or care affecting beneficiaries.  Interviewees reported 

receiving few calls or questions from beneficiaries about the demonstration, and the complaints or 

problems they experienced were generally transitional in nature.   

To a great degree, the demonstration’s impact on beneficiaries is mitigated by the presence 

of referral agents who are responsible for coordinating the acquisition of new DMEPOS equipment 

and supplies for beneficiaries.  Case managers and hospital discharge planners adjusted their  
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Table 3-5.  Key Informants Interviewed on San Antonio Site Visits, December 2000 through 
September 2001 

Suppliers 

Site Visit 
Referral 
Agents 

Beneficiary 
Groups Demonstration Nondemonstration 

Site Visit 1  December 13–15, 2000 0 0 6 4 

Site Visit 2  April 17–19, 2001 5 4 2 2 

Site Visit 3  August 28–30, 2001 5 0 5 3 

Total 10 4 13 9 

 

procedures to assure that the beneficiaries they serve will comply with demonstration policies 

while receiving needed services.  This allows the beneficiaries to be served without needing to 

know a lot about the demonstration.  Several referral agents and suppliers we interviewed believed 

that most beneficiaries have only marginal knowledge of the demonstration, if any. 

Case managers and discharge planners generally use familiar suppliers when coordinating 

beneficiaries’ DMEPOS suppliers.  Most referral agents reported that before the demonstration they 

commonly referred beneficiaries to a set of suppliers with whom they had experience and knew to 

supply good quality products and services.  Some of these suppliers are not included in the 

demonstration, resulting in the need to become familiar with several new companies.   

Referral agents’ two major concerns regarding any supplier are the quality of services and 

the ability to do “one-stop shopping.”  They generally associate quality of services with factors 

such as timeliness of product delivery, minimal or coordinated paperwork, knowledge about the 

product, and quality of the product provided.  “One-stop shopping” refers to the fact that since 

many patients use several types of DMEPOS, agents are particularly interested in finding 

companies that provide as many of the demonstration products as possible and offer a wide variety 

of other DMEPOS.  When one supplier can provide products for all of a patient’s needs, the 

beneficiary does not incur extra time and expense associated with using multiple suppliers.   

When a referral agent finds a demonstration supplier who meets their standards, then the 

agent begins referring patients to that supplier.  In this way, referral agents are screening suppliers 

and may be preventing beneficiaries from using suppliers who provide lower quality service or 

products. 

Still, beneficiaries may experience indirect effects from the demonstration if referral agents 

find it more difficult to coordinate their DMEPOS care under the new set of rules.  Most case 

managers interviewed said that the few problems they experienced were transitional in nature, 

associated with the period of adjustment to the demonstration when they were learning about new 
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suppliers.  Several referral agents referred to their early demonstration experience as part of a 

learning curve that would allow their difficulties to diminish as they became more familiar with 

new suppliers’ product lines and standard procedures.   

The most urgent problems occurring early in the demonstration were in acute care settings 

where discharge must be coordinated quickly.  Case managers in these settings were not 

completely familiar with some of the new demonstration suppliers, especially with regard to how 

quickly they could deliver necessary equipment.  One incident required a beneficiary to wait in a 

hospital’s holding area until the oxygen equipment they needed arrived.  In acute care settings 

such as this, delays in discharge can result when products are not provided on time.  This may 

cause patients to spend extra days in the hospital, possibly backing up admissions and increasing 

costs to both the hospital and the beneficiary.  Hospital case managers expressed some frustration, 

stating that they previously had arrangements with suppliers who provided timely and high quality 

service and now needed to find others who were in the demonstration.  However, referral agents 

generally believed that this type of incident would be rare once they became familiar with all the 

demonstration suppliers. 

Little evidence was seen that would indicate systematic and persistent access problems 

associated with the demonstration.  However, some referral agents are concerned that 

beneficiaries may react negatively to their inability to use familiar suppliers or ones located close 

to their home under the demonstration.  One supplier, located outside San Antonio in a city with a 

smaller number of DMEPOS providers, reported that some beneficiaries expressed such 

disappointment.   

Referral agents also expressed concerns about an increase in the cost of items not covered 

by Medicare, which they said began before the demonstration.  Because of the appeal of one-stop 

shopping described above, referral agents prefer to use one demonstration supplier for both 

covered and noncovered products.  However, a demonstration supplier may not offer the lowest 

cost for the noncovered items.  Referral agents believed that using the demonstration supplier for 

all of a patient’s needs may increase the out-of-pocket expenses for the beneficiary.  A beneficiary 

might choose to use more than one supplier if they feel that their cost savings on noncovered items 

would be greater than the increased costs (of time and inconvenience) of using multiple suppliers.  

If an increase in beneficiary expenses is becoming problematic, we may expect to see a greater 

percentage of beneficiaries using multiple suppliers to get all the medical equipment (both covered 

and noncovered items) they need.  We will continue to monitor this issue as the demonstration 

progresses, using the San Antonio beneficiary surveys as well as site visits, in order to gauge the 

extent to which beneficiaries may be experiencing this situation.  
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3.4 Summary and Next Steps 

Our findings show that, overall, beneficiary access to DMEPOS products and services 

during the demonstration has remained at very high levels.  Survey data from the Florida 

demonstration as well as recent San Antonio site visits do not indicate widespread, persistent 

problems with access.   

Survey analyses identified some beneficial impacts of the demonstration.  Data indicate 

that a greater percentage of oxygen users now have compressed oxygen tanks as a backup to their 

oxygen concentrators.  More new oxygen users are using oxygen conserving devices and receiving 

training on how to get assistance from their supplier after business hours.  Beneficiaries who use 

surgical dressings have reported quicker response times when they make service calls to their 

supplier. 

However, we identified some areas for concern that we will continue to monitor.  Survey 

data indicate a decline in the provision of portable oxygen to new users.  This development will 

require additional investigation in claims analysis (which will allow verification of the extent of 

any decline) and in future site visit interviews with suppliers and referral agents.  This pattern 

could be the result of suppliers increasing their attention to the criteria for Medicare coverage or 

suppliers’ failure to offer beneficiaries the option of portable oxygen systems.    

Survey analyses also detected statistically significant declines in training for surgical 

dressings users (a decline in training on how to take care of supplies) and urological supplies users 

(an increase in the percentage receiving no training on their supplies).  Other areas for concern 

include a possible shift away from suppliers making home deliveries and an indication of less 

frequent routine maintenance visits by suppliers to new medical equipment users.  Each of these 

effects may be associated with the participation of out-of-town suppliers in Round 1 of the 

demonstration.  They may also be related to suppliers’ downgrading their services in response to 

cost pressures under the demonstration fee schedule.  Upcoming site visits to Polk County, 

including interviews with referral agents and beneficiaries, will investigate these developments.  

We will continue to monitor the progress of the Florida demonstration and document any 

changes that we observe.  In the coming year, we will also be conducting beneficiary surveys and 

a supplier survey in San Antonio.  These will provide further evidence of the impact of competitive 

bidding on beneficiary access to DMEPOS products and services. 
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SECTION 4 

QUALITY AND PRODUCT SELECTION 

One of the major concerns about competitive bidding is that it may encourage suppliers to 

provide lower quality products and services in an effort to cut costs and restore profit margins 

reduced by the bidding process.  The DMEPOS competitive bidding demonstration design 

includes a number of features intended to maintain and promote quality.  First, CMS ensured that 

all bidders underwent an initial quality evaluation, with more strenuous evaluation for potential 

winners.  Second, multiple winners were selected in each product category to maintain 

competition.  Third, CMS designated quality and service standards that are monitored throughout 

the demonstration.  Finally, a Demonstration Ombudsman was appointed in each site to respond 

to complaints and concerns related to quality. 

Lower quality may be manifested by suppliers’ offering lower quality products, postponing 

preventive maintenance, delaying service calls, limiting product selection, reducing the level of 

training or expertise of staff, and/or reducing inventory to the point that time needed to fill orders is 

increased.  Consequently, our approach has been to evaluate the effect of the demonstration on 

the quality of products and services by obtaining information directly from Medicare beneficiaries, 

beneficiary organizations, referral agents, and suppliers.  To do so, we rely on beneficiary surveys 

and site visits to each demonstration site. 

Section 4.1 discusses findings from beneficiary surveys in the Polk County, Florida 

demonstration.  Section 4.2 describes ongoing quality issues related specifically to urological 

supplies in the Polk County demonstration.  Section 4.3 details findings from site visits conducted 

in the past year in San Antonio, Texas.  Section 4.4 describes the effects of selecting multiple 

winners for the demonstrations, and Section 4.5 describes our plans for analyzing product 

selection under the demonstration.  Section 4.6 concludes with a summary of results and a 

discussion of future analyses.  The primary results include the following: 

•  Users of oxygen and other medical equipment in Polk County are highly satisfied with 
their experiences with their DMEPOS suppliers.  Survey data show that overall 
satisfaction ratings were high before the demonstration and remain at that level 1 year 
after its inception. 

•  Survey data indicate that quality of DMEPOS products and services is high both before 
and after the demonstration.  There are few statistically significant demonstration 
impacts on quality-related survey measures.  This suggests that the demonstration has 
had little overall impact on quality thus far. 
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•  We observe a statistically significant relationship between the demonstration and a 
decrease in the number of major equipment problems reported by new oxygen users.  
We also detect statistically significant improvements in other medical equipment users’ 
ratings of their equipment’s reliability.  We will monitor and further evaluate these 
variables as the demonstration continues. 

•  In site visits, some San Antonio referral agents reported problems with demonstration 
suppliers of wheelchairs.  It appears that referral agents adapted their methods for 
coordinating care in response to such problems.  By familiarizing themselves and 
following up with new suppliers who are eligible to provide demonstration products, 
agents are able to ensure that the patients they serve continue to receive high quality 
DMEPOS products and services. 

4.1 Polk County Beneficiary Survey Results 

In this section, we discuss the quality-related findings from the baseline and follow-up 

beneficiary surveys in Polk and Brevard Counties, Florida.  Refer to Section 3.1.1 for our survey 

methodology.  Our analysis methodology is identical to that described in Section 3.1.2; however, 

the dependent variables are responses to the surveys’ quality-related questions.  We again conduct 

separate analyses for oxygen users and for users of other medical equipment and supplies.  We 

also perform separate analyses on the subset of survey responses provided by new users (see 

Section 3.1.2 for a definition of new users).  In addition, we include an ordered logistic regression 

analysis on overall satisfaction ratings.  This specification takes into account the ordinal nature of 

the satisfaction variable.   

4.1.1 Oxygen Consumer Survey Findings 

Our data indicate high levels of satisfaction with DMEPOS services in Polk and Brevard 

Counties both before and after the demonstration.  Many of the generalized quality measures have 

means that indicate that beneficiaries are satisfied with the quality of products and services they 

are receiving from their DMEPOS suppliers.  In the sections below, we present the variables that 

had the greatest amount of proportional change from baseline to follow-up in Polk and Brevard 

Counties.  When interpreting the results, it is important to recognize that both pre- and post-

demonstration measures of quality indicate very high levels of service and satisfaction. 

As in the previous chapter, the following figures present unadjusted results (the regression 

results that are adjusted for other characteristics are quite similar).  In the text, we identify the 

measures where the demonstration’s impact is statistically significant when adjusting for patient 

characteristics, either among all survey respondents or among only the subset of new users. 

In Table 4-1, we present the quality variables by category, noting those for which the 

demonstration’s impact is statistically significant.  The demonstration’s impact is significant for none 

of the 23 measures for all oxygen users and for only 2 of the 23 measures for new users.  In our  
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Table 4-1.  Demonstration Impact on Quality Variables—Oxygen Consumer Survey 

Significant Impact? 
Direction of Impact  

(if significant) 

Category Variable All Users New Users All Users New Users 

Overall satisfaction with supplier No No   Overall 
Satisfaction Willingness to recommend supplier No No   

Equipment reliability rating No No   

Number of major equipment problems, 
last 6 months 

No Yes  
Decline in number of 
major problems 

Quality of 
Equipment 

and Supplies Equipment replaced due to malfunction, 
last 6 months 

No No   

Rating of training given by supplier No No   

Comfort level with oxygen conserving 
device 

No No   

Comfort level, controlling oxygen flow No No   

Comfort level with oxygen system 
humidifier 

No No   

Comfort level, attaching regulators No No   

Quality of 
Training 

Comfort level, cleaning oxygen system 
filter 

No No   

Frequency of customer service courtesy No No   

Frequency of customer service good 
explanation 

No Yes  
Beneficiaries more 
frequently receive 
good explanation 

Frequency of customer service 
thoroughness 

No No   

Contacted supplier with problem, last 6 
months 

No No   

Problem resolved satisfactorily No No   

After-hours call to supplier, last 6 
months 

No No   

Frequency of after-hours customer 
service thoroughness 

No No   

Type of assistance with insurance     

Explain what insurance will pay for No No   

Offer to bill Medicare/other 
insurance 

No No   

Tell how to get information on 
insurance 

No No   

Got documentation from physician 
for you 

No No   

Quality of 
Customer 
Service 

Did not receive any assistance No No   
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analyses of oxygen users who responded to the survey in both the pre- and post-demonstration 

periods, the demonstration’s impact was never statistically significant.  Below we describe our 

major findings for individual quality measures in the Oxygen Consumer Survey. 

Overall Satisfaction.  The satisfaction variable provides a summary measure of 

beneficiaries’ perceptions about access to and quality of service provided by their DMEPOS 

supplier.  Satisfaction ratings for all oxygen survey respondents are shown in Figure 4-1.  We 

analyzed satisfaction ratings based on a survey question that asked respondents to rate their overall 

experience with their primary supplier on a scale of 1 to 10, with 10 being the best possible rating.  

In presenting the data graphically, we show the proportion of survey responses falling in each of 

four ranges of satisfaction ratings:  0 to 5, 6 to 7, 8 to 9, and 10. 

