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T he US health care system falls far short
of providing care consistent with national
standards of care and available knowledge.
There continue to be wide variations in

how care is provided, and a host of studies and re-
ports point to substantial deficits in the quality of
care being delivered.1–3 The study by McGlynn and
colleagues4 that examined the delivery of care in 12
communities across the United States found that pa-
tients receive recommended care only about 50% of
the time, irrespective of whether the care was pre-
ventive, acute, or chronic. These deficits were found
across medical conditions as well. Moreover, work
by Casalino et al with a national population of Physi-
cian Organizations (POs) found that they used less
than 50% of recommended care management pro-
cesses (eg, disease registries, guidelines, automated
reminders), with great variability across organiza-
tions and chronic illness conditions.5

In recognition of these deficits, the Institute of
Medicine released a landmark document Crossing the
Quality Chasm,6 which was a national call to action.
This report calls for significant change at all levels
of the health delivery system, with particular em-
phasis on system redesign that will drive substan-
tial improvements to close the quality gap. Of note,
the report called for creating and aligning incentives
for quality and increasing the transparency of quality
information for quality improvement, accountability,
and consumer choice.

In 2002, the Robert Wood Johnson Foundation
(RWJ) and the California HealthCare Foundation
(CHCF) funded 7 demonstration projects under the
Rewarding Results program to implement and evalu-
ate financial and nonfinancial incentives for quality.7

The funding for this initiative totals more than $8.8
million and is impacting the care of 22 million Amer-
icans. Among the 7 projects, the largest is the Inte-
grated Healthcare Association’s (IHA) Pay for Perfor-

mance (P4P) program, which currently covers over
6.5 million or close to one quarter of all Californians.
The sheer scope of P4P gives it great weight within
the most populous state in the nation. The 7 partici-
pating health plans—Aetna, Blue Cross, Blue Shield,
Cigna, Health Net, PacifiCare, and Western Health
Advantage—have contractual relationships with all
of the major capitated physician organizations, touch
45,000 physicians, and for some Independent Prac-
tice Associations (IPAs) represents 100% of their cap-
itated revenue.

This article describes the implementation of the
IHA P4P program and explores the difficult deci-
sions and collaborative structures that were created
to make statewide P4P a reality in California. In con-
trast to several of the other Rewarding Results P4P
demonstrations that involve only one health plan (eg,
Excellus Health Plan in Rochester, New York, or Blue
Cross Blue Shield of Michigan), this project is unique
in that it involves multiple, competing commercial
health plans in a large statewide initiative, thus rep-
resenting the kind and scale of interorganizational
coordination that may be needed to have substantial
impact.

PREVIOUS STUDIES

Several articles have explored the incentives im-
plicit in differing payment structures, while others
have suggested a research agenda to further exam-
ine the impact of financial incentives on physi-
cian behavior, specifically quality.8,9 Others have
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reviewed the myriad of physician incentive pro-
grams to reward quality.10 The published literature
on physician incentive programs speaks primarily
to the impact of financial incentives on utilization
and productivity.12–18 Few rigorously designed stud-
ies exist that examine incentive programs directed at
physicians to improve the quality of care delivered.
Of the few published studies examining the effect of
incentives for quality, the incentives were limited in
scope (eg, childhood immunizations, cancer screen-
ing) and/or the results were mixed.19–23 To date, there
have been no empirical studies of the impact of a
physician incentive program across a diverse patient
and payer population. Nor have there been publica-
tions that describe the implementation hurdles that
must be overcome.

Physician organizations in California were more
likely to be exposed to external incentives to improve
quality than those in the rest of the country, even
before the start of the P4P program.24 Nonetheless,
differential payments to California medical groups
during the 1990s focused more on utilization man-
agement and less on the quality of care.

