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(1)”perhaps the results as a 
whole would not be good enough to 
impress the public very favorably;” (2) 
it is “difficult, time-consuming, and 
troublesome;” and (3) “neither Trustees 
of Hospitals nor the Public are as yet 
willing to pay for this kind of work.”

Codman, c.1910

Past Environment
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Quality Problems

• Lack of meeting expectations for American 
health care community

• Incomplete assessment of performance

• Incomplete infrastructure to support ideal 
provision of quality health care (e.g. I.T.)
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Payment Trends
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A Payment Problem
• A relatively small number of people with certain 

chronic illnesses -- including diabetes, 
hypertension, and cardiovascular and 
cerebrovascular conditions-- account for a 
disproportionate share of Medicare expenditures. 

• 5% of enrollees consume 47% of the dollars and 
50% only consume 2% of the dollars (CBO, 2002)
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Another Payment Problem

Notes: Includes hospitalizations among FFS Medicare beneficiaries for AHRQ PQI measures. Dollars are nominal dollars.

2,552,440,2491,276,220,125638,110,06212,762,201,247Total

15,484,5177,742,2593,871,12977,422,587DIABETES UNCONTROLLED

21,864,79410,932,3975,466,199109,323,970DIABETES SHORT TERM COMPLICATION

24,019,32612,009,6636,004,832120,096,630HYPERTENSION

24,142,32712,071,1636,035,582120,711,633ANGINA

25,945,29212,972,6466,486,323129,726,461PERFORATED APPENDIX

61,760,40330,880,20215,440,101308,802,016ADULT ASTHMA

128,693,86364,346,93232,173,466643,469,317LOWER EXTREMITY AMPUTATION

151,166,76375,583,38237,791,691755,833,815DEHYDRATION

173,923,21286,961,60643,480,803869,616,059URINARY INFECTION

189,591,43294,795,71647,397,858947,957,162DIABETES LONG TERM COMPLICATION

353,404,788176,702,39488,351,1971,767,023,938COPD

616,617,273308,308,636154,154,3183,083,086,363BACTERIAL PNEUMONIA

765,826,259382,913,130191,456,5653,829,131,296CONGESTIVE HEART FAILURE

20% Saving10% Saving5% Saving
Year 2001
Payments

TOTAL MEDICARE PAYMENTS FOR PQI HOSPITALIZATIONS, 1995 AND 2001
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A Variation Problem

Dartmouth Atlas of Healthcare
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You can always count on Americans to do the right 
thing - after they've tried everything else. 
Winston Churchill
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Current Environment

NCQA, ABIM TO ALIGN 
REQUIREMENTS, SHARE DATA; 

AGREEMENT WILL ALLOW JOINT 
APPLICATION FOR MAINTAINING 

BOARD CERTIFICATION, RECOGNITION 
Agreement with American Board of Internal 
Medicine reduces redundancy for physicians 

seeking recognition from NCQA and its partners  
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California’s Pay for Performance 
Program for Doctors

Announces First Year Results: 
Estimated $50 Million Bonus Payout

Current Environment

For Better Health Care
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May 4, 2005
HEALTH

Push for Performance-Based Pay 
in Health Care Receives a Boost

"Medicare is dipping its toe in the water. But 
even when a gorilla sticks its toe in the 
water, it will still have a ripple effect," 

- David Cutler,
Economics Professor 
Dean of Social Sciences 
Harvard University.
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Physicians and Providers

• Issues:
– Trust or Credibility in measurement
– Trust in appropriate use of measurement
– Unintended consequences or perverse 

incentives if not appropriate methods where 
needed (e.g. risk adjustment for outcomes)
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Physicians and Providers

• Benefits
– Rewards superior performance and encourages 

overall improvement
– Aligns financial model to actual professional 

goals of improving the quality of health care 
services

– Focus on volume is diminished as focus on 
quality is heightened
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Issues to Consider in
Paying for Performance

• Vehicles for Encouraging Quality
– Information collection
– Information dissemination
– Financial rewards

(provide incentives, remove hindrances)
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Issues to Consider in
Paying for Performance

• What to Reward
– Relative quality
– Absolute threshold
– Improvement

• How to Finance Incentives
– Across-the-board reduction to create pool
– Offsetting penalties
– Offsetting savings
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CMS Current Activities

• Hospital Quality Incentive Demonstration
• Hospital 501(b) Reporting
• Physician Group Practice Demonstration
• Section 649 MCMP Demonstration
• Chronic Care Improvement Program
• Section 646 Medicare Health Care Quality Demo.
• Hospital Quality Alliance – Public Reporting
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CMS Current Activities

• ESRD Disease Management Demonstration
• Disease Management for Severely 

Chronically Ill Medicare Beneficiaries
• Care Management for High Cost 

Beneficiaries
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Premier Hospital Quality 
Incentive Demonstration