Figure 4-1.  Oxygen Consumer Survey:  Overall Satisfaction Ratings, All Users 
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The unadjusted data suggest slight increases in the highest rating, and the increase is 

slightly larger in Polk County, suggesting a small positive impact of the demonstration.  Among 

Polk County oxygen users, the mean of the overall satisfaction variable remained almost constant 

from baseline to follow-up, moving from 9.26 to 9.29.  The corresponding change in Brevard 

County is from 9.27 to 9.28.  The demonstration’s impact on satisfaction ratings of all oxygen users 

is not statistically significant. 

Oxygen supplier satisfaction ratings for new oxygen users only are shown in Figure 4-2.  

Satisfaction levels are stable from baseline to follow-up in both Polk and Brevard Counties.  
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Figure 4-2.  Oxygen Consumer Survey:  Satisfaction Ratings—New Users Only 
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Because beneficiaries who were using oxygen prior to the start of the demonstration were allowed 

to continue with their existing supplier even if the supplier was part of the demonstration, new 

users may be most affected by the demonstration (see Section 3.1.2 for a fuller discussion of this 

issue).  We again find no significant demonstration impacts on overall satisfaction. 

In both sites at baseline and follow-up, over 95 percent of respondents indicated that they 

would be willing to recommend their supplier to a friend who needed oxygen service.  Each site 

experienced an increase of approximately 1 percentage point in this measure from baseline to 

follow-up among all users.  At follow-up in Polk County, all new users reported that they would 

recommend their supplier to a friend (up from 98 percent at baseline).  The demonstration’s 

impact on this measure was not statistically significant. 

Quality of Equipment and Supplies.  Respondents’ ratings of the reliability of their oxygen 

equipment over the last 6 months showed little change from baseline to follow-up (Figure 4-3).  

The vast majority (90 percent to 95 percent) of respondents rated their equipment as “very 

reliable,” with a slight (statistically insignificant) increase in this percentage from baseline to 

follow-up in the demonstration site.  A related measure, the number of major equipment problems 

reported by all oxygen users in the last 6 months, also changed little from baseline to follow-up 

(Figure 4-4).  The percentage reporting no major problems remained high throughout, ranging 

between 80 and 85 percent.  Again, the demonstration’s impact is statistically insignificant. 
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Figure 4-3.  Oxygen Consumer Survey:  Ratings of Reliability of Oxygen Equipment, All Users 
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Figure 4-4.  Oxygen Consumer Survey:  Number of Major Problems with Equipment, Last 6 
Months, All Users 

0 problems 1 Problem 2–4 Problems 5 or More

–20%

0%

20%

40%

60%

80%

100%

Demonstration Baseline

Demonstration Follow-Up

Comparison Baseline

Comparison Follow-Up

Impact

 

 



4-7 

The demonstration’s impact is statistically significant among the subset of new users, 

indicating that the demonstration is associated with a decline in the number of major problems 

new beneficiaries had with their oxygen equipment.  Our marginal effect analysis indicates that 

the presence of the demonstration decreases the average number of major equipment problems 

reported by new users in Polk County by 0.31.  Hypothetically, this effect could result from 

suppliers offering higher quality products, more frequent equipment maintenance, or better 

training to beneficiaries under the demonstration.  However, our analysis did not detect 

statistically significant demonstration impacts on beneficiaries’ ratings of equipment reliability or 

the reported frequency of maintenance visits.  Only one statistically significant impact on training 

was detected among oxygen users (an increase in training on how to get after-hours service among 

new users), and it seems unlikely that this alone could have generated a decline in major 

equipment problems. 

Quality of Training.  Beneficiaries’ level of comfort when using their oxygen equipment 

may be largely dependent on the training they receive from their suppliers and the quality and 

reliability of their equipment.  Four survey questions probed respondents’ level of comfort 

performing various tasks associated with their oxygen equipment (i.e., regulating the flow of 

oxygen, cleaning the filter, attaching regulators, and operating a humidifier).  Each of these 

variables behaved similarly from baseline to follow-up; Figure 4-5 presents one of these variables 

as an example.  For all four questions, the majority of responses (between 70 and 87 percent) fell 

in the “very comfortable” category.  The demonstration had no significant impact on these four 

variables. 

Another question asked respondents to rate the training they received from their supplier 

when first obtaining their oxygen equipment (Figure 4-6).  Of those who received training, over 

82 percent rated their training as either “excellent” or “very good.”  The proportion rating their 

training “excellent” increased from baseline to follow-up in both the demonstration and 

comparison sites.  There was no statistically significant demonstration impact on this variable. 

Quality of Customer Service.  Respondents were asked whether their supplier provides 

courteous service and whether they provide all the assistance or information that the beneficiary 

needs.  In both sites and periods, most beneficiaries reported that they were “always” treated with 

courtesy (about 90 percent), supplier staff “always” explained things well to them (about 

75 percent in Polk County), and they “always” got all the information they needed from their 

supplier (about 80 percent).  No statistically significant demonstration effects were detected on 

these measures among all users.  Among only new users, though, the demonstration had a 

statistically significant impact on improving the frequency with which suppliers explained issues 

clearly to beneficiaries.  The marginal effect of the demonstration was a 20.1 percentage point  
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Figure 4-5.  Oxygen Consumer Survey:  Level of Comfort Controlling Rate of Oxygen Flow, All 
Users 
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Figure 4-6.  Oxygen Consumer Survey:  Ratings of Training Given Initially by Oxygen Supplier, 
All Users 
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increase in the percentage of new users reporting that their suppliers “always” explained things in 

a way that they can understand.  Unadjusted data show that the percentage of new oxygen users 

with this response increased from 73 to 80 percent in Polk County while falling from 89 to 67 

percent in Brevard County.   

The percentage of Polk County beneficiaries who contacted their supplier with a problem 

in the last 6 months fell from approximately 26 percent at baseline to 22 percent at follow-up.  

Brevard County responses were stable at approximately 26 percent.  In both sites and periods, 

approximately 92 percent of those who had a problem reported that their supplier resolved the 

situation satisfactorily.  The demonstration’s impact on these measures was not statistically 

significant. 

Changing Suppliers.  The number of respondents who reported changing their oxygen 

supplier in the last year was very low, representing only 25 to 50 beneficiaries in each site and 

period (Figure 4-7).  In both sites, the number changing suppliers dropped from baseline to follow-

up, although there was no statistically significant demonstration impact.  Table 4-2 displays the 

three most common reasons given by beneficiaries for changing their oxygen supplier in Polk and 

Brevard Counties, along with the percentage of such respondents who chose each reason. 

4.1.2 Medical Equipment Consumer Survey Findings 

The Medical Equipment Consumer Survey revealed few changes concerning quality-

related issues.  In Table 4-3, we present the quality variables by category, noting those for which  

the demonstration’s impact is statistically significant.  Our analysis detects only two significant 

demonstration impacts, and each of these are specific to individual product categories.  Below, we 

present the major variables of interest. 

Overall Satisfaction.  Figure 4-8 displays satisfaction ratings for all medical equipment 

survey respondents, presenting the proportion of survey responses falling in each of four ranges of 

satisfaction ratings:  0 to 5, 6 to 7, 8 to 9, and 10.  As with the oxygen users, there was a slightly 

more pronounced increase for the demonstration area in the unadjusted proportion of respondents 

giving the highest rating.   

Mean satisfaction ratings for medical equipment suppliers increased from 8.13 at baseline 

to 8.32 at follow-up.  When we disaggregate the results by product type, however, the change in 

mean satisfaction ratings is not consistently positive.  Changes in mean ratings for each product 

category are detailed in Table 4-4.  Mean satisfaction ratings in Polk County for suppliers of 

surgical dressings and enteral nutrition decreased the most in relation to those in the comparison 

site.  These results come from small samples, and the demonstration’s impact on these ratings was 

not statistically significant. 
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Figure 4-7.  Oxygen Consumer Survey:  Respondents Who Changed Supplier in Last 12 Months, 
All Users 
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Table 4-2.  Most Common Reasons for Changing Oxygen Supplier, All Users Who Changed 
Supplier 

 Polk County Brevard County 

Rank Baseline Follow-Up Baseline Follow-Up 

1. Moved residence 
(17.6%) 

Moved residence 
(19.4%) 

Unhappy with service 
quality (20.9%) 

Moved residence 
(23.1%) 

2. Unhappy with service 
quality (17.6%) 

Unhappy with service 
quality (16.1%) 

New HMO uses a 
different supplier 
(14.0%) 

New HMO uses a 
different supplier 
(11.5%) 

3. Supplier went out of 
business (11.8%) 

Tie:  Supplier went out 
of business; and 
Changed to supplier 
listed in the Medicare 
Demonstration 
Directory (12.9% 
each) 

Moved residence 
(11.6%) 

Unhappy with service 
quality (11.5%) 
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Table 4-3.  Demonstration Impact on Quality Variables—Medical Equipment Consumer Survey 

Significant Impact? 
Direction of Impact  

(if significant) 

Category Variable All Users New Users All Users New Users 

Overall satisfaction with supplier No No   Overall 
Satisfaction Willingness to recommend supplier No No   

Equipment reliability rating Yesa No 
Improvement 
in ratings of 
reliability 

 

Number of major equipment problems, last 6 
months 

No No   

Quality of 
Equipment 

and Supplies 

Equipment replaced due to malfunction, last 
6 months 

No No   

Rating of training given by supplier No No   

Comfort level with equipment use No No   
Quality of 
Training 

Comfort level with equipment maintenance No No   

Frequency of customer service courtesy No No   

Frequency of customer service good 
explanation 

No No   

Frequency of customer service thoroughness No No   

Contacted supplier with a problem, last 6 
months 

No No   

 Problem resolved satisfactorily No No   

After-hours call to supplier, last 6 months No No   

Frequency of after-hours customer service 
thoroughness 

No No   

Type of assistance with insurance     

Explain what insurance will pay for No No   

Offer to bill Medicare/other insurance No No   

Tell how to get information on insurance Yesb No 

Increase in 
percent 
receiving 
information 

 

Got documentation from physician for you No No   

Quality of 
Customer 
Service 

Did not receive any assistance No No   

aStatistically significant only among the subset of surgical dressings users. 
bStatistically significant only among the subset of hospital bed equipment users. 
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Figure 4-8.  Medical Equipment Consumer Survey:  Overall Satisfaction Ratings, All Users 
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Table 4-4.  Satisfaction Ratings:  Medical Equipment Consumer Survey 

Demonstration Site Comparison Site 
Medical Equipment 
Consumer Survey 

Baseline 
Follow-

Up 
Follow-Up 
– Baseline Baseline 

Follow-
Up 

Follow-Up 
– Baseline Impact 

8.13 8.32 8.55 8.69 All medical 
equipment types n = 273 n = 296 

0.19 
n = 312 n = 286 

0.14 0.05 

8.47 8.00 8.24 9.21 
Surgical dressings 

n = 34 n = 31 
–0.47 

n = 38 n = 29 
0.97 –1.44 

8.74 8.70 8.60 9.44 
Enteral nutrition 

n = 31 n = 20 
–0.04 

n = 40 n = 36 
0.84 –0.88 

7.98 8.27 8.52 8.63 
Hospital beds 

n = 161 n = 177 
0.29 

n = 206 n = 187 
0.11 0.18 

8.47 8.43 8.52 8.73 
Urological supplies 

n = 93 n = 99 
–0.04 

n = 84 n = 80 
0.21 –0.25 
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Figure 4-9 shows mean satisfaction ratings for new DMEPOS users only.  The percentage of 

responses indicating the highest possible satisfaction rating fell by 5.1 percentage points among 

Polk County respondents.  Brevard County responses, in comparison, increased by 4.3 percentage 

points.  Although we placed more emphasis on results for new users because new users may be 

more sensitive to demonstration effects, the demonstration impact was not statistically significant 

in the regression analysis.  Thus, this result does not provide reliable evidence of an adverse 

impact of the demonstration.   

Figure 4-9.  Medical Equipment Consumer Survey:  Satisfaction Ratings—New Users Only 
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From baseline to follow-up in both the demonstration and comparison counties, the 

percentage of respondents indicating that they would recommend their supplier to a friend 

remained stable.  Approximately 91 percent of Polk County respondents would recommend their 

suppliers, compared to about 94 percent in Brevard County.  The demonstration’s impact on this 

measure was not statistically significant. 

Quality of Equipment and Supplies.  The percentage of Polk County beneficiaries 

experiencing major problems with their medical equipment decreased from 23.6 percent to 

17.0 percent between the baseline and follow-up surveys (Figure 4-10).  Although the comparison 

site showed little change in this measure, there was no statistically significant demonstration 

impact.   
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Figure 4-10.  Medical Equipment Consumer Survey:  Number of Major Equipment Problems, Last 
6 Months, All Users 
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Polk County beneficiaries’ ratings of the reliability of their equipment showed 

improvement (Figure 4-11).  The percentage rating their equipment as “very reliable” rose from 

73.3 percent at baseline to 81.6 percent at follow-up.  The demonstration’s impact was significant 

only among the subset of surgical dressings users, indicating that equipment reliability has 

improved (as rated by beneficiaries) as a result of the demonstration.  Marginal effect analysis 

indicates that the demonstration increased the percentage of surgical dressings users rating their 

equipment as “very reliable” by 26.2 points.  Unadjusted data show that the percentage of surgical 

dressings users with the “very reliable” response rose from 61 to 83 percent in Polk County while 

falling from 83 to 74 percent in Brevard County.  Interestingly, the reliability rating for surgical 

dressings improves, despite statistically significant declines associated with the demonstration’s 

impact on one component of training and the probability of face-to-face contacts with the supplier 

among surgical dressings users. 