PAY FOR PERFORMANCE PROJECT

The IHA Pay for Performance (P4P) project is a
collaborative effort among 7 California health plans,
215 POs, purchasers, and consumer advocates to im-
plement financial and nonfinancial incentives to im-
prove quality. The impetus for P4P in the California
market was a collectively defined need to create the
business case for quality, with the view that finan-
cial incentives would drive performance improve-
ments and investments in information technology
(IT) to support quality management and improve-
ment. While the individual health plans could im-
plement their own programs to improve quality, these
disparate efforts would result in large data collection
burdens on POs, due to lack of coordination. More-
over, no single health plan had enough market share
within any single PO to effect a behavior change. The
P4P project was an effort to reduce confusion in the
marketplace, both for providers and consumers, that
occurred as a result of competing health plans pro-

ducing individual PO scorecards with different mea-
sures and conflicting results.25

The concept of a collaborative effort among Cali-
fornia health plans and POs was conceived in 2000
by members of the IHA, a multi-stakeholder lead-
ership group. This followed an effort the previous
year by the purchaser community, led by Pacific Busi-
ness Group on Health (PBGH), to pay a 2% bonus to
POs based on quality performance. IHA is a not-for-
profit association of health plans, hospital systems,
POs, and related health care companies, policymak-
ers, and representatives of employers, consumers,
and government. The role of the IHA is to engage the
various sectors of health care delivery in dialogue and
collective action with the mission of advancing the
quality of health care delivered to its constituents in
California.

IHA historically has acted as a convener for the
health care industry in California on a variety of
policy and health care delivery issues including the
uninsured, technology assessment, and risk adjust-
ment. The concept of an industry-coordinated effort
to create a quality incentive program evolved from an
annual IHA leadership summit and was advanced at
a subsequent session sponsored by an IHA member
organization. The agreement to collaborate on a uni-
form set of quality measures occurred in 2001 and a
governance structure for the program was organized.

The program was given the name Pay for Perfor-
mance (P4P) and a Steering Committee was formed
that includes leaders from participating health plans
(Aetna, Blue Cross of California, Blue Shield of Cali-
fornia, CIGNA, HealthNet, and PacifiCare), POs, gov-
ernment, purchasers and consumer groups. The com-
mittee is assisted in its work by representatives from
organizations with expertise in quality measurement
and reporting including PBGH, The National Com-
mittee on Quality Assurance (NCQA), Centers for Dis-
ease Control, RAND, and University of California –
Berkeley. The Executive Director of IHA was desig-
nated as the chair of this committee with responsibil-
ity to organize quarterly meetings and provide staff
support.

The P4P Steering Committee was charged with es-
tablishing strategic direction for the P4P program,
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providing governance and setting policy as necessary.
In response, the Steering Committee decided to cre-
ate a program predicated on the belief that the group
would be more powerful than the single plan, that
common quality metrics could drive performance,
and that significant financial incentives would attract
and maintain the attention of POs. They determined
that the overall goal of the P4P was to significantly
improve PO performance in the delivery of quality
health care through public recognition and finan-
cial reward, thereby establishing the project’s core
objectives:

• Collaboration: P4P is accomplished through pur-
chasers, health plans, POs, and consumers work-
ing together.

• Measurement: The measurement set will be com-
prehensive and dynamic and include measures
of clinical quality, patient experience, and infras-
tructure to support patient care. Continual eval-
uation will assure alignment, relevance, and ef-
fectiveness, raising the bar on performance over
time.

• Reward: Health plans will offer financial incen-
tives tied to performance results. The financial
incentives will be significant and sustained to
promote performance-driven organizations and
justify investment in system reengineering.

• Accountability: All stakeholders have a role:
• Purchasers will promote health plan participa-

tion in P4P.
• Physician organizations will implement ap-

propriate internal performance measurement
systems, including individual physician
measures.

• A public scorecard will report comparative
physician group performance for use by con-
sumers.

