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Physicians Groups Continue to Improve Quality and Generate Savings
Under Medicare Physician Pay for Performance Demonstration

The Physician Group Practice (PGP) Demonstration is the first pay-for-performance initiative for
physicians under the Medicare program. The demonstration creates incentives for physician
groups to coordinate the overall care delivered to Medicare patients, rewards them for improving
the quality and cost efficiency of health care services, and creates a framework to collaborate
with providers to the advantage of Medicare beneficiaries. Mandated by Section 412 of the
Medicare, Medicaid, and SCHIP Benefits Improvement and Protection Act of 2000, the goals of
the demonstration are to:

e Encourage coordination of Part A and Part B services;

e Promote cost efficiency and effectiveness through investment in care management
programs, process redesign, and tools for physicians and their clinical care teams; and

e Reward physicians for improving health outcomes.

Under the five year demonstration, the Centers for Medicare & Medicaid Services (CMS)
rewards physician groups for improving patient outcomes by proactively coordinating their
patients’ total health care needs, especially for beneficiaries with chronic illness, multiple co-
morbidities, and transitioning care settings. Since they will share in any financial savings that
result from improving the quality and cost efficiency of care, the groups have incentives to
integrate new care management strategies and electronic tools into day-to-day practice that,
based on clinical evidence and patient data, improve patient outcomes and lower total medical
costs. These strategies are designed to anticipate patient needs, prevent chronic disease
complications and avoidable hospitalizations, and improve quality of care.

Demonstration Overview x

Under the demonstration, physician groups continue to be paid under regular Medicare fee
schedules and may share in savings from enhancements in patient care management. Physician
groups may earn performance payments of up to 80% of the savings they generate. The
Medicare Trust Funds retain at least 20% of the savings. Performance payments are divided
between cost efficiency for generating savings and performance on 32 quality measures phased
in during the demonstration. As quality measures were added in performance years two and
three, the quality portion has increased so that in the third performance year 50% of any



performance payment is for cost efficiency and 50% is for achieving national benchmarks or
improvement targets on quality.

At the end of each performance year, total Medicare Part A and Part B per capita spending is
calculated for assigned beneficiaries and compared to a base year period to calculate an assigned
beneficiary growth rate. Physician group practices whose Medicare spending growth rate for
assigned beneficiaries is more than 2 percentage points lower than their comparison population
may share up to 80% of Medicare savings. The comparison population is derived from each
physician group’s local market area. Total Medicare Part A and Part B per capita spending is
calculated for Medicare beneficiaries residing in the local market area who did not have an office
visit at the physician group during the performance year and compared to a base year period to
calculate the local market area growth rate.

Medicare beneficiaries are assigned to each group if the group provided the plurality of their
office or other outpatient evaluation & management services during the performance year. On
average, assigned beneficiaries have five visits at the physician group during the year.

Expenditures are risk-adjusted, since the growth in per beneficiary spending can be affected by
changes in case-mix, or the health status, of the beneficiaries in a group. The demonstration uses
the CMS-HCC concurrent risk adjustment model which uses current year diagnoses to adjust
current year expenditures. Using concurrent risk adjustment in the demonstration provides an
accurate assessment of changes in the health status of beneficiaries.

Measuring Quality

Effective pay-for-performance systems require effective measures of performance as their
foundation. The ambulatory care measures used under the demonstration are part of Medicare’s
comprehensive efforts to improve the quality of care delivered to Medicare beneficiaries. The
measures were developed by CMS working in an extensive process with the American Medical
Association’s Physician Consortium for Performance Improvement and the National Committee
for Quality Assurance (NCQA). The measures have undergone review or validation by the
National Quality Forum, which provides endorsement of consensus-based national standards for
measurement and public reporting of healthcare performance data.

CMS worked with the physician groups to develop a consensus agreement on how to report the
measures and how to use them to assess performance and reward quality under the
demonstration. The measures were phased in starting with the diabetes mellitus measures that
were used to assess performance and reward quality care during the first performance year.
Additional measures focusing on congestive heart failure and coronary artery disease were added
in performance year two. Hypertension and cancer screening measures were added for
performance years three, four and five.

The demonstration rewards groups that improve and deliver high quality care. National

benchmarks and group specific quality improvement targets are used to provide incentives for
quality improvement as well as to recognize groups that are achieving high levels of
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performance. Combining national benchmarks and quality improvement targets provide for
achievable benchmarks for care.