Quality of Training.  Three fourths (75.3 percent) of Polk County respondents at follow-up 

indicated that they were “very comfortable” taking care of their medical equipment, up from 

65.3 percent at baseline (Figure 4-12).  Results concerning how comfortable respondents were 

using their equipment were similar, but with a greater increase from baseline to follow-up in the 

“very comfortable” category.  The demonstration’s impact was not statistically significant on either 

of these measures. 
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Figure 4-11.  Medical Equipment Consumer Survey:  Ratings of Reliability of Medical Equipment, 
All Users 
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Figure 4-12.  Medical Equipment Consumer Survey:  Level of Comfort Taking Care of Equipment, 
All Users 
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Beneficiaries’ high levels of comfort using their DMEPOS may be partly attributable to high 

quality training provided by suppliers when beneficiaries first receive their equipment and/or 

supplies.  Most beneficiaries rated the training they received on their medical equipment as 

“excellent” or “very good” (Figure 4-13).  The percentage of Polk County beneficiaries responding 

in these two categories rose from 49.2 percent at baseline to 52.5 percent at follow-up, although 

there was no statistically significant demonstration impact. 

Figure 4-13.  Medical Equipment Consumer Survey:  Ratings of Training Given Initially by 
Medical Equipment Supplier, All Users 
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Quality of Customer Service.  The majority of Polk County respondents at follow-up 

reported that they were “always” treated with courtesy (76.3 percent) (Figure 4-14), had things 

explained well to them (55.4 percent), and got all the help they needed from their supplier 

(59.5 percent).  Each of these percentages represents an increase from baseline levels; however, 

there was no statistically significant demonstration impact. 

Proportions of medical equipment users who contacted their suppliers with problems 

remained stable over the course of the demonstration, while the proportion who reported that 

these problems were satisfactorily resolved rose in Polk County by 5.4 percentage points.  

Suppliers’ service call response times remained stable, both relative to baseline and relative to the 

comparison site.  Polk County showed some improvements in suppliers’ provision of after-hours 

assistance and help with insurance claims.  Among all medical equipment users, the 

demonstration had no statistically significant impact on any of these measures.  However, among  
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Figure 4-14.  Medical Equipment Consumer Survey:  Frequency with which Beneficiary was 
Treated with Courtesy by Supplier Staff, Last 6 Months, All Users 
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hospital bed users, the demonstration had a statistically significant impact on the percentage 

receiving instructions on how to get information on their insurance.  The marginal effect of the 

demonstration was an increase of 14.2 percentage points in the percentage of hospital bed users 

receiving such instruction. 

Changing Suppliers.  Survey data indicate that the demonstration had no statistically 

significant impact on the proportion of beneficiaries who change their medical equipment 

suppliers (Figure 4-15).  The percentage of Polk County respondents who reported changing their 

supplier in the past year increased marginally from 7.3 percent at baseline to 10.1 percent at 

follow-up.   

Table 4-5 displays the three most common reasons given by beneficiaries for changing 

their medical equipment supplier in Polk and Brevard Counties, along with the percentage of such 

respondents who chose each reason.  The percentages are based only on those individuals who 

changed suppliers (about 15 to 30 beneficiaries in each site during the baseline and follow-up 

surveys).   
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Figure 4-15.  Medical Equipment Consumer Survey:  Respondents Who Changed Supplier in Last 
12 Months, All Users 
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Table 4-5.  Most Common Reasons for Changing Medical Equipment Supplier, All Users Who 
Changed Supplier 

 Polk County Brevard County 

Rank Baseline Follow-Up Baseline Follow-Up 

1. Unhappy with service 
quality (29.4%) 

Unhappy with service 
quality (24.1%) 

Moved residence 
(20.0%) 

Moved residence 
(21.4%) 

2. Unhappy with service 
amount (17.6%) 

Changed to supplier 
listed in the Medicare 
Demonstration 
Directory (20.7%) 

Supplier went out of 
business (15.0%) 

Unhappy with service 
quality (14.3%) 

3. New HMO uses a 
different supplier 
(17.6%) 

Moved residence 
(17.2%) 

New supplier costs 
less (10.0%) 

New HMO uses 
different supplier 
(14.3%) 
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4.2 Urological Supplies 

In the First-Year Annual Evaluation Report, we discussed suppliers’ concerns that the 

reimbursements for certain HCPCS codes in the urological supplies category under the Polk 

County demonstration did not adequately cover the cost of some products within those codes.  

The incentive for the supplier to provide the least expensive item that qualified under a specific 

HCPCS code had existed since before the demonstration.  However, lower reimbursement levels 

under the demonstration may have strengthened this incentive so that suppliers were willing to 

provide products of lower quality than they did in the past.   

Fortunately, two factors work to diminish the incentive to provide lower-quality products 

as a way of maintaining profit levels.  During Polk County site visits, suppliers indicated that they 

would be reluctant to make lower-quality substitutions because they feared their customers might 

not accept such products and therefore would go to a different supplier for their DMEPOS.  

Furthermore, beneficiaries could circumvent suppliers’ desire to provide a lower-cost, lower-

quality product by asking their physician to prescribe a specific brand or type of equipment. 

Our findings from beneficiary surveys in Polk County do not indicate that beneficiaries 

using urological supplies experienced any negative impact on the quality of their equipment.  

However, the low number of responses that were directly related to urological supplies (only 99 in 

Polk County at follow-up) make it difficult to identify any statistically significant demonstration 

impacts.  As seen in Table 4-4, the overall satisfaction ratings of urological supplies users in Polk 

County were stable from baseline to follow-up, and the demonstration’s impact was insignificant 

in the regression.   

The only statistically significant impact of the demonstration detected among the subset of 

respondents who use urological supplies was an increase in the percentage who reported 

receiving no training when receiving their equipment and supplies.  As discussed in Section 3.1.3, 

this effect may be generated by the relative inexperience of some demonstration suppliers with 

urologicals, cost pressures related to underbidding, or an increase in mail delivery of urological 

supplies. 

We will continue to monitor this issue in future site visits to Polk County.  We will 

combine information on products and brands available to beneficiaries with that collected earlier 

in the demonstration to determine whether any substitution is occurring.   

4.3 Site Visit Results 

We discussed our methodology for conducting site visits in Section 3.3.1.  Below, we 

describe our quality-related findings to date from interviews conducted during the three San 

Antonio site visits.  Site visits to Polk County, Florida, were discussed in the First-Year Annual 

Evaluation Report.   
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4.3.1 Referral Agent Experience 

Overall, referral agents believe that some of the demonstration suppliers have less well-

trained staff and less experience with DMEPOS than those with whom they worked in the past.  In 

general, they have not noticed changes in amount of paperwork, timeliness of delivery, services, 

or quality of products being provided.   

Case managers reported some problems with new suppliers they used under the 

demonstration.  The majority of these problems were related to wheelchairs and their accessories.  

One agent reported that a supplier inappropriately delivered items that were not ordered and 

billed the products incorrectly.  Referral agents also said that some suppliers were unwilling to 

make chair adjustments after delivery or to reclaim poor quality products delivered to 

beneficiaries.  Another agent reported that a beneficiary was given an improperly adjusted 

wheelchair because the supplier’s staff did not know how to make the required adjustment.  

However, agents are usually successful in obtaining the products that a beneficiary needs by 

providing specific details to the supplier when ordering the product.   

Case managers help ensure that the beneficiary is provided with quality equipment by 

monitoring the products that are delivered and intervening with the supplier when items do not 

meet specifications.  As noted previously, referral agents also bolster the quality of products and 

services provided to beneficiaries by referring patients only to suppliers whose service they trust 

based on previous experience.  If suppliers provide inaccurate orders or do not provide 

information about the beneficiary back to referral agents, referral agents avoid these suppliers in 

the future.  Several of the wheelchair-related problems described above led agents to avoid the 

suppliers who were involved.   

4.3.2 Supplier Perspectives 

All suppliers reported that they did not receive many questions from beneficiaries about 

the demonstration.  Some reported having difficulties with patient transfers resulting from the 

demonstration when beneficiaries either cannot remember or do not know if they have had 

capped-rental equipment such as a wheelchair or hospital bed previously.  In such cases, the 

suppliers usually provide the equipment and may not recoup their cost if the beneficiary 

prematurely reaches the limit of the capped-rental reimbursement. 

Suppliers generally have two perspectives concerning the demonstration’s potential effect 

on quality.  One group is concerned that other companies will provide lower cost, low-quality 

equipment to beneficiaries to maintain their profit margins.  This group does not think that they 

would be able to compete with such companies because their clients will not accept lower quality 

products.  This perspective often coincides with the belief that CMS’s motivation for implementing 

this demonstration was less about improving quality than about lowering reimbursement levels.   
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On the other hand, some suppliers believe that the bidding process has improved quality 

in the market.  They believe that before the demonstration some DME suppliers in the area were 

operating at very low levels of quality.  Since some of these suppliers have now lost the ability to 

provide DMEPOS to Medicare beneficiaries, they believe the overall level of service quality in the 

market is likely to improve. 

4.4 Multiple Winners 

As in our first-year findings from Polk County, San Antonio site visits support the 

conclusion that selecting multiple winners allows demonstration suppliers to continue competing 

based on service and quality in order to attract and retain patients.  As described above, referral 

agents went through a process early in the demonstration of familiarizing themselves with new 

suppliers, their service, and their product lines.  When the agents were not satisfied with aspects of 

a supplier’s products or services, they would stop referring beneficiaries to that supplier.  This 

illustrates that suppliers must be responsive to the referral agents and patients or they will lose their 

referral sources.  By the time of our interviews, all of the participating referral agents had found a 

demonstration supplier with whom they were satisfied.   

4.5 Product Selection 

Site visits permitted the collection of limited information from some of our supplier 

interviewees on the products available before and after the demonstration.  From our discussions 

with referral agents and suppliers, we believe that quality distinctions may be drawn based on 

brand and model names supplied in three product categories:  oxygen equipment and supplies, 

hospital beds and accessories, and wheelchairs and accessories.  These are categories in which a 

small number of firms are dominant, and lesser-known brand names should be investigated for 

quality and cost to determine if a detrimental substitution could occur.  In future analyses, we will 

compare the models of equipment commonly supplied before and after the demonstration to make 

quality distinctions.   

For nebulizer drugs, however, product quality is less embodied in brand names than in the 

service provided with the product.  There is little objective quality difference between generic 

drugs and their branded counterparts.  Our conversations with suppliers indicate that they 

predominately supply generic versions of nebulizer drugs unless specifically directed otherwise by 

the physician.  Quality for these products is more closely related to patient follow-up (to monitor 

the beneficiary’s condition and need for additional supplies) and the education a beneficiary 

receives on dosage, self-administration, side effects, and who to call with questions. 

For orthotics, there are two components to product quality:  the basic orthosis that is 

provided and the service of a trained professional to adjust it and make necessary modifications to 
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ensure a comfortable fit while still functioning properly over time.  Reimbursement for orthotics 

incorporates payment for both components.  In addition to having licensed personnel, several of 

the demonstration suppliers also have the capability of adjusting the orthotics in-house.  For these 

suppliers, the quality of their orthotics should be reflected in both the product and their willingness 

to monitor the patient over time and perform adjustments as necessary. 

The product brands information we have collected to date is too limited to allow an 

analysis of product selection or quality changes under the demonstration.  The DMEPOS Supplier 

Survey, which will be fielded in February 2002, will produce more comprehensive brands data as 

well as information on orthotics and nebulizer drug quality indicators.   

The limited information we have collected indicates little change in the products being 

provided before and after the demonstration.  Only a few suppliers reported changing the brand or 

model of the equipment they provide to Medicare beneficiaries since the demonstration began.  

Furthermore, most of these changes involved a switch from one well-known, high-quality brand to 

another based on negotiated prices or special offerings that suppliers receive from their equipment 

dealers. 

4.6 Summary and Next Steps 

Overall, beneficiaries in the Polk County demonstration site remain highly satisfied with 

their experiences with their DMEPOS suppliers.  There were few statistically significant 

demonstration impacts on other measures of the quality of DMEPOS products and services.  

During site visits in San Antonio, some referral agents described incidents where demonstration 

suppliers provided wheelchair items that were not ordered or did not properly adjust the products 

they supplied.  As the demonstration continues, we will evaluate whether these represent 

continued, systematic problems or isolated incidents that disappear as referral agents gain more 

experience with the demonstration and establish relationships with demonstration suppliers.   



 

5-1 

SECTION 5 

COMPETITIVENESS OF THE MARKET 

5.1 Introduction 

In this section, we discuss the effects of the demonstration on the competitiveness of the 

DMEPOS markets in Polk County and San Antonio.  The process of competitive bidding may 

reduce the number of suppliers that serve Medicare beneficiaries in these markets.  For subsequent 

rounds of bidding to be successful, a sufficient number of bidders must be left in the market to 

induce competitive bids.  Continued competition is also necessary to preserve beneficiary access 

and quality services.  The effects of the demonstration are also obviously of interest to suppliers 

themselves.  DMEPOS suppliers generally opposed competitive bidding prior to the demonstration 

project.  The demonstration’s impact on suppliers and on suppliers’ feelings about competitive 

bidding will likely shape suppliers’ attitudes for future policy discussions about competitive 

bidding. 

We first present the results of Round 2 bidding in Polk County.  Round 2 bidding is 

important because it represents the only repetition of bidding in the overall demonstration project.  

Next, we describe Polk County supplier perceptions about competition during Round 1 of the 

demonstration.  Finally, we present information on the number of bidders and supplier perceptions 

about competition in San Antonio.  Key findings in this section are as follows: 

• Twenty-six firms submitted a total of 52 bids for the four product categories in Round 2 
bidding in Polk County, and 16 suppliers (62 percent) were awarded demonstration 
status.  There were nearly as many bidders in Round 2 (26) as in Round 1 (30), when 
16 demonstration suppliers were also named. 