In addition to the Steering Committee, a Techni-
cal Committee was created to govern development of
a uniform performance measurement set, standards
for data collection, and other technical components
of the P4P program. The membership of this commit-
tee includes multi-stakeholder representation draw-
ing on the collective technical expertise of organiza-
tions participating in the program. This Committee

has been supported by the Provider Group Oversight
(P-GO) team, which is composed of individuals with
measurement expertise from NCQA and the PBGH.
The P-GO team has been an important resource for
the implementation of the P4P, as they conduct many
of the required analyses to inform project decisions.
Involvement of staff from the NCQA provides an im-
portant link to NCQA’s work with the Health Em-
ployer Data Information Set (HEDIS) measures used
for health plan accreditation. The Technical Commit-
tee developed the initial performance measurement
set, which was submitted for public comment and
eventually approved by the Steering Committee late
in 2001. At this point, 6 California health plans had
agreed to participate by implementing a quality in-
centive program based either partially or entirely on
the uniform P4P measurement set. As of 2004, a sev-
enth health plan, Western Health Advantage, joined
the P4P.

Consistent with the program objectives above,
the P4P includes both financial (payments by the
health plans to the POs) and nonfinancial incen-
tives (a report card that provides public recogni-
tion). Under the P4P, POs receive bonus payments
from the contracted health plans on the basis of
a set of measures of clinical performance, patient
experience, and IT investment. The performance
measures were chosen on the basis of several
criteria:

• Strategic focus:
• Align with national measures (where feasible)
• Clinically relevant
• Affect a significant number of people
• Scientifically sound
• Feasible to collect using administrative data
• POs and health plans can influence
• Capable of showing improvement over time
• Important to California consumers

• System reform: Encourage system reengineer-
ing over incremental improvement. Move from
an individual disease management approach to
crosscutting measures and reward better out-
comes, customer service, structure, and efficie-
ncy for greater change and consumer relevance.
Apply risk adjustment so that payment reflects
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population mix and rewards doing better with
patients that require special care.

• Consumer-relevant: Add customer service and
other credible measures that better evaluate ser-
vice to members, administrative efficiency, and
quality-related utilization.

• Predictability and stability: Assure predictabil-
ity and stability in the measurement set. Phase-
in multiple part measures—moving from pro-
cess toward outcomes as appropriate. Leave each
measure in the set for at least 3 years. Evaluate
annually to adjust on the basis of experience, in-
cluding weighting and specifications. Consider
testing for 1 year where measures have not been
used before.

• Standardize: Provide the greatest comparabil-
ity between POs and enhance consumer and
provider benefit by having participating health
plans use a standardized measurement set.

• Alignment: Work to better align P4P measures
among plans, providers and purchasers with the
measures required by accreditation, HEDIS, and
public and private purchasers and regulators, in-
cluding movement to individual physician-level
performance.

In keeping with these criteria, the first year of P4P
experience was assessed using 6 clinical measures
(Table 1). All 6 measures use the HEDIS specifica-
tions, are produced only using administrative data,
and include patients who are enrolled on a contin-
uous basis. The patient experience measures come
from the California Consumer Assessment Survey
(CAS), which is derived from the national group-level
CAHPS survey. Physician organizations that want to
receive bonus payments from the health plans for
the consumer experience metrics need to participate
in the annual CAS survey fielded by the California
Cooperative Healthcare Reporting Initiative (CCHRI).
Finally, based on the belief that good quality is a re-
sult of the ability to manage care and identify those
patients at risk for chronic disease or in need of pre-
ventive services, there are several information tech-
nology (IT) measures on which POs are asked to self-
report. For future measurement years, P4P is adding
more clinical measures, is making the IT measures

more stringent, and creating an additional bonus op-
portunity for POs that provide performance data to
individual physicians. For the 2004 measurement
year the weights associated with the performance do-
mains shifted, with slightly less weight on clinical
measures and more on IT capability.

