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Considerations in Value-Based Purchasing

| EFFORTS TO ALIGN PAYMENT WITH QUALITY

Compared to other industrialized nations, the United States spends a much higher percentage of its
GNP (16%) on healthcare expenses without the benefit of experiencing higher overall quality
outcomes. In 2006 alone, it is estimated that a total of $2,105 billion was spent on healthcare in the
United States. With the growing number of individuals over 65, this figure is expected to balloon to
$4,007 billion by 20186.

For over a decade, concern over growing healthcare expenditures has encouraged many healthcare
purchasers to look for ways to contain costs - often through the implementation of utilization
constraints and encouraging delivery of care in lower-cost settings by less expensive providers. Such
measures have failed to have a demonstrable effect on overall health expenditures while raising
concern about overall quality.

It is this concern about quality in the face of ballooning healthcare expenses in the U.S. that has
prompted researchers and policy-makers alike to question whether our healthcare payment system
may be “broken” — that is, whether it rewards utilization regardless of quality outcomes. This concern,
in turn, has prompted a growing movement among both private and public healthcare purchasers to
better align the level of provider payment with the quality of care delivered.

| P4P INITIATIVES ARE INCREASINGLY PREVALENT

Initiatives to pursue quality-based purchasing have come to be commonly referred to as pay-
for-performance (P4P) initiatives, or, in more recent parlance as pay-for-value (P4V). With
the endorsement of high-profile organizations, like the Institute of Medicine (IOM), the
evolution of quality measures, and the support of large healthcare purchasers such as The
Centers for Medicare and Medicaid (CMS), a variety of payors have begun implementing
P4P initiatives in different healthcare settings.

According to a 2006 survey, 28 states had already adopted some type of P4P program in
their Medicaid programs — half having been in existence for five or more years. In a separate
survey from 2004/2005, researchers found that 28% of primary care physicians in group
practices reported that P4P financial incentives were incorporated into their compensation
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arrangements. Other systematic surveys have found that more than half of the health plans
in randomly selected healthcare markets had P4P initiatives.

While increasingly prevalent, it is important to remember that while many large health plans may have
P4P initiatives, these programs often apply to only a subset of contracting provider groups and that
individual providers are not always aware of the P4P incentives in their contracts. In fact, discussions
of P4P programs often focus on a handful of ambitious efforts, some of which are outlined below in
Table 1.

Table 1

P4P Initiative

Practice Setting

Form of Financial Incentive

Association (IHA)

Integrated Healthcare

Physicians in group practice

in California

Bonus payments determined

independently by each
participating payor

Bridges to Excellence

Physicians and group
practices across the U.S.

Bonus payment per patient
from diagnosis groups for
which achieved higher quality
than peers

CMS/Premier Hospital
Quality Incentive

Not-for-profit hospitals
across the U.S.

Bonus payment in form of
increase reimbursement

Demonstration diagnosis groups for which
achieved higher quality than
peers

Bonus payment for better
quality or improvement than
peers on select outcome

measures

CMS Home Health P4P
Demonstration

Home healthcare

| MEASURING QUALITY PERFORMANCE

Measuring quality is inherently challenging given the abstract nature of the concept and the fact that it
has multiple meanings depending on setting and audience. Despite this challenge, in today’s
environment, each P4P initiative establishes its own system for measuring and rewarding quality
performance. In general, providers are evaluated on whether they exceed thresholds for specific
quality measures or how they rank compared to their peers. Depending on the initiative, providers are
either incentivized to perform well in order to receive financial reward or to avoid financial punishment
in the form of reduced payment.
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The quality measures incorporated into P4P initiatives, as one might expect, depend on what is
deemed most meaningful to the practice setting in question and what data is actually available for
measurement without too much additional burden. Such quality measures are often grouped into one of

three categories: process measures, outcome measures and patient satisfaction measures.