• The number of firms submitting bids for urological supplies in Round 2 bidding in Polk 
County fell from 9 to 7, and the number of suppliers submitting bids for surgical 
dressings fell from 8 to 4.  The reductions are worthy of attention because these 
product categories had the fewest winners and demonstration suppliers in the first 
round of the demonstration. 

• Entry into and exit from the market are still possible in the presence of competitive 
bidding.  Half of the Round 2 demonstration suppliers in Polk County also had 
demonstration status in Round 1, but half did not. 

• Seventy-nine firms submitted a total of 169 bids for the five product categories in San 
Antonio.  Overall, 65 percent of the suppliers that submitted bids won demonstration 
status in at least one product category.  Within product categories, the number of 
winning bids ranged from 8 for orthotics to 32 for oxygen equipment and supplies.   
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5.2 Polk County—Round 2 

Results of Round 2 bidding in Polk County provide important insights into the dynamic 

nature of competition in the DMEPOS market under Medicare competitive bidding.  Round 2 

bidding allows suppliers to adapt their behavior based on their experience and lessons learned 

during Round 1 of the demonstration.  Round 2 also provides an opportunity to evaluate whether 

suppliers may enter or exit the demonstration.  In this section, we briefly describe the results of 

Round 2 bidding, which were announced as we were preparing this report.  As the evaluation 

continues, we will collect additional information on Round 2 bidding and provide additional 

analyses in our Final Evaluation Report.  These analyses will include information on bidding 

decisions and strategies that will be gathered in future site visits, as well as data on individual bids. 

5.2.1 Number of Bidders 

Overall, Polk County attracted nearly as many bidders in Round 2 as in Round 1, and the 

same number of suppliers were awarded demonstration status (Table 5-1).  Twenty-six suppliers 

submitted bids in at least one of the four product categories in Round 2, compared to 30 suppliers 

in Round 1, when there were five product categories.  In both rounds, 16 suppliers achieved 

demonstration status in at least one product category.  The number of firms submitting bids for 

oxygen equipment and supplies and hospital beds and accessories remained virtually the same, 

while the number of suppliers submitting bids for urological supplies fell from 9 to 7 and the 

number of suppliers submitting bids for surgical dressings was cut in half, falling from 8 to 4.   

The reductions in bids for urological supplies and surgical dressings are worthy of attention 

because these product categories had the fewest bidders and the fewest suppliers in Round 1 of 

the demonstration.  The relatively low level of allowed charges for these product categories 

($94,000 for urological supplies and $85,000 for surgical dressings in 1999 versus $6.1 million for 

oxygen equipment and supplies and $575,000 for hospital beds and accessories) may explain why 

urological supplies and surgical dressings attracted fewer bids than oxygen equipment and hospital 

beds.  Still, the reduction in bids for these product categories during Round 2 raises the question of 

whether sufficient competition—both at the bidding stage and among the suppliers subsequently 

awarded demonstration status—can be maintained under competitive bidding for product 

categories with relatively low allowed charges.  Future competitions may need to consider design 

changes to avoid having small numbers of competitors.   

Low profit margins in Round 1 of the demonstration may also partly explain why fewer 

suppliers submitted bids for urological supplies.  It is difficult to fully evaluate the role of profit 

margins because we lack accurate information on supplier costs.  The available evidence suggests 

that profit margins may have been quite narrow for urological supplies during Round 1 of the 

demonstration.  In site visits during the first year, some of the demonstration suppliers of urological  
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supplies stated that they had bid too low because of their inexperience in the product category.  

Consequently, in our First-Year Annual Evaluation Report, we identified urological supplies as a 

category to watch for possible quality reductions and changes in bidding behavior.   

Low profit margins are less plausible as an explanation for the reduction in the number of 

bids for surgical dressings.  Because of a flaw in the design of the pricing mechanism used to set 

prices in Round 1 of the demonstration, most of the demonstration prices for surgical dressings 

were higher than the Medicare statewide fee schedule that would have been in effect in the 

absence of the demonstration.  If a corrected pricing mechanism had been used (as it was in 

Round 2), the demonstration prices would have been lower than the Medicare statewide fee 

schedule.  This suggests that the demonstration suppliers may have enjoyed relatively high profit 

margins in Round 1 of the demonstration.  If so, high profit margins did not attract additional 

bidders in Round 2 of the demonstration.   

As the evaluation continues, we will interview urological and surgical suppliers to 

determine why they did or did not bid during Round 2 of the demonstration.  Their information 

should help us evaluate whether bidding design changes can increase the number of suppliers 

bidding on these product categories.   

5.2.2 Entry and Exit 

The list of Round 2 demonstration suppliers suggests that entry into and exit from the 

market are still possible in the presence of competitive bidding.  Half of the demonstration 

suppliers selected in Round 2 were also demonstration suppliers in Round 1; the remaining half 

won demonstration status in Round 2 after not having demonstration status in Round 1.  Two of 

the new demonstration suppliers had bid unsuccessfully in Round 1 of the demonstration, while 

the others had not bid.  Among the demonstration suppliers in both rounds, there were relatively 

few changes in the product categories served.  One supplier lost demonstration status for oxygen 

equipment and supplies, while a second supplier gained demonstration status for hospital beds 

and accessories and a third supplier added demonstration status for surgical dressings.   

The changes in demonstration status appear to have had relatively little effect on the 

number of local suppliers serving Polk County.  This result may be important because Polk County 

beneficiaries and referral agents told us during site visits that they preferred to use local suppliers.  

Among the 8 new demonstration suppliers in Round 2, 3 are located in Polk County, 2 are located 

in predominantly rural bordering counties, 2 are located elsewhere in Florida, and 1 is located out 

of state.  Of the 9 demonstration suppliers in Round 1 that are not demonstration suppliers in 

Round 2, 2 had been acquired during the first round of the demonstration by a large national DME 

supplier that also had a large local presence in Polk County before the demonstration began.  Of 

the remaining 7 Round 1 demonstration suppliers that are not demonstration suppliers in Round 2, 



 

5-5 

3 were located in Polk County and 4 were located in the neighboring metropolitan areas of Tampa 

or Orlando.   

As the demonstration continues, we will collect additional information on entry into and 

exit from the demonstration.  We will identify which Round 1 demonstration suppliers bid in 

Round 2 and which did not, and discuss why they made these choices.   

5.2.3 Effects of Changes since the Demonstration Began 

In our First-Year Evaluation Report, we identified several changes that occurred in the 

competitive environment in Polk County after the Round 1 demonstration prices took effect on 

October 1, 1999.  A nondemonstration supplier acquired two demonstration suppliers, and one 

nondemonstration and two demonstration suppliers filed for bankruptcy protection.  We 

concluded that the relationship between the acquisitions and the demonstration was not clear, 

while the bankruptcies were unrelated to the demonstration.  Below, we discuss the effects of 

these changes on second-round bidding.   

Lincare Holdings, Inc., was not initially selected as a demonstration supplier in Round 1 in 

Polk County, but it gained demonstration status after acquiring two demonstration suppliers.  In 

Round 2, Lincare bid successfully.  Lincare is one of the nation’s largest DME suppliers and was a 

large supplier within Polk County before Round 1 of the demonstration began. 

The two demonstration suppliers that filed for bankruptcy during Round 1 both 

successfully attained demonstration status in Round 2.  Sun Healthcare Group, parent company of 

Round 1 demonstration supplier Sun Factors, had filed for bankruptcy in 1999, citing reductions in 

payments for its long-term care facilities.  As part of its reorganization, Sun Healthcare changed 

the name of its DME subsidiary to Sun Care and began actively seeking buyers for the subsidiary.  

Sun Care bid successfully in Round 2 of the demonstration.  Round 1 demonstration supplier 

Medi-Health Care filed for bankruptcy in 2000 for reasons unrelated to the demonstration.  It also 

won demonstration status in Round 2.   

In 2000, Integrated Health Services, the parent company of National Medical Equipment 

Suppliers, a nondemonstration supplier in Polk County, filed for bankruptcy.  The company 

blamed reductions in reimbursement rates for nursing facilities.  National Medical Equipment 

continued to provide DME services in Polk County but did not become a demonstration supplier 

in Round 2.   

5.3 Supplier Perceptions about Competition during Round 1 in Polk County 

To obtain information about competition in the market from suppliers, we mailed separate 

questionnaires to 9 DME suppliers who provide oxygen equipment and supplies, hospital beds and 

accessories, or enteral nutrition and 9 suppliers who provide urological supplies or surgical 
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dressings.  We received responses from 3 of the 9 DME suppliers and 6 of the 9 urological/surgical 

dressings suppliers.  Because of the small sample size and low response rate, the following results 

should be interpreted cautiously.   

Medicare patient volume increased substantially for 5 of the 6 respondents who were 

demonstration suppliers.  One demonstration supplier reported little change in volume.  Two 

nondemonstration suppliers of urological supplies/surgical dressings reported that they stopped 

serving Polk County before the demonstration prices went into effect on October 1, 1999.  They 

attributed this decision to the demonstration.  A nondemonstration oxygen supplier continued to 

serve its previous Medicare customers in Polk County but reported declines in volume.  These 

results are consistent with the demonstration design, which requires Medicare beneficiaries who 

start using demonstration products to select demonstration suppliers.   

A different but related issue is the effect of the demonstration on suppliers’ Medicare 

revenue.  Revenue is the product of the Medicare price times Medicare volume.  Even if Medicare 

volume goes up, Medicare revenues could fall if the demonstration prices are sufficiently lower 

than the Medicare fees in effect prior to the demonstration.  Three of the 6 respondents who were 

demonstration suppliers reported increases in revenues of over 20 percent in Polk County, a fourth 

reported an increase in revenue between 0 and 20 percent, and a fifth reported no change.  One 

demonstration supplier of urologicals reported a reduction in revenue because its prices were 

below costs.  This supplier may have answered the question from the perspective of profits; its 

reported increases in volume should have brought higher revenues.  Overall, these results suggest 

that some of the demonstration suppliers were able to increase their Medicare revenues despite the 

demonstration’s price reductions. 

Several demonstration suppliers perceived the market as being more competitive after the 

demonstration began.  In contrast, one demonstration and one nondemonstration supplier thought 

the market was less competitive. 

5.4 San Antonio 

5.4.1 Number of Bidders 

A total of 79 suppliers submitted bids in one or more product categories (Table 5-1), 

making a total of 169 bids across all five categories.  Oxygen equipment and supplies, hospital 

beds and accessories, and wheelchairs and accessories each attracted more than 40 bids, and 

nebulizer drugs attracted 33 bids.  In contrast, there were only 14 bids for orthotics, the product 

category with the lowest total allowed charges.  Overall, 65 percent of the suppliers that submitted 

bids won demonstration status in at least one product category.  Within product categories, the 

number of winning bids ranged from 8 for orthotics to 32 for oxygen equipment and supplies; 
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winning percentages ranged from 33 percent for nebulizer drugs to 76 percent for oxygen 

equipment and supplies. 

5.4.2 Supplier Perceptions about Competition 

During three site visits to San Antonio, we interviewed over 20 demonstration and 

nondemonstration suppliers.  Many of our questions focused on the demonstration’s effects on 

competition among suppliers at the bidding stage, competition among demonstration suppliers 

after the demonstration prices take effect, and the long-term competitiveness of the DME market.   

With regard to competition at the bidding stage, a number of suppliers expressed concern 

about how the number of demonstration suppliers was determined.  A serious concern for some 

suppliers was that they missed the composite bid cutoff by $1 or less yet were cut out of the 

market.  Several of the nondemonstration suppliers we spoke with indicated that while they 

understood the need for winners and losers, they would have been willing to provide equipment at 

the demonstration prices.  Others said that they saw no need for CMS to eliminate suppliers from 

the market; they felt that CMS should have determined a new fee schedule and then let suppliers 

decide whether they would provide to beneficiaries at the new levels.  In contrast, some 

demonstration suppliers expressed disappointment that so many demonstration suppliers were 

selected; they thought that it would be hard to substantially increase their Medicare volume with 

so many demonstration suppliers selected.  These concerns are almost unavoidable with 

competitive bidding:  once the bidding is over, nondemonstration suppliers will wish that the 

competitive cutoff was a little less stringent, while demonstration suppliers will wish to face fewer 

competitors.   

A few suppliers made plans to change the way they marketed themselves after they were 

named demonstration suppliers.  Some suppliers headquartered in San Antonio in Bexar County 

began marketing themselves to Comal and Guadalupe Counties in the surrounding demonstration 

area after they won demonstration status.  One supplier added a staff member to assist with 

marketing.  Three suppliers reported increasing their efforts with referral agents to educate them on 

the demonstration and inform them of their demonstration status. 

Opinions were generally mixed among suppliers as to how the demonstration might affect 

the competitiveness of the DMEPOS market in the longer term.  Medicare comprised varying 

percentages of our interviewees’ revenues, ranging from approximately 5 percent to 90 percent.  

Most suppliers we interviewed do not feel that they are dependent on revenue generated from 

Medicare for survival.  However, at least one of the losing bidders expects that his company may 

have to go out of the DMEPOS business because of the demonstration.  Other losing bidders 

reported that they will focus on generating revenues from nondemonstration products or non-

Medicare patients.  Some suppliers believed that since competitive bidding inherently eliminates a 



 

5-8 

number of suppliers from the Medicare market, competition among the remaining suppliers must 

be less than before the demonstration.   

5.5 Summary and Next Steps 

In Round 2 bidding in Polk County, competition appears vigorous for oxygen equipment 

and supplies and hospital beds and accessories, where nearly the same number of suppliers 

submitted bids as in Round 1.  For urological supplies and surgical dressings, the number of 

bidders fell.  We will continue to evaluate whether the decrease in bidders for these product 

categories has any impact on market competitiveness, access, or quality.  Looking across all 

categories, there was both entry into and exit from the ranks of demonstration suppliers in Round 2 

bidding.  Half of the Round 2 demonstration suppliers had been demonstration suppliers in 

Round 1, but the other half had not. 