The P4P began in 2002 with a testing year, in which
many decisions were made regarding performance in-
dicators. This was followed by the first measurement
year in 2003. In August 2004, health plans and POs
received 2003 performance data aggregated for all of
the participating plans. In fall 2004, a public report
card was published by the California Office of Pa-
tient Advocate (OPA) on the basis of the Year 1 (2003)
performance results. The report card used the aggre-
gated data across the 6 health plans to develop ratings
for the clinical performance of 194 of the 215 POs
participating in the P4P, and it included data from
the CAS. These results were posted on a public Web
site (http://www.opa.ca.gov/report card/) to support
consumers in their health plan and PO selection.

YEAR 1 DATA SUBMISSION
AND RESULTS (2003)

Data submission

The NCQA fulfilled the role of an independent
“data aggregator” for the program by collecting 2003
measurement year results for all components of the
clinical, patient experience and IT domains of the
P4P measurement set. Clinical performance measure-
ment results for the 2003 measurement year were
submitted to the NCQA by both health plans and
self-reporting POs by the end of May 2004. Clinical
data were submitted for 215 POs representing 100%
of the enrolled P4P population. The patient experi-
ence data were taken from CAS for 133 POs, which
represent 89.5% of the enrolled population. Finally,
the IT data was self-reported to the NCQA by 100
POs, representing 79.2% of the enrolled population
(Table 2).

Information in the clinical and IT domains was
submitted to the NCQA subsequent to review and
approval by outside, independent auditors. The
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Table 2

DATA SUBMISSION SUMMARY (2003)

Number of Percentage Percentage of
groups of groups enrollment

Clinical measures 215 100 100
Patient experience∗ 133 62 89.50
Information 100 47 79.20

technology
investment

∗Some CAS survey results were combined to allow a consistent
unit of analysis across measure domains.

information received in each domain was then in-
tegrated into a consolidated data set, which was pro-
vided to the participating health plans and POs in
August, 2004.

2003 Clinical performance results (50%)

To be eligible for credit for a clinical performance
measure, a PO needed a minimum of 30 patients and
an average of 2.7 encounters per patient, specific to
that measure. Performance information was collected
for a total of 215 POs for the clinical measure set and
194 had sufficient sample size and patient encounters
for reportable results in at least one clinical measure.
Of the groups with reportable results, 74 scored at a
significantly higher level for at least 4 of the clini-

Table 3

CLINICAL PERFORMANCE YEAR 1 (2003)

No. of
Measure groups Mean SD 90th percentile 75th percentile 10th percentile

Asthma: All ages 145 66.66 6.86 75.13 71.21 58.59
Diabetes care: HbA1c screening 184 65.78 19.66 82.97 77.19 38.33
Cholesterol management: LDL screening 53 67.66 15.12 79.55 78.05 53.33
Breast cancer screening 183 64.38 10.18 75.75 71.52 50.91
Cervical cancer screening 185 62.41 15.02 78.60 73.11 42.86
Childhood immunizations: MMR 148 73.08 13.53 87.43 82.43 51.00
Childhood immunizations: VZV 148 69.02 13.86 84.18 80.24 48.08

cal measures, as compared to the mean performance
score for all groups. The greatest variations in clinical
scores were for the diabetes HBA1c screening, child-
hood immunizations, and cervical cancer screening.
The smallest variations in scores across POs were for
asthma care and breast cancer screening. Clinical per-
formance was measured by administrative data only;
therefore, some of the variation in clinical perfor-
mance may reflect relative capabilities of the partici-
pating POs to collect and report administrative data
(Table 3).

2003 Patient experience results (40%)

POs were required to participate in the CAS to re-
ceive credit for results in this performance domain.
Of the 215 POs that reported clinical results in year
one, 133 were scored in this domain. Although there
was not much variation in the performance scores
among POs in the area of patient experience with
care, POs continue to perform well below optimal
levels, especially in the area of access to primary
and specialty care, where 25% to 35% of patients re-
ported having problems. These results demonstrate
that there is still significant room for POs to improve.
Consistent with the previous year’s experience on the
CAS, POs in Northern California tended to perform
better, on average, than groups located in Southern
California. The factors that are associated with the
regional variation in performance have not yet been
determined (Table 4).
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Table 4

PATIENT EXPERIENCE YEAR 1 (2003)

