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Practical Design and Implementation Considerations in
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ay-for-performance programs have grown substan-

tially during the past 10 years. The number of pro-

grams has increased from just a few a decade ago to
more than a hundred today.! To date, the operating com-
ponents of these programs, including quality measures,
data collection, reporting, and the size and methodology
of incentive payments, show broad variation. Most pro-
grams have been implemented in‘single communities or
markets. However, a few notable exceptions—California,
Hawaii, and Massachusetts—operate statewide.

There has been a proliferation of standards, princi-
ples, and statements articulating recommendations for
the design and composition of pay-for-performance
programs. Physician organizations, such as the Ameri-
can Medical Association,> American Academy of Family
Physicians,? and-the American College of Cardiology+
have been active in this regard. Their efforts have been
constructive, although not consistent, in advocating for
the constituency most immediately affected by these
programs: the physician.

As one might expect, conflicts in approaches to pay-
for-performance -among different stakeholders are not
uncommon and reflect a variety of methodological and
philosophical differences. This article deals with the
product of a recent consensus-based process involving a
cross section of physicians and medical managers. The
result of this process; a thoughtful set of physician-ori-
ented “perspectives,” is sufficiently broad to offer easy
comparison to existing programs, yet substantial enough
to highlight the practical conflicts and realities experi-
enced by those “in the trenches” who are designing and
operating pay-for-performance programs.

This paper provides a subjective, potentially-biased
analysis of these physician perspectives on the California
statewide pay-for-performance program sponsored by the
Integrated Healthcare Association (IMA), which began
operation in 2003. Since this program is the largest in the
country, it offers a reasonable source for comparison.’
Following this analysis is a brief commentary on the prac-
tical difficulties of putting these perspectives into opera-
tion that highlights the essence of the challenge:
designing and implementing performance measurement
programs that physicians deem valid and reliable.

Consensus-based Perspectives and Practical
Realities of Program Administration

The article by Forrest and colleagues® that prompted
this response outlines 6 components of pay-for-perform-
ance program design. The authors of the article provide
a brief context for each component and make specific
recommendations for implementation. As a means of
comparison, Table 1 provides an overview of these rec-
ommendations and a subjective ranking (low, moderate,
and high) of how the IHA-sponsored, California pay-for-
performance program complies with each recommenda-
tion. The purpose of this exercise is to gain a sense of
how physician concerns intersect with the actual imple-
mentation of pay-for-performance programs.

Overall, the California program shares a substantial
alignment with physician preferences, particularly as
they relate to payment, transparency, metrics, and eval-
uation. This may be reflective of the membership of the
consensus panel. Nonetheless, there were some con-
flicts. Most notable was the absence in the IHA-spon-
sored program of a mechanism to assure that patient
preferences were integrated into the “design, and the
lack of a comprehensive risk-adjustment methodology.

Practical Difficulties in Program Implementation
Can pay-for-performance’ programs be designed to
accommodate physician preferences, or do practical
barriers make them unrealistic? Table 2 provides an
assessment of the difficulties faced by program adminis-
trators attempting to implement physician preferences
into pay-for-performance programs across a broad cross
section of communities and markets. It includes a sub-
jective-assessment of the level of difficulty needed to
implement each of the consensus recommendations.
This assessment highlights the relative difficulties
involved. It also demonstrates the reality that the Cali-
fornia program was not created by fiat, but through a pro-
longed effort by a large and dedicated number of
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Table 1. Comparison of Physician Program Recommendations to Integrated Healthcare Association Pay-for-

performance Program

PFP Program Consensus Recommendations

IHA Program Compliance With Recommendations

1. Payment Structure

Payments are directed to physician organizations,
rather than individual physicians.

Payments are made for meeting certain thresholds

and improvements.

Negative financial incentives should be avoided
(in early phases).

High-Payments by health plans are made to physician organizations
(independent practice associations and medical groups) with an average
size of more than 150 physicians.

Low to Moderate—Payments by health plans are based upon relative
performance, generally after thresholds are met and payment for
improvement is recommended beginning 2006.

High-Negative financial incentives by health plans are not recommended,
nor have they been implemented.

. Transparency
Public disclosure of results.

Participating physician (organizations) and metrics
publicly reported.

Physicians (organizations) have the opportunity to
validate results.

High-The California State Office of the Patient Advocate (OPA) organizes
a public report card using aggregated program results.