After 8 months of the demonstration, there has been little apparent effect of the 

demonstration on the competitiveness of the DME market in San Antonio.  A large number of 

suppliers bid in the demonstration, and from 8 to 32 demonstration suppliers were selected in 

each product category.  Still, it is too early to evaluate if the demonstration will have long-term 

impacts on market competitiveness in San Antonio. 

We will continue to evaluate the competitiveness of the market throughout the 

demonstration.  During the next year, we will conduct a supplier survey in San Antonio to gain 

further insight into the effect of the demonstration on supplier competition.  We intend to analyze 

the results of the survey in conjunction with claims data when the data become available.  Both 

the claims and survey data will be collected in San Antonio and the comparison area.  These data 

will allow us to characterize the supplier market in both the pre- and post-intervention periods and 

to evaluate the changes that have occurred in the local market.  Data from the comparison area 

will help distinguish the effects of the demonstration in San Antonio from general trends that affect 

both San Antonio and other areas.   

We will also collect information on competitiveness during future site visits to Polk County 

and San Antonio.  Site visits to Polk County will focus on Round 2 bidding and subsequent 

competition among demonstration suppliers, while site visits to San Antonio will focus on supplier 

outcomes and competition. 
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SECTION 6 

REIMBURSEMENT SYSTEM 

6.1 Introduction 

In the First-Year Annual Evaluation Report, we discussed the process of implementing the 

competitive bidding reimbursement system in Polk County.  Based on the evidence from Polk 

County, we concluded the following: 

• Competitive bidding can be successfully implemented. 

• CMS and its contractor exerted major efforts to educate beneficiaries, suppliers, and 
referral agents about the demonstration. 

• The information included about the demonstration in the RFB and Bidders Conference 
was useful to suppliers. 

• The bid evaluation process did not simply focus on price; supplier capacity and quality 
were carefully considered during this process.  The demonstration contractor has 
proposed methods for streamlining the bid evaluation process. 

• Demonstration claims are being processed smoothly. 

• The presence of an on-site Ombudsman has greatly facilitated implementation of the 
demonstration. 

In preparation for this annual evaluation report, we examined the implementation process 

in San Antonio, Texas.  Most of our findings echo the first-year conclusions regarding the Polk 

County site.  In this section, we first discuss how the demonstration in San Antonio and the second 

round of the demonstration in Polk County differed from the first round of the demonstration in 

Polk County.  Then, we briefly outline the implementation process in San Antonio and note the 

similarities to—and any differences from—the implementation in Polk County.  Finally, we 

examine the costs of implementing competitive bidding for DMEPOS.  Knowledge of these costs is 

essential for evaluating whether competitive bidding can produce Medicare cost savings; to 

evaluate this issue, the costs of implementation must be compared to any reductions in Medicare 

payments.  Key findings are as follows:   

• There were three major differences in demonstration design between Round 1 bidding 
in Polk County and subsequent rounds of bidding in San Antonio and Polk County.  
The weighting mechanism used to calculate the composite price was improved.  The 
project design in San Antonio changed three of the product categories originally used 
in Polk County.  Enteral nutrition was dropped as a product category in Round 2 
bidding in Polk County.   
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• Although a couple of key milestones on the project schedule met with delay, 
competitive bidding was successfully implemented in San Antonio.  Stakeholders were 
educated about the demonstration and received useful information.  CMS and its 
contractor evaluated bids from 79 suppliers, more than twice as many as in Polk 
County.  The delays that caused CMS to depart from its planned schedule were a 
1-month delay in implementation relative to the tentative starting date of January 1, 
2001, and delivery of the demonstration directories very close to the actual starting 
date of February 1, 2001.  Delivering the directories in a more timely fashion would 
improve implementation of the demonstration.   

• For the entire demonstration, CMS and contractor costs of implementation will total 
about $4.8 million between 1995 and 2002.  About $1.2 million in costs were incurred 
in the development phase of the demonstration from September 1995 to June 1998 (15 
months before the demonstration prices took effect).  About $3.6 million, or $800,000 
per year, in costs will be incurred during the operational phase of the demonstration 
from July 1998 until December 2002. 

• The incremental costs of operating a second demonstration site are relatively low, 
ranging from $300,000 in a year when bidding occurs to $110,000 per year in 
nonbidding years. 

• The costs of implementing the demonstration are about 40 percent lower than the 
projected $8.5 million reduction in Medicare allowed charges associated with the 
demonstration.   

6.2 Changes in Demonstration Design 

There were three major differences in design between Round 1 bidding in Polk County, 

Florida, and subsequent rounds of bidding in San Antonio and Polk County.  First, the weighting 

mechanism used to calculate the composite price was modified before bidding began in San 

Antonio.  Second, bidding in San Antonio covered two of the product categories in the first round 

of Polk County bidding, but three new product categories were also included.  Third, enteral 

nutrition was dropped as a product category during Round 2 bidding in Polk County.  Below, we 

describe each of these changes in greater detail. 

6.2.1 Weighting 

In our First-Year Evaluation Report, we identified several problems related to the product 

weights used in Round 1 bidding in Polk County.  Product weights are used to calculate the 

composite bid for each demonstration product category.  The composite bid is a way to aggregate 

a supplier’s bids for each individual product into a single bid for the whole category that is 

comparable across bidders.  A supplier’s composite bid for the product category is calculated by 

multiplying the supplier’s bid for each product by the product’s weight and then summing the 

weighted bids across all products in the category.  Each product’s weight represents the share of 
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that product relative to all of the products in the category; the weights add to one for each 

category. 

In Round 1 bidding in Polk County, the weight for each product was set equal to the 

product’s share of allowed charges in the product category.  We found that this weighting 

approach put too much weight on high-priced products so that bids for these products had an 

inordinate effect on the composite bid.  This could cause three related problems to occur: 

• The Round 1 weighting mechanism, combined with the formula to set prices for 
individual products, could cause prices to be set high.  This problem actually occurred 
for surgical dressings.  For many products, demonstration prices were set higher than 
the Medicare statewide fee schedule that would have been in effect in Florida.  We 
found evidence to suggest that the demonstration prices would have been lower than 
the Medicare statewide fee schedule if an alternative weighting mechanism (see below) 
had been used.   

• Under the Round 1 weighting mechanism, it was possible that a supplier offering lower 
allowed charges to CMS could have had a higher composite bid than a supplier 
offering higher allowed charges to CMS. 

• The Round 1 weighting process did not adequately distinguish among HCPCS 
modifiers that are associated with new purchases, used purchases, and rental 
payments.  In the case of enteral nutrition, the use of new purchase prices in the 
calculation of the composite bid had a significant effect. 

Because of these problems, we recommended that the demonstration use an alternative 

weighting mechanism based on product volume.  CMS adopted volume weighting for the San 

Antonio demonstration and Round 2 bidding in Polk County.  In addition, for HCPCS codes with 

modifiers associated with new purchases, used purchases, and rental payments, the product 

weight was associated with the most commonly applied modifier.  These changes appear to have 

resolved the problems associated with the Round 1 weights. 

6.2.2 San Antonio Product Categories 

Product categories in San Antonio, the second demonstration site, included oxygen 

equipment and supplies and hospital beds and accessories, which were both included in Round 1 

of the Polk County demonstration.  Three new product categories—wheelchairs and accessories, 

orthotics, and nebulizer drugs—were also included in San Antonio.  Wheelchairs and accessories 

were included because this product category accounts for a relatively high share of DME 

expenditures.  Orthotics were included to test competitive bidding for at least one type of 

prosthetics and orthotics.  Ultimately, only orthotic products that required relatively little 
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customization were included in the demonstration.1  Nebulizer drugs were included because of 

evidence that Medicare pays too much for these specific drugs and to test whether competitive 

bidding is an effective way to set Medicare payments in general. 

6.2.3 Enteral Nutrition  

Enteral nutrition was included in Round 1 bidding in Polk County but dropped from 

Round 2 bidding.  CMS dropped enteral nutrition from Round 2 to focus on medical equipment 

and supplies used in a noninstitutional setting; most Medicare Part B enteral nutrition equipment 

and supplies are used by residents of nursing facilities in stays that are not covered by Part A.  

During Round 1 of the demonstration, nursing facilities were allowed to purchase enteral nutrition 

services (as well as urological supplies and surgical dressings) from nondemonstration suppliers 

that agreed to accept the demonstration fees and quality and service standards.  Most nursing 

facilities continued to use their existing suppliers for enteral nutrition.  During Round 1 site visits, 

we encountered no access or quality concerns related to enteral nutrition. 

6.3 Implementation of the Demonstration in San Antonio  

6.3.1 Publicity, Solicitation, and Education 

CMS and its contractor undertook a series of efforts to publicize the demonstration and 

educate stakeholders about its rules and implications.  Separate publicity and education efforts 

were aimed at beneficiaries and beneficiary advocacy groups, suppliers, and referral agents.  

Below, we describe the efforts aimed at each group. 

• Beneficiaries and Beneficiary Advocacy Groups—A public meeting was held in San 
Antonio in March 2000 describing the demonstration.  Representatives of beneficiary 
groups were invited to the meeting.  A letter explaining the demonstration was sent to 
beneficiaries in San Antonio.  This letter outlined why CMS was undertaking the 
demonstration, what the changes would mean for beneficiaries, how competitive 
bidding would work, and how Medicare would protect beneficiaries.  A follow-up 
letter and a copy of the demonstration directory of providers were sent immediately 
prior to February 1, 2001, when the demonstration prices took effect.  The letters and 
directory were available in both English and Spanish.  Presentations at local gatherings 
(e.g., AARP groups, senior nutrition centers, health fairs) were made to provide 
opportunities for open questions and answers.  A hotline was set up to allow the local 
Ombudsman to answer beneficiary questions.  Numerous beneficiaries have used this 
hotline to discuss the implications of the demonstration for their health care needs.  
New Medicare beneficiaries were identified quarterly and sent materials on the 
demonstration. 

                                                
1A few orthotics products that were classified as noncustomized when the RFB was issued were 

subsequently reclassified as customized.   
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• Suppliers—A letter was sent in March 2000 to all suppliers submitting DMEPOS claims 
for San Antonio beneficiaries in the previous 18 months, informing them of the 
demonstration and inviting them to attend a meeting in San Antonio on March 28 to 
discuss the demonstration.  On May 5, 2000, the upcoming demonstration was 
announced in the Commerce Business Daily.  This announcement explained the 
purpose of the competitive bidding demonstration and provided information on the 
upcoming bidding process, including contact information for obtaining an RFB 
package.  The RFB, detailed instructions, and information regarding the Bidders 
Conference were sent out to all persons requesting these documents.  A Bidders 
Conference was held 1 month before the bids were due to review bid procedures and 
answer technical questions.  After bid evaluation was complete, CMS staff held a 
general debriefing with suppliers to discuss the results of the bid evaluation process.  
The on-site presence of the Ombudsman allowed the Ombudsman to personally visit 
suppliers to discuss the demonstration and answer technical questions both before and 
after the demonstration prices took effect. 

• Referral Agents—Letters were sent to referral sources describing the demonstration, 
announcing that demonstration winners had been selected, and indicating that a 
directory would soon follow.  In-service meetings were scheduled with hospital 
discharge planners, and one-on-one meetings were also scheduled with administrators 
of home health agencies and large physician groups to provide referral agents with 
detailed information concerning the demonstration, including a draft list of 
demonstration winners.  Directories listing demonstration providers, their services, and 
service areas were sent to these agents in late January 2001.  The on-site Ombudsman 
continued to meet with referral agents after the demonstration began. 

During site visits, we found that most San Antonio stakeholders were generally satisfied 

with the publicity, solicitation, and education efforts of CMS and its contractor.  However, some 

suppliers complained that the list of demonstration suppliers was not available at the general 

debriefing (at that time, some suppliers were still appealing their rejections).  At least one supplier 

felt that the on-site Ombudsman should have spent more time with suppliers prior to 

implementation of the new prices.  Finally, a number of stakeholders believed that it would have 

been helpful to receive the demonstration directory more in advance of the date when the new 

prices took effect.   

Overall, the education efforts appeared to be nearly as effective in San Antonio as they 

were in Polk County.  However, delays in delivery of the demonstration directory are a potential 

problem.  Delivery delays complicate supplier planning and may hinder referral agents’ ability to 

properly refer beneficiaries to demonstration suppliers in the early days of the demonstration.  It 

seems reasonable to expect that beneficiaries and referral agents should have demonstration 

directories in hand at least 2 weeks before the demonstration prices take effect.   
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6.3.2 Management of the Bidding Process  

A detailed RFB package was distributed to all suppliers that requested the materials, which 

contained the following information: 

• Background information on why the competitive bidding demonstration was being 
conducted and how competitive bidding works to lower prices. 

• Specific discussion of the DMEPOS Competitive Bidding Demonstration process, 
including how to formulate bids, how bids are evaluated, how demonstration prices 
are determined from bid prices, and post-award options. 

• An outline of operational policies that would be in effect during the demonstration. 

• Forms to be submitted to the DMERC for bid evaluation: 

– Form A:  Application for Suppliers—contains general information about the 
supplier and its employees, including identifying information, categories of 
goods/services for which the supplier is submitting a bid, accreditation and 
licensure, number of employees, their training and certifications, methods for 
handling customer complaints and assessing customer satisfaction, presence of 
disaster and infection control plans, declarations regarding investigations or claims 
against the supplier, a list of references, and a list of financial institutions with 
which the supplier does business. 

– Form B:  Bidding Sheets—Suppliers are asked to complete separate bid sheets for 
each category of goods/services on which they will be submitting a bid.  Each bid 
sheet requests additional details on the processes of care for the particular 
good/service, counties that they will service during the demonstration, and bid 
prices for procedures included in the demonstration.   

