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F ew concepts in recent years have generated as much conversation
and controversy as pay for performance. Lauded by legislators and
insurers and raising questions by physicians and other practitioners,
pay for performance has been implemented in a variety of settings and
pilot programs. Yet, many people still don't really understand pay for
performance, what it is, and what it means to health care practitioners
and patients. By taking a closer look at the basic issues surrounding
pay for performance, physicians and others can have a better
understanding of what this concept means to them and how it will
impact their patients and practices in the months and years ahead.

Defining Pay for
Performance

The term “pay for performance”
generally is used to describe incen-
tive programs that provide finan-
cial bonuses or rewards to physi-
cian groups or other entities (such
as hospitals or health plans) that
achieve or meet specific quality
and/or efficiency benchmarks set
by a particular program (such as
Medicare).

Broadly, pay for performance
programs are designed to reward
quality by creating financial in-
centives that promote excellent
patient care and structural
change. Pay for performance
also aims to encourage physi-
cians to broaden their delivery of
patient care beyond office visits.
Proponents of the concept sug-
gest that health care will improve
and costs will go down as quality
increases.
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According to the American
Medical Association (AMA), pay
for performance has 2 core re-
quirements. It:

e employs a common set of met-
rics to measure physician group
performance, and

e commits significant funding to
reward this performance.

The majority of physician pay
for performance programs are
sponsored by major health plans
that have a substantial market
share. However, some large em-
ployer groups/coalitions have be-
gun to offer incentives directly to
the physicians who care for their
employees. Additionally, some
physician groups have implement-
ed their own pay for performance
programs.

Pay for performance bonuses
tend to be fairly modest. They gen-
erally amount to about 1% to 5%

of the physician practice’s total
revenue from a particular health
plan.

Origins of
Pay for Performance
Pay for performance is part of the
“health care quality movement”
that has evolved in recent years as
efforts to contain costs led to con-
cerns about the quality of care and
outcomes of interventions and
treatments. Several issues drive the
move toward pay for performance:
e current reimbursement systems
do not effectively or consistently
reward quality or performance;
e performance report cards gener-
ally focus on health plans and
not providers; and
e individual health plans often is-
sue their own report cards, re-
sulting in mixed messages, in-
consistent data, and confusion
for patients and others.

The Pacific Business Group on
Health (PBGH) first attempted to
launch a pay for performance-type
initiative back in 1998. However,
the concept was still too new and
the program failed. Two years lat-
er, the Institute of Medicine (IOM)
report, To Err Is Human: Building
a Safer Health System, suggested
that accountability had a key role
in promoting quality and safety.!
This concept evolved into a more



widely accepted version of pay for
performance, and the first pilots
began appearing sporadically.

In September 2001, the Inte-
grated Healthcare Association
(THA) convinced 6 major Califor-
nia health plans—Aetna, Blue
Cross of California, Blue Shield of
California, CIGNA, Health Net,
and PacifiCare—to support a
common set of performance meas-
ures for physician groups and fi-
nancial incentives based on the set
performance measures. Also in
2001, the IOM released its report,
Crossing the Quality Chasm, A
New Health System for the 21st
Century, which stated:

“Even among health profes-
sionals motivated to provide
the best care possible, the
structure of payment incen-
tives may not facilitate the ac-
tions needed to systematically
improve the quality of care,
and may even prevent such
actions. For example, re-
designing care processes to
improve follow-up for chron-
ically ill patients through elec-
tronic communication may
reduce office visits and de-
crease revenues for a medical
group under some payment
methods. Current payment
policies are complex and con-
tradictory, and although in-
cremental improvements are
possible, more fundamental
reform will be needed over
the long run. The goal of any
payment method should be to
reward bigh-quality care and
to permit the development of
more effective ways of deliv-
ering care to improve the val-
ue obtained for the resources
expended.”

ay for performance
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Created in response to the
Crossing the Quality Chasm, A
New Health System for the 21st
Century report, Bridges to Excel-
lence (BTE) encouraged more
patient involvement in pay for per-
formance efforts. The organiza-
tion, a nonprofit group involving
employers, providers, and health
plans, recommended a redesign of
the way providers are paid that
encourages quality improvement.
Bridges to Excellence also has de-
veloped several pay for perform-
ance programs in collaboration
with the National Coalition on
Quality Assurance (NCQA), which
pay physicians’ offices up to $50
per year for each patient covered
by a participating employer or
plan.