Given their extensive focus on quality under the demonstration, the physician groups agreed to
place their incentive payments under CMS’s Physician Quality Reporting Initiative (PQRI), a
pay for reporting initiative, at risk for pcrformance on the quality measures reported under the
demonstration. As a result, the groups receive PQRI incentive payments based on their overall
quality performance under the demonstration.

CMS recently announced that other large physician groups may use this reporting process and
similar measures to participate in the PQRI pay for reporting initiative starting in 2010.
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Physician Group Practices

CMS selected ten physician groups on a competitive basis to participate in the demonstration.
The groups were selected based on technical review panel findings, organizational structure,
operational feasibility, geographic location, and demonstration implementation strategy. Multi-
specialty physician groups with well-developed clinical and management information systems
were encouraged to apply since they were likely to have the ability to put in place the
infrastructure necessary to be successful under the demonstration.

The demonstration allows CMS to test new incentives in diverse clinical and organizational
environments including freestanding muiti-specialty physician group practices, faculty group
practices, physician groups that are part of integrated health care systems, and physician network
organizations. The demonstration has fostered a nation-wide learning collaborative among the
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groups who voluntarily participate in this demonstration as a result of their leadership in their
communities and profession. CMS is working with the groups to identify successful health care
redesign and care management models developed for the demonstratlon that can be replicated
and spread across the health care system.

The ten physician groups represent 5,000 physicians and 220,000 Medicare fee-for-service
beneficiaries. The physician groups participating in the demonstration are:

Billings Clinic, Billings, Montana

Dartmouth-Hitchcock Clinic, Bedford, New Hampshire

The Everett Clinic, Everett, Washington

Forsyth Medical Group, Winston-Salem, North Carolina

Geisinger Health System, Danville, Pennsylvania

Marshfield Clinic, Marshfield, Wisconsin

Middlesex Health System, Middletown, Connecticut

Park Nicollet Health Services, St. Louis Park, Minnesota

St. John’s Health System, Springfield, Missouri

University of Michigan Faculty Group Practice, Ann Arbor, Michigan

Performance Results

Performance Year 1 Results -- At the end of the first performance year, all 10 of the participating
physician groups improved the clinical management of diabetes patients by achieving benchmark
or target performance on at least 7 out of 10 diabetes clinical quality measures. Two of the
physician groups -- Forsyth Medical Group and St. John’s Health System -- achieved benchmark
quality performance on all 10 quality measures.

In performance year one, two physician groups shared in savings for improving the overall
efficiency of care they furnish their patients. The two physician groups, Marshfield Clinic and
the University of Michigan Faculty Group Practice, earned $7.3 million in performance
payments for improving the quality and cost efficiency of care as their share of a total of $9.5
million in Medicare savings.

Performance Year 2 Results -- At the end of the second performance year, all 10 of the
participating physician groups continued to improve the quality of care for chronically ill
patients by achieving benchmark or target performance on at least 25 out of 27 quality markers
for patients with diabetes, coronary artery disease and congestive heart failure. Five of the
physician groups -- Forsyth Medical Group, Geisinger Clinic, Marshfield Clinic, St. John’s
Health System, and the University of Michigan Faculty Group Practice -- achieved benchmark
quality performance on all 27 quality measures.

In performance year two, four physician groups shared in savings for improving the overall
efficiency of care they furnish their patients. The four physician groups, Dartmouth-Hitchcock
Clinic, The Everett Clinic, Marshfield Clinic, and the University of Michigan Faculty Group
Practice, earned $13.8 million in performance payments for improving the quality and cost
efficiency of care as their share of a total of $17.4 million in Medicare savings.
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card, and a pharmacy driven insulin protocol for glycemic control in the inpatient setting. As a
result of these efforts focused on diabetes care, a majority of the clinic’s eligible physicians have
been recognized through NCQA'’s Diabetes Physician Recognition Program for excellence in
diabetes care. The Clinic also continues efforts to: (1) redesign heart failure care by leveraging -
an RN-directed telephonic computerized patient monitoring system; (2) decrease medication
errors by using electronic prescribing and reconciling medications at every care opportunity; (3)
expand the palliative care team; and (4) develop a community crisis center to benefit dual
eligible patients with mental health related events. For more information, contact: F. Douglas
Carr, M.D. at dcarr@pbillingsclinic.org.
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