– Form F:  Financial Data—Suppliers who qualified within the competitive range are 
asked to provide detailed information from income statements and tax returns for 
the previous 2 years and accounts receivable summaries for the past 3 months.   

• Forms to be used by bid evaluators and references: 

– Form C:  On-Site Inspection Checklist—covers examination of physical property, 
licenses and certifications, staffing, inventory, patient files, and procedures. 

– Form D:  Bank References—covers loan payments, returned checks, and credit-
worthiness of supplier.  The supplier completed the top half of the form and then 
forwarded it to the bank reference.  The bank reference then completed the 
reference section and submitted the form to the demonstration contractor. 

– Form E:  Referral Source References—requests information from references 
regarding customer service, deliveries, patient satisfaction, quality of products, and 
patient training.  The supplier completed the top half of the form and then 
forwarded it to the referral source.  The referral source then completed the 
reference section and submitted the form to the demonstration contractor. 

• Appended materials: 

– Requirements and standards for demonstration suppliers 
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– 1998 Medicare utilization data for DMEPOS for Part B beneficiaries permanently 
residing in the San Antonio demonstration area (to assist suppliers in estimating 
demand) 

– Financial ratios—an explanation of the financial ratios to be used to evaluate 
bidders 

– Glossary of terms 

– Evaluation tables—explaining how bids are evaluated and demonstration prices are 
calculated 

– HCPCS codes and weights 

A Bidders Conference was held on May 16, 2000, in San Antonio.  Representatives from 

CMS and Palmetto GBA, the demonstration contractor, outlined the rationale for the 

demonstration, described demonstration rules and operating procedures, and reviewed the bidding 

process and RFB materials.  A consultant from the DME industry made a short presentation on 

developing effective bidding strategies for the demonstration.  During a question-and-answer 

period that lasted over an hour, CMS and Palmetto representatives responded to questions from 

the audience about the demonstration.  Written responses to the questions were sent to attendees 

and made available on CMS’s Internet site for the demonstration. 

In general, the presentations in the Bidders Conference were clear and informative.  During 

our site visits, suppliers reported that the Conference was useful, although a few suppliers felt that 

most of the material was already contained in the RFB and therefore questioned the value-added 

of the conference.  The question-and-answer session gave suppliers a useful opportunity to raise 

questions about the bidding process and demonstration rules.  CMS staff provided evidence from 

the Polk County demonstration that demonstration suppliers did not experience a large immediate 

increase in Medicare volume.  This information was useful to bidders; some Round 1 bidders in 

Polk County had expected a huge immediate increase in volume that did not instantly materialize. 

As in Polk County, most San Antonio suppliers felt that the RFB and Bidders Conference 

provided them with sufficient information for bid preparation.  None of the suppliers indicated that 

there was additional information that CMS could have supplied that would have been helpful in 

bid formulation, although some noted that it would be interesting to have examples of bids 

submitted by Polk County suppliers.  Some suppliers eventually pursued this idea by contacting 

companies in Polk County.  Some suppliers commented on the confusing nature of the product 

weights, especially for wheelchairs and accessories where there were more items than in other 

product categories. 

Bids were due June 23, 2000.  As detailed in previous chapters, 79 suppliers submitted a 

total of 169 bids across the five product categories.  During site visits, suppliers reported spending 

20 to 300 hours in preparing their bids, with a median time of 45 hours.  One supplier reported 
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problems in filling out the financial forms, but suppliers had few problems filling out the other 

forms.   

Overall, management of the bidding process in San Antonio was very similar to 

management of the bidding process in Round 1 in Polk County.  If anything, bidding may have 

proceeded more smoothly in San Antonio.   

6.3.3 Selection of Winners 

Bids were initially reviewed by Palmetto GBA staff for completeness and eligibility of 

bidders.  Next, a bid evaluation panel of reimbursement and DMEPOS experts established a 

financially competitive range that included more than enough suppliers to serve the entire 

demonstration site.  This was accomplished by arraying suppliers in each product category 

according to their composite bid price, comparing cumulative supplier volume (current and 

estimated capacity) with current utilization levels, and selecting a minimum number of suppliers.  

The possibility that some suppliers might drop out of the demonstration was considered, and the 

minimum number of suppliers was adjusted to account for this possibility. 

The panel considered the capacity of these bidders and looked for natural breaks (if they 

existed) in the bid prices to select a cutoff price that determined the financially competitive range.  

The panel recommended cutoff points to CMS for approval, and CMS approved the cutoffs.   

After the financially competitive range was established, only bidders below the cutoff price 

received further consideration for selection.  Suppliers who made the cutoff completed Form F on 

Financial Data and received site visits by inspectors who completed Form C’s On-Site Inspection 

Checklist.  Palmetto GBA staff evaluated information on Forms D and E from bank and referral 

source references, respectively.  Palmetto GBA obtained at least five references on each supplier.  

The panel used the information obtained from Forms C, D, E, and F to score the quality of each 

bidder in each of four areas:  customer service and satisfaction, ethics, data collection and 

retention, and financial stability/creditworthiness.  Based on experience from the first round of the 

Polk County bidding, where all members of the Bid Evaluation Panel examined the financial data, 

Palmetto GBA established a special panel of accounting and financial experts to evaluate the 

issues of financial stability/creditworthiness.  Overall, the assessments resulted in a relatively wide 

distribution of scores ranging from poor (score of less than 70 total points out of 100) and average 

(70 to 79 points) to good (80 to 89 points) and excellent (> 90 points).   

After quality was evaluated, the Bid Evaluation Panel recommended a preliminary list of 

demonstration suppliers.  Suppliers in the financially competitive range with quality ratings of 

good to excellent were selected with no conditions.  Several other suppliers in the financially 

competitive range with average quality ratings were selected conditionally; these suppliers were 

required to meet specific conditions to become demonstration suppliers.  Seven suppliers in the 
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financially competitive range were not initially selected as demonstration suppliers.  Under 

demonstration rules, these suppliers were allowed to file for reconsideration.  Six of the suppliers 

filed for reconsideration.  Ultimately, five of the six achieved demonstration status after providing 

supplemental information and/or correcting deficiencies.  During the evaluation process, CMS had 

final responsibility for reviewing and approving the Bid Evaluation Panel’s recommendations.   

To set the new fee schedule, Palmetto GBA returned to the bid prices from all the suppliers 

who initially bid at or below the CMS-approved cutoff price.  Their individual bids were combined 

to find a single price for each demonstration item. 

Palmetto appeared to have benefited from its experience in evaluating bids during Round 1 

bidding in Polk County.  Use of a special financial panel streamlined that financial assessment.  

Nevertheless, with more than twice as many bidders in San Antonio as in the first round in Polk 

County, it took longer to evaluate the San Antonio bids.  In part due to delays in the evaluation 

process and in part due to other factors, the implementation date for the demonstration was 

delayed from January 1, 2001, to February 1, 2001.   

6.3.4 Administration and Monitoring 

Processing System Changes 

DMEPOS claims from San Antonio were already being processed by Palmetto GBA.  Thus, 

there was no confusion as to where to send claims as a result of the new reimbursement system for 

San Antonio.  However, significant computer system changes were necessary to accommodate the 

alternative reimbursement structure associated with the demonstration.  Palmetto GBA worked 

directly with their programming contractor (VIPS) to create additional computer program modules 

to handle the new claims.  All claims submitted to the DMERC must be screened to determine 

whether they are San Antonio claims.   

The modified programs were developed prior to the beginning of the demonstration, and 

extensive system testing with mock claims was conducted to work out any program bugs.  A 

procedure manual was developed specifically for the demonstration, and staff who would be 

dealing with San Antonio suppliers and beneficiaries received intensive training.  In addition, 

internal education seminars were held for all Palmetto GBA staff to educate them about the 

demonstration, in case their department came into contact with some aspect of the demonstration 

or they received any “stray” calls.  Since the implementation of the demonstration, there has been 

one unanticipated problem with the new claims processing modules.  The program used to 

identify which DME claims are associated with beneficiaries eligible for the demonstration (i.e., 

those beneficiaries living in Bexar, Comal, and Guadalupe Counties) is based on the beneficiaries’ 

zip codes.  However, a few zip codes cross demonstration borders to include areas in 
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nondemonstration counties.  As a result, some nondemonstration beneficiaries may be incorrectly 

identified as living within the demonstration area.  To overcome this problem, the demonstration 

contractor has identified the problem zip codes.  Claims for these zip codes are now processed 

manually so that their residents can be correctly sorted as demonstration and nondemonstration 

beneficiaries.  Relatively few claims are involved. 

Use of an On-Site Ombudsman 

The Medicare Competitive Bidding Ombudsman took up residence in San Antonio in 

summer 2000.  The Ombudsman was responsible for answering beneficiary, supplier, and 

provider inquiries on the hotline and providing education and outreach (town meetings, in-service 

meetings, and one-on-one visits) in the months prior to the February 1, 2001, start date for the 

demonstration.  He was also responsible for coordinating and participating in bid evaluation site 

visits.  Since the implementation of the demonstration, the Ombudsman continues to answer 

telephone inquiries and monitor demonstration suppliers through investigation of complaints and 

routine inspections.   

Having on-site Ombudsmen dedicated to the demonstration has proven popular among 

beneficiaries, referral agents, and suppliers in both Polk County and San Antonio.  Stakeholders 

believe that the Ombudsmen understand and are responsive to their concerns. 

Site Monitoring 

The Ombudsman has been responsible for monitoring the quality of products and services 

offered by the suppliers.  A telephone hotline is used by many suppliers and beneficiaries to 

request information and to notify the Ombudsman of potential problems.  In addition to the 

complaint-driven methods for assuring quality and service, the Ombudsman has conducted site 

visits to demonstration suppliers who received conditional approval to see that the conditions are 

being met.  The Ombudsman will also conduct annual site visits to demonstration suppliers to 

review procedures, assure appropriate inventories, and check transactions records.   

Relationship Between the Demonstration Contractor and CMS 

The demonstration contractor, Palmetto GBA, is responsible for implementing and 

administering the demonstration on a day-to-day basis.  In this role, Palmetto is responsible for 

designing the demonstration; educating beneficiaries, suppliers, and other stakeholders about the 

demonstration; soliciting and evaluating bids; processing claims; and responding to inquiries and 

complaints about the demonstration.  Most demonstration staff work in Palmetto’s Columbia, 

South Carolina, headquarters; an on-site Ombudsman resides and works in San Antonio.  The Polk 

County Ombudsman resided in Polk County during Round 1 bidding and the first 12 months after 
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the demonstration fees took effect.  She now works out of Palmetto’s Columbia office but travels to 

Polk County frequently.   

CMS staff maintain oversight responsibility for the demonstration, review all documents 

and Palmetto decisions, and make final decisions about demonstration design and policy.  In each 

bidding round, CMS staff participate prominently in the announcement of competitive bidding, the 

Bidders Conference, and a general debriefing for bidders.  CMS and Palmetto staff collaborate 

closely, with weekly teleconferences and occasional on-site meetings.   

In both Polk County and San Antonio, the division of labor between Palmetto and CMS 

appears to have worked reasonably well.  Palmetto has strong expertise in the areas of DMEPOS, 

claims processing and administration, beneficiary and supplier communication, and customer 

service.  It makes sense to merge operations of the demonstration with Palmetto’s existing DMERC 

operations to the full extent possible.  CMS has provided appropriate oversight and retained 

ultimate responsibility for policy decisions.  Communication and coordination between Palmetto 

and CMS have generally been effective.  After completion of a longer than expected 

developmental period, the bidding process and implementation of the demonstration prices 

proceeded on schedule in Polk County.   

In San Antonio, the division of labor between Palmetto and CMS may have contributed to 

the 1-month delay in implementation from January 1, 2001, to February 1, 2001.  The CMS review 

of Palmetto selection recommendations necessarily—and properly—lengthens the period before 

demonstration suppliers can be announced, but in this case the final selection took longer than 

expected.  If competitive bidding occurs in the future, it may be helpful to consider steps to 

streamline CMS review and/or lengthen the period allocated in the schedule for bid evaluation.   

6.4 Costs of the Demonstration 

As part of the overall evaluation of the competitive bidding demonstration, we have 

collected data on the costs of administering the system, including both initial implementation costs 

and ongoing operation costs.  This section summarizes the information that we have collected to 

date and highlights a number of cost issues that need to be considered in implementing 

competitive bidding on a wide-scale basis. 

6.4.1 Overall Costs of the Demonstration 

We estimate that the overall costs of the demonstration over the life of the project (1995 to 

2002) will be approximately $4.8 million (in Year 2000 dollars).  Major cost categories include 

personnel ($2.3 million), computer software and upgrades necessary to accommodate the revised 

claims processing ($0.9 million), overhead costs ($0.8 million), and publishing/mailing of materials 

to beneficiaries and suppliers ($0.3 million) (see Table 6-1). 
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Table 6-1.  Estimated Overall Costs of the Demonstration 

Estimated DMERC Costs (in millions) Estimated CMS Costs (in millions) 

Personnel $1.8 Personnel and Travela $0.5 

Publishing/Mailing $0.3 Overhead $0.1 

Office/Telephone $0.3   

Equipment $0.1   

Computer Software $0.9   

Travel $0.1   

Overhead $0.7   

Total Costs $4.2 Total Costs $0.6 

aCMS travel costs too small to report separately. 

6.4.2 Development Costs  

Of the estimated $4.8 million in demonstration administration costs, about $1.2 million 

was spent in the development phase of the project (costs incurred between September 1, 1995, 

and July 1, 1998).  These costs included computer software upgrades ($0.5 million), personnel 

($0.4 million), and office/telephone expenses ($0.1 million).  The development phase took longer 

than anticipated due, in part, to introduction of BBA in 1997.   

6.4.3 Scaling the Learning Curve  

Implementing a new reimbursement system required a substantial amount of learning on 

the part of the fiscal intermediary.  As individuals and the organization gained experience with the 

demonstration and as policies and procedures were established, evidence suggests that they were 

able to process materials and conduct tasks more efficiently. 