More recently, the Medicare
Payment Advisory Commission
(MedPAC) recommended that
Congress establish a quality-incen-
tive payment policy for Medicare
physicians. The Commission made

several specific recommendations
geared toward establishing a pay
for performance system across
health care settings and systems.
These recommendations included
using information technology in
Medicare initiatives to reward
physicians financially on the basis
of quality.

At the same time, members of
the Practicing Physicians Advisory
Council (PPAC) have urged the
Centers for Medicare and Medic-
aid Services (CMS) to exercise
caution in any efforts to promote
pay for performance. Nonetheless,
CMS is making plans to imple-
ment pay for performance into
physician reimbursement, and the
agency has begun demonstration
projects with hospital and physi-
cian practices. In fact, last Janu-
ary, the agency announced a
3-year pay for performance pilot
project, involving 10 large physi-
cian practices.

Under the pilot program, CMS
will continue to pay physicians on
a fee for performance basis, but
the agency will add payments
based on quality and outcome
measures for patients with certain
chronic illnesses, such as conges-
tive heart failure, coronary artery
disease, diabetes, and hyperten-
sion. At the same time, CMS will
look at physician practices’ use of
preventive interventions, such as
influenza vaccinations, and pre-
ventive measures to limit or pre-
vent complications in patients
with chronic illnesses.

At the local level, states such as
Connecticut, Florida, Kentucky,
North Carolina, Tennessee, Texas,
and Michigan have enacted or are
considering legislation creating pro-
grams to study quality or promote
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best-practice measures. Although
these don’t necessarily address pay
for performance in detail, they sug-
gest that this concept is spreading in
its acceptance on the state level, as
well as the national and regional
levels.

How Pay for Performance
Works...One Story

Under the IHA plan, the pay-
ments made under a pay for per-
formance system will be made to
the physician groups involved.
The physician groups then can
use the money to improve man-
agement systems, upgrade infor-
mation technology, and/or offer
bonus payments to individual
physicians. The set of measures
used to evaluate and reward
physician group performance in-
cludes clinical performance, pa-
tient experience, and information
technology investment. The clini-
cal component includes 3 preven-
tive health measures (childhood
immunizations, breast cancer
screening, and cervical cancer
screening) and 3 chronic care
measures (relating to asthma, dia-
betes, and heart disease). The pa-
tient experience takes into ac-
count 4 issues: communication
with the physician, specialty care
received, timely care and service,
and overall rating of care. Finally,
the information technology meas-
ure assesses the physician group’s
ability to integrate data and/or
provide physicians with data at
the point of care.

Health plans—and, in some cas-
es, physician groups—supply au-
dited data to an independent enti-
ty that compiles the scorecard.
The patient experience data come
from a statewide vendor that man-
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hile there
still are many
questions and
concerns about pay
for performance,
the handwriting on
the wall is bold
and clear: pay for
performance is
here to stay.

ages a consumer assessment sur-

vey. Performance ratings are made

public via print and Web-based
sources.

Of course, each pay for per-
formance pilot or program is
unique to its setting and stake-
holders. In general, however, pay
for performance programs have
a few key features. These include
a balanced scorecard that incor-
porates patient satisfaction and
clinical measures, public report-
ing of results, and an opportunity
for all physician groups to benefit
via rewards for performance im-
provements.