1. Process measures typically based on evidenced-based medicine, indicate that a provider did the
right thing at the right time to the right person. For example, a hospital or emergency room physician
may be judged on what percentage of their patients presenting with acute myocardial infarction
received aspirin upon admit. Different process measures apply to different groups of patients - you
would be less concerned whether a patient presenting with an asthma attack was given aspirin as you
would be for patient present with chest pain. Similarly, different process measures apply to different
provider types. You would not expect a thoracic surgeon and a family physician to be judged on the

Same process measures.

Challenge: The magnitude of the diversity in process measures can present a challenge within P4P
systems in terms of tracking, grouping, and efficiently determining and disseminating financial
incentives. Similarly, providers worry that they will be “punished” when they need to deviate from

standard practice to meet the individual needs of a patient.

2. Outcome measures reflect how a patient clinical status has changed over time while receiving care
from a provider rather than what the provider actually implemented during this care. Outcome measures
often involve comparing a patient’s clinical status at two points in time. In the home health setting,
outcome measures, such as improvement in pain, can be derived by comparing a patient’s level of pain
at start of care to his/her level of pain at end of care. Whether a patient “got better,” some argue, is
more important than what the provider did to get the patient there. Others suggest, that process
measures are a fairer manner by which to evaluate provider performance as they reflect on clinical

practices that the provider can actually control.

Challenge: Providers who care for more clinically complicated patients worry that they will have a hard
time scoring well on quality measures based on patient outcomes. While in theory, quality measures or
composites can be adjusted to account for these differences in patient mix, in reality, the methods
available may not lend themselves to the P4P programs, be acceptable to providers, or adequately

“level the playing field.”
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3. Patient satisfaction measures are also used to evaluate the quality of provider performance. These
measures indicate whether the patient was satisfied with the care they received regardless of their
clinical outcome or the clinical practice of their provider. Rather, they indicate such things as whether a
patient was confident with the provider’s skill, if they felt their wishes were respected, and if they would
recommend this provider to friends and family. Proponents of satisfaction measures suggest that at the
end of the day, if the patient is happy with their healthcare experience that suggests they received

patient-centered care and a boost to their quality of life.

Challenge: Based on perception, patient satisfaction measures, by their very nature, are subjective and
are perhaps more difficult to measure and target for performance improvement as compared to a more
objective process or outcome measure. In a way, they are an attempt to measure a subjective concept
(quality) with a subjective measure (satisfaction). Unlike process and outcome measures which are
often based on claims data or existing documentation, satisfaction measures rely on patient feedback,
typically in the form of surveys, which adds an additional data collection and processing burden

accompanied by risk for low response rate.

Composite measures. Many agree that quality of patient care is not a one-dimensional concept that
can be assessed by a single measure or group of single measures reported separately. To deal with
this challenge, many P4P initiatives incorporate composite scoring to roll-up the measurement of
multiple dimensions of quality. For example, the CMS/Premier Demonstration Project, underway since
2003, employs a composite methodology that combines both process and outcome measures for
specific patient subsets based on diagnosis seen at the hospital by using information obtained from

hospital information systems and patient medical records.

Challenge: While composite measures provide summary scores which are easier to talk about at a
global level with multiple audiences (consumers, payors, and providers) pave the way for easier
manipulation in managing a financial incentive system, they are not without their challenges as well. In
particular, the methodology for getting to a summary composite score, especially one that combines

process, outcome, and satisfaction measures, can be very complicated.
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ABOUT OCS

Founded by a pioneer in the area of home care outcomes, OCS has provided organizations with
performance improvement solutions since 1992. With over 1,500 clients spanning all 50 states,
OCS maintains the nation’s largest proprietary home care, hospice and private duty benchmark
databases comprised of patient-level data across all business components: clinical, financial,
operational, visit utilization and patient satisfaction. OCS uses this information to offer the
providers, consultants, investors and product companies with relevant research and industry
education, as well as business intelligence products and services. Endorsed by trade
associations throughout the country and recommended by major MIS vendors, OCS is the
premier quality management vendor for post acute care. For more information, access OCS’
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