Name No. of groups Mean SD 90th percentile 75th percentile 10th percentile

Communication with doctor 133 85.58 3.79 89.66 87.98 80.17
Rating of doctor 131 80.03 5.09 86.20 83.07 72.95
Rating of health care 133 69.98 6.30 78.07 73.98 65.09
No problem seeing specialist 131 59.46 6.91 66.75 63.64 50.03
Rating of specialist 126 70.98 5.90 78.59 75.33 63.20
Timely care and service 133 69.53 5.69 62.47 73.68 76.24

Data from Consumer Assessment Survey, 2004.

2003 Information technology investment
results (10%)

For the 2003 measurement year, POs demonstrat-
ing any one of the qualifying information technology
(IT) activities received half credit, and those achiev-
ing 2 activities received full credit for IT. A total of
100 POs of the 215 POs submitted results for the IT
domain, with 67 groups receiving full credit (full 10%
of bonus), 7 receiving half credit (5% of bonus), and
26 receiving no credit (0%). The implementation of
actionable reports utilizing integrated clinical data
was the most common activity reported for groups
(51%) in the data integration category. Retrieving lab
results (36%) and accessing clinical notes (36%) elec-

Table 5

INDIVIDUAL HEALTH PLAN BONUS PROGRAMS (AS OF SEPTEMBER 2003)

Other
measures

Use of P4P in bonus Data source Payment threshold
Health plan common measures plan for bonus Maximum bonus potential or percentiles

Aetna Yes No Aggregated data Up to 3.5% of capitation rate Percentile ranking
Blue Cross Some, but not all Yes Blue Cross data $4.50 PMPM∗ Percentile ranking
Blue Shield Yes No Aggregated data $2.00 PMPM Percentile ranking
CIGNA Yes Yes Aggregated data $1.60 PMPM minimum for the Threshold

and CIGNA data top performing groups
Health Net Yes No Aggregated data $2.25 PMPM Threshold
PacifiCare Some, but not all Yes Multiple data $21 million pool to be allocated Threshold

sources

∗PMPM indicates per member per month.

tronically were the 2 most common activities, for POs
receiving credit for point-of-care technology.

Incentive payment results

Each individual participating health plan devel-
oped its own formula to determine incentive payment
amounts and eligibility (Table 5). Payments for the
first measurement year were calculated by 4 plans
using the aggregated clinical plan results from all 6
participating plans. One plan continued its previous
practice of quarterly payments using its own plan
experience, and another plan paid annual bonuses
using its plan experience to meet contractual obliga-
tions, before the collective data set was available.
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Total incentive payment amounts for the 6 partic-
ipating plans against the P4P specific quality mea-
sures are estimated at about $40 million for the 2003
measurement year, and total health plan payments
for all measures of quality are estimated at over $100
million for 2003.

LESSONS FROM IMPLEMENTATION
OF P4P

There are many lessons that can be drawn from the
initial implementation of the IHA P4P project. The
large number of competing organizations that have
collaborated in this initiative may be unprecedented
in health care. The lessons from this real-time ex-
periment are instructive to others contemplating a
large-scale intervention to create a business case for
quality.

Lesson 1: Importance of a credible
and neutral convenor

At the heart of the process is the “credible con-
venor” role: an organization with the power to con-
vene major stakeholders because it has professional
standing and because it is trusted not to favor any
one stakeholder’s agenda over the others. The IHA,
an organization that itself represents diverse stake-
holders, created the role of a neutral convenor for
itself in 1995, and it is a key reason why the differ-
ent stakeholders have remained committed to the P4P
development process.