One study suggests that an ef-
fective pay for performance pro-
gram also must include’:

e trust between physicians and
the organization that deter-
mines/manages the incentives;

e recognized need for change;

¢ confidence in the data on which
the rewards are based;

e perceived fairness and value of
incentives; and

e support of medical leadership.

Pay for Performance:

Where Do We Stand?
Although many organizations are
considering or planning pay for
performance programs and there
are relatively few fully realized ini-
tiatives, the numbers are growing
by leaps and bounds. As of Sep-
tember 2004, fewer than 40 health
plans had some type of pay for
performance program. One year
later, there were nearly twice that
number.*

While there is concern among
physicians and others about pay
for performance programs and
how they will work, physicians
groups increasingly are realizing
that such programs will move for-
ward with or without them. As a
result, many organizations are
planning ahead and developing
pay for performance programs to
ensure that their input and con-
cerns are represented. National
organizations, such as the Ameri-
can Academy of Family Physi-
cians (AAFP), the American Med-
ical Association (AMA), and the
American College of Cardiology
(ACC) have drafted or approved
guidelines that address standards
for pay for performance pro-
grams. Documents developed by
the AMA and the AAFP stress the
need to focus on quality instead
of cost cutting, involve physicians
in program design, employ evi-
dence-based and statistically valid
performance measures, and re-
ward performance improvement,
as well as the achievement of set
targets.

Elsewhere, the Joint Commission
on the Accreditation of Healthcare
Organizations (JCAHO) has devel-
oped key principles that payers can

(continued on page 54)



Take-Away Message
* Pay for performance is a reimbursement system that rewards

performance.

* CMS has introduced a voluntary program to report evidence-based

quality measures.

» Besides clinical performance measures, practices will be measured
on patient experience and information technology investment.

ROI
* Practices would be wise to develop quality improvement programs
and begin measuring certain chronic illnesses, such as congestive
heart failure, coronary artery disease, diabetes, and hypertension.
» This will require an investment in technology systems and other
resources to gain from a pay for performance system.

A Lesson in Pay for Performance

(continued from page 30)

use to structure their pay for per-
formance programs.

In the beginning, most pay for
performance programs targeted
primary care physicians. However,
other specialists increasingly are
involved in pay for performance
initiatives. In fact, some large in-
surers have started new specialty
physician networks for this pur-
pose. Physicians may be chosen to
participate in these networks on
the basis of measures, such as vol-
ume of work, quality outcomes,
and practice efficiencies.

What Will the Future Bring?
While there still are many ques-
tions and concerns about pay for
performance, the handwriting on
the wall is bold and clear: pay for
performance is here to stay. Advo-
cates and optimists hope that pay
for performance will change
physician and system behaviors in
ways that improve both quality
and patient safety. These individu-
als and organizations also hope
that financial incentives will facili-
tate improved population manage-
ment—ie, care for an entire prac-
tice, instead of just individual
patients.
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Despite high expectations, the
future road for pay for perform-
ance is not without some bumps.
There are still questions about
what measures will be most effec-
tive and how to assess various
measures. In addition, there are
many more uncertainties and con-
cerns. Nonetheless, the presence
of major players, such as CMS, on
the pay for performance band-
wagon makes it clear that this is a
concept that physicians and other
health care providers need to ac-
cept as an inevitable part of the
future. MPM
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Medicare Prescription Drug
Coverage
(continued from page 13)

www.ssa.gov or www.shiptalk.org
The Social Security Office and the
Commonwealth of Pennsylvania’s
Supplemental Health Insurance
Program (SHIP) are available to
answer questions and enroll resi-
dents in the different plans.

www.medicarerxeducation.org

A Key Dates Calendar posted by
the nonprofit MedicareRx Educa-
tion Network, which includes a
printable chart of important dates
regarding implementation of the
new Medicare drug benefit, is
available on this site.

Wwww.americangeriatrics.org

The American Geriatrics Society
has information and resources of
particular importance to health
care providers whose practices fo-

cus on seniors. MPM
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