One example of this learning curve effect is provided by the costs associated with the first 

two Bid Evaluation Panels.  The first Bid Evaluation Panel, convened to review the initial bids from 

the Polk County site, met for at least 3 weeks.  Every evaluator read every bid.  The process was 

slow and arduous to assure completeness, accuracy, and fairness.  While these efforts were 

admirable, replication has allowed the staff to recognize time-saving steps and simplify 

procedures.  Additional preparatory work by DMERC staff has also streamlined the process and 

reduced average Bid Evaluation Panel member time per application.  During the first review cycle, 

we estimate an average of 16.4 Bid Evaluation Panel hours were spent reviewing each bid.  During 

the second review cycle (for San Antonio), we estimate that time was reduced to 9.4 hours per bid.  
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In addition, auditors, accountants, and supervisors were substituted for many of the (more 

expensive) high-level administrators on the panel, further reducing costs. 

6.4.4 Spreading the Fixed Costs 

It is also clear from our examination of the costs associated with the demonstration that 

there may be considerable economies of scale associated with conducting competitive bidding.  

One example of the economies of scale achieved over the course of the demonstration is evident 

in the extremely small increase in overall costs of the DMERC with the addition of the second (San 

Antonio) site.  Addition of this site resulted in an overall increase in costs of approximately 

$310,000 in the first full year.  This includes the costs of hiring one additional full-time employee 

(the San Antonio Ombudsman), mailings to beneficiaries and suppliers, additional computer 

software upgrades, travel, telephone, equipment, and compensating the Bid Evaluation Panel for 

reviewing bids.   

6.4.5 Cost Implications of a National Program 

While it is difficult to extrapolate from a demonstration with two sites to a national 

program of competitive bidding, we believe that the cost data provide some important information 

from which to make cost projections.  First, there are sizable fixed costs associated with fiscal 

intermediary knowledge of and involvement with the process.  Modifying reimbursement software 

to accommodate competitive bidding and training personnel to handle modified claims requires a 

significant fixed investment.  Efforts to implement competitive bidding on a nationwide basis 

should limit the number of fiscal intermediaries to economize on these fixed costs.  This is unlikely 

to be a large problem for DMEPOS, where there are only four DMERCs nationwide.   

The cost of establishing competitive bidding in additional markets is far lower than the 

fiscal intermediary’s fixed costs.  These costs were in the range of $100,000 to $310,000 per year 

for San Antonio, depending on whether the year in question was a “bidding year” (requiring the 

costs of the Bid Evaluation Panel and extensive mailings to beneficiaries and suppliers).  

Approximately $75,000 to $85,000 of these costs are semi-fixed, no matter what the size of the 

market (e.g., the salary of the Ombudsman, office/equipment, telephone).  The balance (variable 

costs, including bid evaluation and mailings) will vary based on market parameters (e.g., number 

of beneficiaries, number of suppliers, number of bids received, and number of products/product 

categories).  Based on the size of the San Antonio market, these variable administrative costs 

appear to average about $1.88 per beneficiary.  However, these costs would likely be higher for 

smaller markets and, perhaps, somewhat smaller for larger markets. 

It is also possible that a national program would require some costs that were not evident 

in the demonstration.  For example, although individuals might be willing to serve a few weeks 
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every other year on a Bid Evaluation Panel, they might not be willing to undertake such a task on a 

full-time basis (as would be required with a national program).  Thus, the resources available to 

the demonstration might not be available to a national program.  Alternative models for bid 

evaluation that may be more or less costly might need to be considered.  For example, under a 

national competitive bidding program, it might make sense to establish a full-time panel (or 

multiple panels) to evaluate bids.  Individuals on these panels would need to be trained in the 

various aspects of bid evaluation.  An administrative structure could coordinate the various 

competitive bidding processes across the country so that bid evaluations could be scheduled with 

the standing panel.  Conceivably, such a dedicated structure could conduct the bid evaluations in 

a more cost-effective manner than an ad hoc committee that only meets every other year. 

6.4.6 Demonstration Costs versus Demonstration Savings 

Based on operating (nonstartup) costs of approximately $3.6 million over 4.5 years, we 

estimate that the competitive bidding program, as currently formulated, costs approximately 

$800,000 per year to run.  Preliminary estimates (see Section 2) comparing demonstration prices 

to the fee schedules that would have been in effect and keeping utilization volume constant at 

predemonstration levels suggest that the demonstration will reduce Medicare allowed charges by 

approximately $8.5 million over that same time period. 

Given the sizeable fixed costs associated with conducting the competitive bidding 

demonstration, it is likely that addition of further sites could enhance the cost savings associated 

with competitive bidding.  We can base this statement on the costs and cost savings associated 

with the addition of the San Antonio site.  The cost of adding San Antonio will be approximately 

$510,000 over 3 years (2000 to 2002).  Estimated reductions in allowed charges in San Antonio 

will be approximately $4.4 million.   

The continuing cost-effectiveness of adding additional sites (using a single DMERC) will 

depend on a number of key factors: 

• The rate at which centralized DMERC costs increase with the addition of sites.  
Although our current data find very small cost increases associated with the addition of 
the San Antonio site, economic theory suggests that at some point these “increasing 
returns to scale” will be exhausted.  Because we have only two data points, we cannot 
examine the rate of cost increases at any other scale.  This is critical information for 
determining how many competitive bidding sites should be assigned to each DMERC. 

• The volume of DMEPOS Medicare claims in a particular market.  Because a large 
portion of the competitive bidding demonstration costs at the site level are relatively 
fixed, a minimum volume is necessary to generate sufficient savings to justify the 
demonstration costs. 
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• Sufficient number of suppliers in a particular market willing to lower prices to maintain 
their Medicare market share.  Site visits to both Polk County and San Antonio revealed 
that suppliers whose business was comprised primarily of Medicare were highly 
motivated to submit competitive bids.  Suppliers who served fewer Medicare enrollees 
(e.g., less than 30 to 40 percent of business) felt less pressure to submit bids and/or 
make significant price cuts.  

6.5 Discussion 

To date, our examination of the reimbursement system under competitive bidding supports 

the following preliminary conclusions: 

• There were only three major changes in demonstration design between sites and 
rounds.  Three new product categories were included in San Antonio to determine 
whether competitive bidding was applicable to those services.  In order to focus on 
DMEPOS provided in the home, one product category that was typically provided to 
nursing home residents was dropped from Round 2 of the demonstration in Polk 
County.  The weighting mechanism used to calculate composite bids and prices was 
refined to overcome problems that occurred in the first round of bidding in Polk 
County. 

• For the most part, implementation of the demonstration in San Antonio was similar to 
implementation in Polk County, supporting our conclusion in the First-Year Annual 
Evaluation Report that competitive bidding can be successfully implemented.  CMS 
and its contractor have been able to notify and educate stakeholders, solicit and 
evaluate bids, select winners, and implement the new reimbursement system in a 
relatively orderly fashion.  However, there was a delay in delivering the demonstration 
directory in San Antonio; this problem should be avoided in any future demonstration.   

• Implementing competitive bidding is by no means costless.  We estimate that 
development, implementation, and operation of the demonstration will cost about $4.8 
million for the period between 1995 and 2002.  However, this total is less than the 
estimated $8.5 million reduction in Medicare allowed charges associated with the 
demonstration (this estimate assumes that volume remains constant at 
predemonstration levels).  It is also likely that the incremental cost of operating 
competitive bidding at an additional site will be less than the average costs of operating 
two sites.  This suggests that net program savings may increase if the number of sites is 
expanded.   
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SECTION 7 

SUMMARY AND CONCLUSIONS 

Based on approximately 2 years of operation, CMS’s Competitive Bidding Demonstration 

for DMEPOS shows the potential to decrease Medicare expenditures.  Competitive bidding has 

lowered the prices paid by Medicare for the large majority of DMEPOS products and services.  

Because we do not yet have data on utilization, we cannot definitively conclude that total 

DMEPOS allowed charges (the product of price times utilization) will fall.  However, if utilization 

remains constant, we estimate that Medicare allowed charges for demonstration products will fall 

by nearly $8.5 million over the course of the demonstration, a reduction of 20 percent. 

To date, we have no evidence of major adverse effects on beneficiary access to care, 

quality of products and services, or diversity of product selection.  Our results for Polk County 

indicate that the demonstration has not been accompanied by major changes in beneficiaries’ 

access to or quality of DMEPOS products and services.  Beneficiaries’ overall satisfaction with 

their service from DMEPOS suppliers has remained very high.  The impact of the demonstration on 

satisfaction was not statistically significant in regression analyses.  Similarly, the demonstration did 

not have a statistically significant impact on almost all of the access and quality measures included 

on Polk County beneficiary surveys.  The demonstration design includes quality standards and 

provisions to maintain beneficiary access and these probably have helped to maintain access and 

quality. 

Although the majority of our findings suggest that the demonstration has not reduced 

access or quality, a few isolated findings cause concerns.  Survey data from Polk County indicated 

statistically significant declines in the provision of portable oxygen to new oxygen users and 

training for surgical dressing and urological supplies users, a possible shift away from suppliers 

making home deliveries, and less frequent routine maintenance visits to new medical equipment 

users.  Some referral agents in San Antonio described incidents where demonstration suppliers 

provided wheelchair items that were not ordered or were not properly adjusted. 

Industry competition has generally remained healthy in the presence of the demonstration.  

Seventy-nine suppliers submitted bids in San Antonio, and 26 suppliers submitted bids in Round 2 

bidding in Polk County.  Multiple winners were selected in each product category in each round 

of bidding.  In Polk County, nondemonstration suppliers in Round 1 survived to bid successfully in 

Round 2.  However, the falling number of bidders for urological supplies and surgical dressings 

raises questions about the feasibility of bidding for products with low allowed charges.   

The demonstration has also shown that CMS can design, implement, and operate a 

reimbursement system that uses competitive bidding relatively efficiently.  CMS and its contractor 

have been able to notify and educate stakeholders, solicit and evaluate bids, select winners, and 
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implement the new reimbursement system with relatively few problems.  We estimate that 

developing, implementing, and operating the demonstration will cost about $4.8 million over a 

7-year period ending in December 2002.  This total is less than the estimated $8.5 reduction in 

Medicare allowed charges associated with the demonstration. 

Although most of our findings from the evaluation thus far are positive, many important 

evaluation issues remain unresolved.  The San Antonio demonstration, which has been underway 

for less than a year, includes different product categories that could be more susceptible to 

deteriorations in access or quality under competitive bidding.  The San Antonio demonstration 

also provides a larger market in which to test the demonstration’s effects on market competition 

over time.  As noted in the previous paragraphs, our analyses have identified some concerns 

related to access, quality, and competition, and we will continue to monitor these over the 

duration of the demonstration.  Furthermore, with only 2 years of experience under the 

demonstration, it is premature to conclude what the long-term effects of competitive bidding on 

the evaluation issues will be.   

Our evaluation will continue throughout the duration of the demonstrations in Polk County 

and San Antonio, and we will collect extensive information on the demonstration’s impacts over 

time.  We will issue the Final Evaluation Report in 2003, shortly after the demonstration concludes 

on December 31, 2002. 
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GLOSSARY 

 

Adjusted Bid Price: The supplier’s bid price for a demonstration product multiplied by 
the supplier’s ratio. 

Adjustment Factor: The ratio of the supplier’s composite bid price to the cutoff 
composite bid price chosen by CMS for the product category.  
Used to calculate the demonstration fee schedule from each 
winning supplier’s bids.   

Allowed Charges: The Medicare approved charge for a procedure.  Medicare 
typically pays 80 percent of the allowed charge.  The beneficiary 
is responsible for the remaining 20 percent. 

Austin–San Marcos 
Metropolitan Statistical 
Area (MSA): 

The external comparison group to San Antonio.  It was chosen 
because it matches San Antonio on several key characteristics 
including location in Texas, a multiple-county MSA, Medicare 
population, number of DME suppliers, and managed care 
penetration.  It is used to identify what changes are due to the 
demonstration project and what changes may be general trends.  
(Since Wilson County [the least-populated county in the San 
Antonio MSA] is not included in the demonstration site, we do 
not include Caldwell County [the least-populated county in 
Austin–San Marcos] in the comparison site.) 

Beneficiary: Person receiving Medicare benefits. 

Beneficiary Copayment: The percentage of covered medical expenses for which the 
beneficiary is responsible.  For Medicare Part B, the copayment 
equals 20 percent of the maximum Medicare allowance. 

Bid Evaluation Panel (BEP): Group of individuals selected by CMS to evaluate and score, by 
assigning points, bidders’ proposals.  The panel is made up of 
experienced Palmetto Government Benefits Administrator 
DMEPOS staff and subcontractors.  The panel recommends a 
preliminary list of demonstration suppliers; these 
recommendations are approved and/or amended by CMS staff. 

Bid Price: The amount for which a supplier offers to provide a 
demonstration item to Medicare and designated beneficiaries 
during the demonstration cycle. 

Bidders Conference: A meeting sponsored by CMS and designed to provide potential 
bidders technical details of the demonstration and the bidding 
forms.  CMS will respond to questions about the procurement. 
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Bidding Round: The period of time ranging from the release of the Request for 
Bids through selection of the Demonstration Suppliers. 

Brevard County: The external comparison group to Polk County.  It was chosen 
because it matches Polk County on several key characteristics 
including location in Florida, a single-county Metropolitan 
Statistical Area, Medicare population, number of DME suppliers, 
and managed care penetration.  It is used to identify what 
changes are due to the demonstration project and what changes 
may be general trends.   

Brokering Arrangement: The practice by nondemonstration suppliers of referring requests 
for demonstration products to a demonstration supplier of their 
choice.   

CMS: Centers for Medicare & Medicaid Services.  Formerly the Health 
Care Financing Administration.   