Lesson 2: Reconciling different philosophies
and perspectives

One of the most difficult decisions for the various
stakeholders was one of philosophy: would quality
improve faster if high goals versus more inclusive
goals were set? Some committee members, whom
we will call the Darwinians, believe that the bar
should be set at as high a level as possible to ag-
gressively drive performance improvement. The Dar-
winians also believe that thresholds for performance

should be made progressively more challenging over
time. The Darwinians acknowledge that this ap-
proach may force out of business some late adopters,
those who are less organized, or smaller POs that are
more likely to have poorer performance if patient en-
rollment migrates from poorer- to better-performing
groups. However, the Darwinians believe that this ul-
timately may result in better quality of care if the
poorer-performing entities are disbanded or absorbed
by better-performing POs. They argue that larger,
well-organized groups that embrace quality manage-
ment and which tend to have higher performance
scores should be rewarded for their commitment to
quality.

In contrast, other stakeholders, whom we will call
the Social Democrats, assert that “a rising tide lifts
all boats.” The Social Democrats believe that broad
participation is important, especially at the outset,
particularly among small, low-performing groups,
and consequently, they want to structure the pro-
gram so that it provides incentives for all groups
to improve care delivery. One of their fundamen-
tal beliefs is that not only should absolute perfor-
mance be rewarded, but also improvement, regard-
less of the level of the base score. Their goal is to
improve quality throughout the state, not simply to
consolidate the high-performing POs. The discus-
sions of the P4P program reflect a mixture of both
perspectives.

Differing viewpoints about implementing the
project have also arisen with the partnership between
P4P and the California OPA, a state agency whose
goal is to inform and educate consumers about their
rights and responsibilities as HMO enrollees. Estab-
lished in 2000, the OPA publishes an annual Quality
of Care Report Card to provide consumers compara-
tive information on the performance of California’s
largest HMOs and, more recently, medical groups
that form the provider networks of the HMOs. To
avoid confusion among consumers over potentially
competing report cards with different displays of
the performance information, the P4P and the OPA
agreed to collaborate to produce a single consumer
report card. The OPA’s report card is distributed
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through its Web site, in printed versions, as well as
through local pharmacies, community-based organi-
zations, and public libraries. The OPA’s legislative
responsibility is to advocate for the consumer and
so must independently decide on the content and
structure of the report card. It reserves the right to
make final decisions regarding the report card for-
mat and content. The independence of this entity
in displaying the results of the P4P program, out-
side the governance structure of the P4P program
generated concerns among some stakeholders over
the loss of control in the presentation of the results
to consumers, although the end result satisfied all
stakeholders.

Lesson 3: Allowing differentiation

Although the health plans are collaborating with
respect to the performance metrics to ensure uni-
formity for a core set of measures, antitrust regula-
tions preclude plans from collaborating on how they
pay the POs. As a result, there are 6 different for-
mulas that determine the amount of payment that
POs receive under the P4P (Table 5). For example,
in the first year Aetna paid the bonus as a percent-
age of the capitation rate, whereas Blue Cross paid
up to a set amount per member per month. In some
cases, payment was allocated after specific thresh-
olds were met: CIGNA provided payments only to
those POs performing above the 50th percentile. In
contrast, Blue Shield paid varying amounts at partic-
ular thresholds; for example, performance at the 30th
percentile earns 25% of the potential payment for a
specific clinical measure.

In addition to differences in payment approaches,
P4P did not require all health plans to use only the
P4P metrics when determining the basis on which
POs were to be rewarded. Several of the health plans
included additional metrics they used to calculate
bonus payments, although it is important to note
that some of these additional metrics derive from
legacy quality incentive programs in place prior to
P4P. The extent to which plans included additional
measures varies, with the most extreme example be-

ing Blue Cross, in which 72.5% of the potential
bonus for the 2003 performance was tied to non-P4P
measures.