• CMS partnership with Premier, Inc.
– Nationwide organization of not-for-profit 

hospitals
– Members share information on quality and 

efficiency
– Uses financial incentives to encourage hospitals 

to provide high quality inpatient care
– Public reporting on CMS website
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Premier Hospital Quality 
Incentive Demonstration

• Eligibility: Hospitals in Premier Perspective 
system as of March 31, 2003 

• Voluntary: about 280 hospitals participating
• Demonstration project:  pilot test of concept
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The Premier Hospital Quality 
Incentive Demonstration

5 clinical conditions (34 measures)
– Acute MI
– Heart Failure
– Pneumonia
– Coronary Artery Bypass Graft 
– Hip and Knee Replacement

17
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Source of Quality Indicators

AMI - Inpatient mortality rate1,2

CABG - Inpatient mortality rate3

CABG - Post operative hemorrhage or hematoma4

CABG - Post operative physiologic/metabolic 
derangement4

Hip/Knee -Post operative hemorrhage or hematoma4,5

Hip/Knee - Post operative physiologic/metabolic 
derangement4,5

Hip/Knee - Readmission 30 days post discharge5
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Recognition & Financial 
Rewards

• Top 50% of hospitals in each clinical area 
publicly acknowledged on CMS website

• Top 20% of hospitals in each clinical area 
receive bonuses
– Hospitals in top decile get 2% bonus on their 

Medicare DRG payments for discharges in 
those categories

– Hospitals in second decile get 1% bonus
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Recognition & Financial 
Rewards

• Baseline performance thresholds set in year 1 
– Separate threshold for each clinical area
– Thresholds set at 80th and 90th percentiles

• Year 1 thresholds applied in year 3
– Hospitals below thresholds receive reduced payment
– 1% reduction for score below 80th percentile threshold; 

2% reduction for score below 90th percentile threshold
• Provides extra incentive for all hospitals to 

improve performance
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One possible payment scenario

1st Decile

Hospital 2

Condition X

Condition X

Condition X

Top 
Performance 
Threshold

Payment 
Adjustment  
Threshold

2nd Decile

3rd Decile

4th Decile

5th Decile

6th Decile

7th Decile

8th Decile

9th Decile

10th Decile

Year One Year Two Year Three

1st Decile

2nd Decile

3rd Decile

4th Decile

5th Decile

6th Decile

7th Decile

8th Decile

9th Decile
10th Decile

1st Decile

2nd Decile

3rd Decile

4th Decile

5th Decile

6th Decile

7th Decile

8th Decile

9th Decile

10th Decile
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Early Data Results
• The preliminary analysis of first-year performance found median 

quality scores for hospitals improved:
•
• From 90 percent to 93 percent for patients with acute myocardial

infarction (heart attack). 
• From 86 percent to 90 percent for patients with coronary artery bypass 

graft. 
• From 64 percent to76 percent for patients with heart failure. 
• From 85 percent to 91 percent for patients with hip and knee 

replacement.
• From 70 percent to 80 percent for patients with pneumonia. 
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Physician Group Practice 
Demonstration

• Mandated by BIPA
• Large (200+ physicians), multi-specialty 

groups
• Affiliations with other providers
• Well-developed clinical and management 

information systems
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Physician Group Practice 
Demonstration

• Encourage coordination of Part A and Part 
B services

• Promote efficiency through investment in 
administrative structure and process

• Reward physicians for improving health 
outcomes
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Physician Group Practice 
Demonstration

• Annual performance targets established for 
each group

• Bonus earned if actual Medicare spending 
for assigned beneficiaries is less than the 
annual performance target (minus a 2% 
savings threshold)
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Physician Group Practice 
Demonstration

• 2% savings threshold
• Medicare retains 20% of savings beyond 

threshold
• Bonus to groups allocated based on

– Savings (70%)
– Quality (30%)

• 15% limit on bonus
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Physician Group Practice 
Demonstration

Evaluation Criteria for practices:
• Organizational structure
• Leadership & management
• Financial stability
• Quality assurance
• Process and outcome measurement
• Demonstration implementation plan
• Location
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Medicare Shares Savings
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Quality Financial Medicare

• Medicare Retains 20% of 
Savings

• Groups May Earn up to 80% of 
Savings
– Performance Payments Earned 

for Efficiency & Quality
– Increasing Percentage of 

Performance Payments Linked 
to Quality

• Maximum Annual Performance 
Payment Capped at 5% of 
Medicare Part A & Part B Target
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Financial Measurement Issues

• Assigned Beneficiaries
– Retrospective Assignment
– Group Must Provide Plurality of Outpatient E&M 

Services
– No Lock-In, No Enrollment

• Savings Measured on Actual Claims Experience 
of Group & Local Market
– Reconciliation & Claims Lag Implications