High-Participant physician organizations are included in the OPA report
card and metrics are available on the IHA Web site.

Moderate-Data used to report results is aggregated by the National
Committee for Quality Assurance. Physician organizations have limited
opportunity to validate results.

. Metrics
Program uses a sufficient number of metrics across
the spectrum of health promotion activities/diseases.

The number of metrics is limited at outset and
re-evaluated.

Moderate-The IHA program includes 20 measures across 3 domains:
clinical, patient experience, and use of information technology. The
number of clinical measures is limited by the use of electronic data only,
without medical record review or other manual data collection.

High-The initial measure set included 13 measures and has grown
gradually over the past 3 years.

. Evaluations
Every PFP program should have some level of
evaluation.

High-The IHA program has an ongoing evaluation funded by the Cali-
fornia HealthCare Foundation and conducted by the RAND Corporation
and University of California, Berkeley.

. Communication and Patient Participation
Employers, purchasers, payers, and providers in
a market should coordinate efforts to develop
common measures.

Patient preferences should be included in the
design of PFP programs.

High-A very high level of collaboration by 7 health plans and 225
physician organizations representing 35 000 physicians.

Low-Patients have not been surveyed to determine preferences.

. Fairness
Payments should be risk adjusted for differences
in patient mix across providers.

Low to Moderate-Health plan payments are a derivative of age/sex adjusted
capitation payments, but a comprehensive risk-adjustment methodology is
not utilized.

PFP indicates pay for performance; IHA, Integrated Healthcare Asssociation.

stakeholders. Employers, health plans, physician organi-
zations, and other stakeholders have succeeded in coordi-
nating efforts to develop a common set of recommended
measures and procedures. However, this was a monumen-
tal task that required strong leadership and the subordi-
nation of organizational self-interests to succeed. The
bottom line: Collaboration involves a high level of difficul-
ty and is time consuming, but it can be achieved.

Some aspects of program design appear to involve
policy decision only, but in fact cannot be implemented

without making a multitude of decisions and resolving a
series of technical issues. Public disclosure is a good
case in point. The initial decision to disclose results sim-
ply opens the door to a cascade of important questions
about the level of reporting (individual or organization-
al), minimum sample size, relative or absolute rating (ie,
number of stars vs quantitative scores), and a myriad of
other considerations. The development of successful
solutions in turn requires both analytical and communi-
cation expertise that should not be underestimated.
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Table 2. Level of Difficulty Implementing Physician Recommendations

PFP Program Consensus Recommendations

Level of Difficulty to Implement Recommendations in a
Cross Section of Communities and Markets

1. Payment Structure

Payments are directed to physician organizations,
rather than individual physicians.

Payments are made for meeting certain thresholds
and improvements.

Negative financial incentives should be avoided
(in early phases).

Low to High-Highly variable based upon physicians’ organizational
structure (individual vs group) prevalent in communities and markets.

Low-Technical barriers relatively low if a consensus on methodology
is achieved.

Low-This is a policy decision.

. Transparency
Public disclosure of results.

Participating physicians/organizations and
metrics publicly reported.

Physicians/organizations have the opportunity to
validate results.

High-Trustworthy public reporting requires overcoming substantial
technical issues and painstaking “buy-in” from stakeholders.

Low-Reporting participants and measures is easily executed following a
policy decision to report.

High-Managing a process that provides sufficient time to validate
results requires substantial effort.

. Metrics
Uses a sufficient number of metrics across the
spectrum of health promotion activities/diseases

The number of metrics is limited at outset and
re-evaluated.

High-Developing measures and specifications supported by efficient and
timely data collection involves significant technical challenges and
stakeholder engagement.

Low-This is a policy decision.

. Evaluations
Every PFP program should have some level of
evaluation.

Moderate-Funding and stakeholder support require the commitment of
leadership from multiple organizations.

. Communication and Patient Participation
Employers, purchasers, payers, and providers in
a market should coordinate efforts to develop
common measures and procedures.

Patient preferences should be included in the
design of PFP programs.

High-Collaboration highly dependent on adequate levels of trust and
commitment among stakeholders. Requires active facilitation by a
neutral party.

Low-Patient input could be collected with relative ease through
focus groups or surveys.

. Fairness
Payments should be risk adjusted for differences
in patient mix.