Lesson 4: Testing the measure specifications

One of the most important roles in the P4P project
has been played by the P-GO team. This small group
of analysts is funded by a grant from the California
Healthcare Foundation to assist the P4P with devel-
oping measures specifications, testing new measures,
designing the process for data submission, integra-
tion and verification, and producing an integrated
“report card” back to plans and POs. These tasks are
critical elements of the design of any P4P program,
and it requires personnel and financial resources to
support this work, which is the backbone of pro-
gram implementation. Without their input, the P4P
would have relied solely on HEDIS or other spec-
ifications and would not have understood whether
those measures could be implemented directly at the
PO level. The P-GO team tested the feasibility and
usability of the 6 clinical measure specifications de-
rived from HEDIS. They worked with 6 POs and the
6 participating health plans, which agreed to test
the specifications for the 6 clinical measures during
the pilot period using 2002 data. In particular, the P4P
wanted to understand whether the PO populations
were large enough to support producing stable esti-
mates of clinical performance for each clinical mea-
sures and whether the POs could follow the specifi-
cations within their own data environment (to allow
POs the opportunity to capture more encounters on
which to base performance scores). This pilot process
allowed the team a chance to understand the techni-
cal support needs for the POs as they implemented
measures specifications as well as the cost trade-offs
of implementing the specifications at the PO and plan
levels. As a result of their work, not only were the
clinical measures specified in a manner that allowed
smooth, feasible data collection, but multiple tech-
nical assistance sessions were provided around the
state to the POs, which maximized PO opportunities
to self-report clinical measures.
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Lesson 5: Ensuring the integrity of data used to
score Physician Organizations

One of the challenges in basing quality payments
on performance scores derived from administrative
data is the capture and transfer of those data between
the PO and the health plan and ultimately to the data
aggregator (Fig 1). In a capitated environment where
encounter data are not the basis of payment (as oc-
curs in a fee-for-service environment), encounter data
capture by health plans was less than complete for
some POs. Some POs had invested in state-of-the art
data systems and believed their data were more reli-
able and complete than those reported by the health
plan. This belief was confirmed by prior experience
some California POs had with some health plans that
had produced clinical score cards using administra-
tive data. During these discussions, the plans and POs
agreed there were problems with the “identification
of encounters,” and “hand off” and “processing” of
encounter data from POs to plans, which likely ac-
counted for the low number of encounters shown in
health plan files. As a result, the P4P Steering Com-
mittee agreed that POs be allowed the option to re-
port 1 or more of the 6 clinical measures themselves,
with the provision that these data be audited. If a
PO was unable or unwilling to report the clinical
measures, the health plan data would be used. The
higher score, regardless of source, would be reported
and used as the basis for payment. Of the 215 POs,
56% self-reported at least 1 clinical measure. In total,
26% of all reportable clinical rates came from group-
supplied data.

To ensure that the administrative data capture was
relatively complete, the health plans set a minimum
threshold for POs to participate in the P4P. The
threshold was set at 2.7 encounters per member per
year (PMPY) that the plans would receive from the
POs. An analysis by the P-GO team found that 80%
of the groups would qualify for public reporting if a
2.7 PMPY threshold were set. Moving forward, to pro-
mote improvement in data capture, the P4P has in-
creased the encounter data threshold to 3.25 encoun-
ters PMPY upon which clinical performance scores
are computed. This step to encourage more com-

plete submission of encounter data is also expected
to move all plans toward use of the integrated plan
results rather than relying on their own plan results
for computing payments.

Lesson 6: Need for an independent data aggregator

Early in the formation of the P4P project, it be-
came clear that an independent, third-party entity
would be required to aggregate data at the PO level
across multiple health plans. Since the P4P project
includes data provided by competing organizations,
an external third party was essential to the process.
The data aggregator’s role is to create an annual re-
port for each participating PO and health plan that
includes integrated scores for the clinical measures,
patient experience, and care management (Fig 1). The
data aggregator provides each health plan with the
PO’s benchmark (ie, percentile ranking) and thresh-
old scores so that it can make its payment decisions.
Four of the 6 health plans relied only on the aggre-
gated data to make first-year bonus payments, while
2 used their own health plan data (Table 5). Each
PO received its own specific results, as well as the
norms for all groups for comparative information. Fi-
nally, PO scores were provided for the public report
card.