• Three Year Performance Period
– No Annual Rebasing
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Quality Measures & Phase In Plan

Pneumonia VaccinationPneumonia Vaccination

Influenza VaccinationInfluenza Vaccination

Warfarin Therapy for Patients HFFoot Exam

Ace Inhibitor TherapyAce Inhibitor TherapyEye Exam

LDL Cholesterol LevelBeta-Blocker TherapyUrine Protein Testing

Colorectal Cancer ScreeningLipid ProfilePatient EducationLDL Cholesterol Level

Breast Cancer ScreeningBlood PressureBlood Pressure ScreeningLipid Measurement

Blood Pressure Control Plan of 
CareBeta-Blocker Therapy – Prior MIWeight MeasurementBlood Pressure Management

Blood Pressure ControlDrug Therapy for Lowering LDL 
Cholesterol

Left Ventricular Ejection Fraction 
TestingHbA1c Control

Blood Pressure ScreeningAntiplatelet TherapyLeft Ventricular Function 
AssessmentHbA1c Management

Preventive CareCoronary Artery DiseaseCongestive Heart FailureDiabetes Mellitus

---------------------------------------------------------------Year 3 ---------------------------------------------------------------

---------------------------------------------Year 2 ---------------------------------------------

---------- Year 1 ----------
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Ten Physician Groups Represent 5,000 Physicians 

& Over 200,000 Medicare Fee-For-Service Beneficiaries

Dartmouth-Hitchcock Clinic Southwest New Hampshire / Eastern Vermont
Deaconess Billings Clinic Souteast Montana / Northern Wyoming

Geisinger Clinic Central-Northeast Pennsylvania
Middlesex Health System South-Central Connecticut

Marshfield Clinic North-Central Wisconsin
Novant Medical Group Northwest North Carolina

Park Nicollett Health Services South-Central Minnesota
St. John's Health System Southwest Missouri / Northwest Arkansas

The Everett Clinic West-Central Washignton
University of Michigan Faculty Group Practice Michigan
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ESRD Disease Management 
Demonstration

• Capitated payment for bundle of services 
used by ESRD patients

• Portion of payment set-aside for 
achievement of ESRD-related quality 
measures

• In the final stages of waiver approval 
process
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Care Management Performance 
Demonstration (Sec. 649)

• Small to medium-sized physician practices 
• To promote adoption and use of IT in physician 

offices
• Create infrastructure for Medicare receipt of data 

from electronic office-based systems for use in 
technical assistance and public reporting

• To improve the ability to manage patient care
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Care Management Performance 
Demonstration (Sec. 649)

• Incorporation of health information 
technology

• Broad waiver authority
• Eligible organizations

– Physician groups
– Integrated delivery systems (IDSs)
– Regional coalitions of physician groups or 

IDS’s
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Medicare Health Care Quality 
Demonstrations (Sec. 646)

• Payment models
– Shared Savings
– Capitation or Partial Capitation
– Per Member Per Month Fee
– Restructured Fee-for-Service Payments
– Regional Global Budget
– Other?
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Medicare Health Support Program

• Phase I, series of demos: 
– Develop, test and evaluate care improvement 

programs using randomized controlled trials.  
– Offered on a voluntary basis to certain eligible 

beneficiaries in geographic areas that in 
aggregate consist of 10% of total beneficiaries 
(approx. 300,000 beneficiaries)

• Phase II, successful projects expanded nationwide
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• Oklahoma: LifeMasters Supported SelfCare, Inc. (1-888-713-2837) - started 
8/1/05 

• W. Pennsylvania: Health Dialog Services Corp. (1-800-574-8475) - started 
8/15/05

• Washington D.C. & MD: American Healthways, Inc. (1-866-807-4486) -
started 8/1/05

• Mississippi: McKesson Health Solutions, (1-800-919-9110) – started 8/22/05
• Chicago, Illinois: Aetna Life Insurance Company, (1-888-713-2836) – started 

9/1/05
• Northwest Georgia: CIGNA Health Support, LLC, (1-866-563-4551) –

started 9/12/05
• Central Florida: Green Ribbon Health. (1-800-372-8931) – started November 

1, 2005
• Tennessee: XLHealth Corporation (1-877-717-2247) – to start January, 2006

Medicare Health Support Program
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Medicare Health Support Program

• Achieving a net savings of 5%, 

• Achieving improvement in indicators of 
clinical quality

• Achieving a negotiated level of satisfaction 
with the MHS program experience
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Physician Voluntary Reporting Program

• Announced – October 28, 2005
• Implementation – January 2006
• 16 measures of clinical quality
• G code indicators submitted through claims 

system*
• Voluntary, phased-in approach
*Working with AMA to allow use of CPT Category II codes
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Thanks!

Trent T. Haywood, MD, JD
thaywood@cms.hhs.gov

410-786-1034