High-Valid risk adjustment requires technical sophistication and reliable
data collection.

PFP indicates pay for performance.

Variation in community dynamics presents its own
unique challenges. How does a community with primari-
ly individual practitioners report at an organizational
level? How does a community without a history of
interorganizational collaboration develop a common set
of measures? These challenges highlight the need for new
approaches and creativity in program design to accom-
modate the unique characteristics of communities.

Increasing the Validity of Performance
Measurement

The consensus recommendations strongly advocate
for the development of measures and methodologies

that properly validate conclusions about how physicians
and physician organizations are performing. From a
practical standpoint, this can only occur if those being
measured are intricately involved in the selection and
design of measures and measure specifications, despite
whether measurement occurs at an individual or group
level. If the physicians that are being measured do not
believe the conclusions are valid, are they? Perhaps, but
the exercise is doomed without the proper engagement
of those being measured.

This principle may seem self-evident, but there are
potential barriers to its execution. Measuring across a
community or market demands physician or physician
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group input across a spectrum of beliefs and values.
Reaching consensus is a time-consuming and often ardu-
ous process. This challenge underscores the practical
wisdom of implementing a limited number of measures
at a program’s onset.

Increasing the Reliability of Performance
Measurement

The consensus recommendations discussed in the
Forrest et al articles argue that one advantage to reporting
at the physician organizational level is to increase the
likelihood of obtaining a sample size that can produce sta-
tistically meaningful results. In the case of the IHA-spon-
sored program, reporting at the physician group level, in
combination with aggregating data for common measures
across competing health plans, has dramatically
enhanced the ability to report across multiple measures
and physician organizations. The patient population in
the IHA-sponsored program includes more than 6 mil-
lion HMO members enrolled in 7 participating health
plans. The results are collected by plans and physician
organizations, subjected to an audit, and submitted to the
National Committee for Quality Assurance, which aggre-
gates the information into a single dataset. This dataset is
then used for public reporting by the California Office
of Patient Advocate, a state agency, and by the individual
health plans for calculating incentive payments.

The power of aggregating data across health plans is a
significant and important component of the IHA-spon-
sored program design. To highlight this point, consider
that 3 of the participating health plans have less than
500 000 members each (small plans) and 4 of the partic-
ipating health plans have more than a million members
each (large plans). On average, a small participating
health plan would only be able to report against all clin-
ical measures in the program for 16% of its network
physician groups; however, using the aggregated dataset
it can report against all of the same measures for 70% of
its network physician groups. Furthermore, on average,
a large participating health plan would only be able to
report against all clinical measures in the program for
30% of its network physician groups using its own data,
but using the aggregated dataset it can report against all
of the program’s clinical measures for 65% of its network
physician groups.

Conclusions

A comparison of consensus recommendations to the
IHA-sponsored program demonstrates a close alignment
between physician preferences and program design. To
some degree this comparison may have been advan-
taged by the inclusion of medical managers in addition
to physicians in the consensus process.

An element not considered in the consensus recom-
mendations was the amount of pay (as a percentage of
total pay or in absolute amounts) that should be includ-
ed in the performance equation. The opportunity to
earn meaningful incentives is an issue that will domi-
nate the discussion in most communities considering
pay for performance. Future recommendations should
consider what amount of incentive is appropriate in the
context of a relatively fixed budget.

The use of data aggregation will be another important
component in pay-for-performance programs. Although
many markets may not be characterized by large physi-
cian organizations or existing collaborations to collect
data, these challenges can and should be overcome.
Physician performance can be measured by geography
or along lines of affiliation, such as by hospital. Efforts to
collect data across payers solely for the purpose of qual-
ity measurement do exist and are feasible with the assis-
tance of existing quality improvement organizations and
other credible, neutral nonprofit organizations.

Nationwide, managed care experience in the 1990s
demonstrated that without adequate physician (and
consumer) input into the design of utilization practices
and incentives that affect physicians, program sustain-
ability is short-lived.” Pay for performance offers great
promise to catalyze quality improvements and better
align financial incentives; accordingly, an open dia-
logue with physicians about the best design for these
programs is essential. However, this must be done with
consideration for the current state of measurement sci-
ence and its practical challenges. These challenges
should not be used as a shield to prevent progress;
rather, they should be understood as obstacles that can
be overcome through collaboration, technological
advances, and improved measurement science.
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