Lesson 7: Need for good communication
among all parties

Not surprisingly, an undertaking of this magnitude
requires extensive and ongoing communication, not
only of the decisions, but of the processes used to
determine the rules of the program, in large part
to assure the “buy in” of those involved. In addition
to the internal meetings of the P4P Steering and Tech-
nical Committees (and their associated work groups),
the IHA holds an annual public stakeholders meet-
ing each fall to update POs on the P4P project and to
solicit input and feedback. Feedback is also sought
through the IHA’s public call for comment on perfor-
mance measures for future years of the program. The
IHA has also deployed representatives of its Commit-
tees to serve as public speakers at local events, meet-
ings and conferences, such as the annual meeting
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Figure 1. Data collection overview—2003 Measurement year/2004 Payout year.

of the California Association of Physician Groups,
to engage the provider community, provide for di-
alogue, and to serve the broader purposes of ongoing
education.

FUTURE ISSUES

A variety of issues confront the program as it
evolves from an early developmental stage to a more
established standing. These issues underscore com-
plexities and opportunities not addressed at the pro-
grams’ onset, but present important considerations
for future program development.

Rewarding Improvement: An earlier discussion de-
scribed the differing schools of thought that favor
rewarding relative versus improved performance. A
consensus has developed among stakeholders sup-
porting the importance of rewarding improvement
over time to motivate initial low and middle per-
formers. To accomplish this, agreement must be
reached on how to measure improvement, for exam-
ple whether or not to establish a minimum threshold

first and then reward improvement after the thresh-
old is attained.

Pace and Scope of Measure Development: Pur-
chasers and health plans advocate for the addition of
many new measures, while the POs favor a more de-
liberate approach. Establishing the appropriate pace
and scope of the performance measure set requires
balancing the expectations of these stakeholders in
conjunction with the administrative capacity of the
program.

Measurement Set Weighting: Determining the
proper relative weighting for the performance mea-
sure set domains will be dictated by changing priori-
ties. The importance of incentives to promote invest-
ment in IT is a topic open to considerable debate.

Limitations of Administrative Data: Capturing ac-
curate laboratory and pharmacy data is essential to
move from process-oriented measures to outcome
measures in the clinical domain. The use of adminis-
trative data only also limits the potential to develop,
or add, certain new measures, including BMI screen-
ing or depression management.
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Expansion to Other Patient Populations: The cur-
rent program is limited to commercial HMO and
POs members, and requests to expand the program
to Medicare, Medicaid, PPO and self-insured popu-
lations have been rejected to date. These decisions
likely will be revisited in coming years.

Centers for Medicare and Medicaid Services (CMS)
Involvement: The importance of CMS and its grow-
ing interest in quality incentive payments highlights
the need to align measures and rewards in the
future.

Including Specialist Physicians: The California
P4P program currently emphasizes primary care with
a limited focus on specialists. Expansion of the mea-
surement set is essential to engage specialists in qual-
ity improvement efforts.

The issues facing California IHA P4P stakeholders
present an outline of outstanding issues that must be
ultimately considered by P4P initiatives nationwide.
As an early harbinger of the P4P movement, Califor-
nia offers the opportunity to bring to the surface and
explore these important issues in a project of signifi-
cant scale.

CONCLUSION

In summary, the IHA’s P4P initiative is the largest
and most complex of any program in the United
States that is paying physician organizations for de-
livering better quality of care. There were several key
factors that have led to the successful implementa-
tion of this program:

• A credible convener (ie, IHA) to bring competing
groups together

• Reconciling different philosophies and perspec-
tives regarding whether to be more or less in-
clusive while promoting higher standards for
quality

• Allowances for some differentiation in health
plan incentive programs

• Resources to test performance measures in ad-
vance of their going “live”

• Permitting data submission from both POs and
health plans

• A neutral third party that could aggregate the
data from the health plans and POs

• Ongoing communication among all stakeholder
groups

IHA’s Pay for Performance program successfully
met its first-year goals: paying $40 million in in-
centive payments in 2004 and laying the foundation
for future measurement and rewarding of improved
performance.
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