Commerce Business Daily: A daily list of U.S. government procurement invitations, contract 
awards, subcontracting leads, sales of surplus property, and 
foreign business opportunities. 

Comparison Site: An area without the demonstration that is used to identify which 
changes in the demonstration site are due to the demonstration 
project and which changes may be general trends.  Brevard 
County was chosen as the comparison site for the Polk County 
demonstration.  Austin–San Marcos, including Bastrop, Hays, 
Travis, and Williamson Counties, was chosen as the comparison 
site for the San Antonio demonstration.  These sites were chosen 
because of their similarities to the demonstration site on several 
key characteristics including location, Medicare population, 
number of DME suppliers, and managed care penetration. 

Competitive Bidding: A process by which individuals or organizations contend against 
each other to win a contract by offering the best value to the 
customer.  The prices and terms offered are compared and a 
subset of bidders selected to supply items and services.  It allows 
the customer to take advantage of marketplace dynamics that are 
likely to lower prices. 

Competitive Environment: Factors affecting competition between suppliers. 

Competitive Range: Phrase used to describe the subset of suppliers whose composite 
bid prices equal or are less than the cutoff composite bid price for 
the product category. 
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Composite Bid Price: The sum of the supplier’s weighted bid prices for each 
demonstration product in the product category. 

Consolidated Billing: A comprehensive billing requirement, similar to the one that has 
been in effect for inpatient hospital services for more than a 
decade, under which a skilled nursing facility is responsible for 
billing Medicare for virtually all of the services that its residents 
receive. 

Cutoff Composite Bid 
Price: 

The dollar amount that suppliers’ composite bid prices must be 
equal to or less than for their bids to be in the competitive range. 

Cutoff Supplier: The bidder whose composite bid price equals the cutoff 
composite bid price for the product category. 

Debriefing: A meeting sponsored by CMS and designed to notify bidders of 
the bid evaluation results. 

Demonstration Cycle: Preceded by a bidding round, a demonstration cycle is the period 
of time ranging from the establishment of demonstration prices 
until the next demonstration cycle begins or the current 
demonstration cycle ends. 

Demonstration Procedure: A specific DMEPOS item selected for the demonstration.  Each 
demonstration procedure is identified by its HCFA Common 
Procedure Coding System code. 

Demonstration Site: The geographic region selected in which to conduct the 
demonstration.  It may consist of all or part of a Metropolitan 
Statistical Area. 

Demonstration Supplier: A bidding supplier chosen by CMS to provide one or more 
product categories to designated beneficiaries.   

Designated Beneficiaries: Specific Medicare Part B beneficiaries who are included in the 
demonstration because they permanently reside in the 
demonstration site. 

DMEPOS: Durable Medical Equipment, Prosthetics, Orthotics, and Supplies. 

DMERC: Durable Medical Equipment Regional Carrier. 

Estimated Volume: The quantity of a demonstration product that Medicare paid for 
on behalf of beneficiaries during a given year or quarter. 

Exempt Status: Suppliers of DMEPOS who are exempt from the demonstration, 
such as physicians. 
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FAMED: Florida Association of Medical Equipment Dealers. 

FDA: Food and Drug Administration. 

Federal Acquisition 
Regulation System: 

Created to establish uniform policies and procedures for certain 
government acquisition contracts and developed in accordance 
with the requirements of the Office of Federal Procurement Policy 
Act of 1974, as amended in 1985. 

Fee Schedule: A list of maximum payments for specified Medicare services 
based on the relative value of the procedure. 

Financial Ratios: Financial variables for suppliers that are used to determine the 
financial viability of bidding suppliers. 

GAO: General Accounting Office. 

HCFA: Health Care Financing Administration.  Now the Centers for 
Medicare & Medicaid Services (CMS). 

HCPCS: HCFA Common Procedure Coding System. 

Herfindahl Index: A measure of industry concentration.  It equals the sum of the 
squared market shares for each firm in the market. 

HMO: Health Maintenance Organization. 

Medicare Reimbursement: Eighty percent of the maximum Medicare allowance. 

Medicare+Choice: A broader array of health plans in addition to original Medicare 
and health maintenance organizations that includes preferred 
provider organizations, provider sponsored organizations, private 
fee-for-service plans, and a medical savings account. 

Metropolitan Statistical 
Area: 

A statistical standard developed by the U.S. Census Bureau for 
use by federal agencies in the production, analysis, and 
publication of data on geographic areas dominated by a city. 

National Claims History 
(NCH): 

Medicare claims.   

Nondemonstration 
Supplier: 

A supplier that is not eligible for Medicare reimbursement when 
providing demonstration products to designated beneficiaries.  
Nondemonstration suppliers may provide certain demonstration 
products for designated-beneficiary residents in skilled nursing 
facilities but will only be reimbursed according to demonstration 
prices. 



G-5 

NSC: National Supplier Clearinghouse. 

Ombudsman: A person in the demonstration site designated to coordinate 
educational and outreach efforts, answer questions, and receive 
and investigate complaints from beneficiaries, suppliers, and 
providers. 

Palmetto GBA: Palmetto Government Benefits Administrators, the demonstration 
contractor and Durable Medical Equipment Regional Carrier for 
Florida and Texas. 

Pivotal Bid: The dollar amount, chosen by CMS, that suppliers’ composite bid 
prices must be equal to or less than for their bids to be in the 
competitive range. 

Polk County, Florida: The geographic region selected in which to conduct the first 
DMEPOS demonstration.  Polk County is a single county 
Metropolitan Statistical Area. 

PPS: Prospective Payment System. 

Product Category: A bidding unit for the demonstration.  Each product category is a 
group of demonstration products. 

Product Code: A unique number, part of the HCFA Common Procedure Coding 
System, that identifies the products and procedures to be 
reimbursed by Medicare.   

Product Weight: A demonstration product’s estimated volume during the prior year 
or quarter divided by the product category’s estimated volume 
during the same year or quarter. 

Projected Allowed 
Charges: 

The allowed charges expected under a certain set of 
circumstances. 

Prospective Payment 
System: 

Federal prospective payment rates applicable to Medicare Part A 
skilled nursing facility services.  Payment rates will encompass all 
costs of furnishing covered skilled nursing services (i.e., routine, 
ancillary and capital-related costs) not associated with operation-
approved educational activities. 

Referral: When a Medicare beneficiary is referred to a DMEPOS supplier 
for medically necessary services. 
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Referral Agent: Someone responsible for referring beneficiaries to DMEPOS 
suppliers.  Referral agents may be hospital discharge planners, 
home health agency nurses, social workers, or physician office 
staff. 

Rental Episode: The continuous period of time during which a beneficiary rents 
an item from a supplier. 

Request For Bids: A formal procurement process by which CMS is requesting 
eligible Medicare DMEPOS suppliers to propose their most 
favorable prices for items and services included in the 
demonstration. 

RFB: Request for Bids. 

San Antonio, Texas: The geographic region selected in which to conduct the second 
DMEPOS demonstration.  The demonstration site covers three 
counties within the San Antonio Metropolitan Statistical Area:  
Bexar, Comal, and Guadalupe. 

Sanction: An official action by the Office of the Inspector General that bars 
a supplier from participating in the Medicare program during a 
specific time period or indefinitely. 

Service Area: A subset of the demonstration site that suppliers may bid to serve. 

SNF: Skilled Nursing Facility. 

Subcontracting: An agreement where a demonstration supplier allows a 
nondemonstration supplier to provide demonstration products.  
The demonstration supplier is responsible for the quality of the 
products provided by the nondemonstration supplier.   

Supplier Agreement: Document a potential demonstration supplier signs to agree 
formally to the obligations of its participation in the 
demonstration. 

Supplier Ratio: The ratio of the supplier’s composite bid price to the cutoff 
composite bid price chosen by CMS for the product category. 

Transition Policies: Provisions of the demonstration project that allow beneficiaries to 
continue receiving oxygen equipment and supplies and nebulizer 
drugs from their original supplier regardless of the supplier’s 
demonstration status.  These provisions also allow beneficiaries to 
maintain preexisting rental agreements for enteral nutrition 
equipment, hospital beds and accessories, and wheelchairs and 
accessories.   
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Volume Weight: A demonstration product’s estimated allowed charges during the 
prior year or quarter divided by the product category’s estimated 
allowed charges during the same year or quarter. 

Weighted Bid Price: The supplier’s bid price for a demonstration product multiplied by 
the product’s weight. 
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APPENDIX B 

MARGINAL EFFECTS OF THE DEMONSTRATION ON 

ACCESS- AND QUALITY-RELATED VARIABLES 

This appendix describes our methodology for calculating the marginal effects of the 

demonstration on access- and quality-related survey variables.  Tables B-1 and B-2 display 

estimates of these marginal effects along with regression-estimated coefficients, p-values, and 

predicted values in the absence of the demonstration for each dependent variable in the Oxygen 

Consumer Survey and the Medical Equipment Consumer Survey, respectively.  Table B-3 contains 

similar information for each dependent variable for which the demonstration had a statistically 

significant impact among a subset of survey responses. 

The calculation of marginal effects utilizes the coefficients estimated in the regression 

analysis of our model (see Section 3.1.2).  We use three distinct regression techniques depending 

on the nature of the dependent variable.  For variables that are continuous (such as equipment 

delivery times and distance from the beneficiary’s home to their supplier), we use ordinary least-

squares (OLS) regression.  For dependent variables defined as a binomial choice (such as whether 

a maintenance visit occurred in the last 30 days or whether a beneficiary uses portable oxygen), 

we use a logistic regression technique.  For variables that are ordinal in nature, we use an ordered 

logistic regression technique.  These ordinal variables are generated by survey questions such as 

“How would you rate the reliability of the equipment you use?” where response choices are “very 

reliable,” “somewhat reliable,” “somewhat unreliable,” and “very unreliable.”   

We use a t-test to determine if the coefficient of the Impact variable on each access-related 

outcome is statistically significant at the 5 percent level.  Where the Impact variable is statistically 

significant, we say that the presence of the demonstration had an observable effect on the measure 

of beneficiary access.  In Tables B-1 and B-2, statistically significant demonstration effects are 

relatively uncommon; the significant results are highlighted in bold.  Only statistically significant 

results from the subset analyses are shown in Table B-3; therefore, these results are not highlighted 

in bold. 

For dependent variables analyzed using OLS regression, �3 (the coefficient of the Impact 

term) can be directly interpreted as the demonstration’s marginal effect.  Logistic and ordered 

logistic regressions are not linear functions of the explanatory variables, so �3 cannot be directly 

interpreted as a marginal effect in these regressions.  We calculate these marginal effects using 

Stata software, at the means of the independent variables. 

For dependent variables estimated using logistic regressions, Stata calculates the marginal 

effect of the demonstration as the discrete change in the dependent variable as the Impact variable 
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moves from 0 to 1.  The dependent variables in our logistic regressions are all 0/1 variables, with 

means that indicate the percentage of respondents with a positive response (or, the probability that 

a respondent answers the survey question affirmatively).  Therefore, Stata’s marginal effect can be 

interpreted straightforwardly as a point increase in the percentage of respondents with a positive 

(1) response for the dependent variable. 

For ordered logistic regressions, Stata requires a specification of the outcome for which a 

marginal effect is to be calculated.  For each dependent variable, we specify the most positive 

response outcome (e.g., “very reliable,” “always,” an overall satisfaction rating of “10,” etc.) 

because the majority of responses on each of these variables fall in these categories.  With this 

specification, Stata calculates the marginal effect of the demonstration as the increase in the 

probability of this most positive response outcome.  Interpretation of these effects is therefore 

similar to that used with logistic regressions.  Note that this methodology will allow the sign (+/-) 

of the marginal effect to be opposite of the Impact term’s coefficient.  For example, a particular 

dependent variable measures a respondent’s comfort level using their oxygen conserving device 

with a 1 to 4 rating of comfort.  A response of “1” indicates that the respondent is very 

comfortable, and a response of “4” indicates that the respondent is very uncomfortable.  The 

coefficient of the Impact term for this variable is negative, indicating that the demonstration makes 

the respondent more likely to choose 1, the lowest numeric response, which corresponds to “very 

comfortable.”  The probability of choosing “very comfortable” in the absence of the demonstration 

is 0.650; the marginal effect of the demonstration is to increase this probability by 0.063. 

B.1 Predicted Values in the Absence of the Demonstration 

 In order to provide a baseline from which to judge the marginal effect of the 

demonstration, we calculate predicted values for each dependent variable in the absence of the 

demonstration.  For dependent variables estimated using OLS and logistic regressions, we employ 

the regression-estimated coefficients of each independent variable.  We multiply these coefficients 

by the means of each independent variable at follow-up in Polk County under the assumption that 

Impact equals zero.  We sum these terms to calculate �’x.  For variables estimated using OLS 

regression, �’x equals the predicted value of the dependent variable in the absence of the 

demonstration because of the linear nature of OLS.  For variables estimated using nonlinear 

logistic regression, we employ the following formula to calculate the predicted value using �’x: 

 

Value in Absence of Demonstration =  e�’x/(1+ e�’x) 

 

For the theoretical background of this formula, see Greene (1993, pp. 636-638). 
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 For dependent variables estimated using ordered logistic regressions, we calculate 

predicted values in the absence of the demonstration as the percentage of responses falling in the 

most positive response category (as described above) at follow-up in Polk County under the 

assumption that Impact equals zero.  To calculate these values, we take the unadjusted percentage 

of responses falling in the most positive category at follow-up in Polk County and subtract the 

marginal effect of the demonstration, as calculated by Stata.  Therefore, for variables estimated 

using ordered logistic regression, the predicted value in the absence of the demonstration 

represents the percentage of responses that would have fallen in the most positive category if the 

demonstration had not existed.  This allows for easier interpretation of the marginal effects 

calculation for ordered logistic regression variables. 
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