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Better Patient Outcomes Through Pay-for-Performance: Wishful Thinking?

A study recently released by the Harvard School of
Public Health indicates that hospitals’ participation in
pay-for-performance (P4P) incentive programs is
unlikely to produce meaningful improvement in patient
outcomes." The 252 hospitals that participated in
Premier Inc.’s Hospital Quality Incentive
Demonstration (HQID) and treated more than six
million patients over the course of six years failed to
achieve lower 30-day mortality rates when compared to
their non-participating counterparts.” In addition, the
Harvard study did not reveal any significant differences
in mortality trends between the conditions whose
outcomes were explicitly linked to payment incentives
and the outcomes for those conditions that were not.?
Although the study did indicate some impact of financial
incentives on process improvement, it may cast doubt on
current value-based purchasing strategies.

Despite the studies negative findings, Dr. Ashish K. Jha,
M.D., the primary researcher on the study, did point out
that public reporting requirements may have
incentivized all hospitals to improve their performance,
regardless of whether they participated in Premier’s
program.* Furthermore, Dr. Jha suggested that clinicians
have improved their treatment methodologies over time,
a factor unrelated to incentive payments, but one which
also contributed to a reduction in mortality rates.’
Premier contended that the HQID achieved its goal, as
the program was intended “to determine whether
incentives would improve care processes in hospitals,”
and most of the quality measures focused on whether
hospital staff followed certain procedures or “process
measures,” such as providing heart attack patients with
beta-blockers when being admitted and discharged.
Although the HQID demonstrated the success of
financial incentives on improving process measures,
Premier acknowledged these metrics may not be the best
method for improving patient outcomes, which may
leave many providers confused as to how to approach
quality improvement within their organizations given
the HQID’s demonstrated lack of improvement on
mortality rates.’

The results of Premier’s pay-for-performance program
may exemplify a recurring theme in government-
sponsored programs aimed at reducing healthcare
spending. According to the Congressional Budget Office
(CBO) evaluations appear to indicate that, in nearly
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every program involving disease management or care
coordination, spending either increased or remained
unchanged when incentive costs were included.® The
CBO recommends that future policies designed to curb
spending should focus on data gathering, particularly
with respect to hospital admissions; smoothing patient
transitions among different healthcare facilities; using
team-based care; targeting interventions towards high-
cost enrollees; and, limiting the costs of interventions.’

Significantly, other recent research suggests the logic
behind tying together cost savings and quality
improvement measures may be flawed. In a recent study
by the National Bureau of Economic Research,
Professor Joseph Doyle suggests that reducing
healthcare costs may have a negative impact on patients,
and that the approach may actually lead to worse patient
outcomes.’® In Doyle’s study, the one-year mortality
rates for patients treated in higher-spending hospital
emergency rooms were “as much as 30 percent lower”
than patients treated at lower-cost facilities.> A recent
Canadian study also observed an association between
higher  spending, lower mortality, and fewer
readmissions.”? It is possible that, due to limited
emphases, both studies may fail to address quality and
cost in the larger scope of the U.S. healthcare system.
Jon Skinner of the Dartmouth Atlas of Health Care
made this argument in defense of his findings, which
contend that greater spending does not correlate with
better quality care.*®

Despite opposing theories on the relationship between
healthcare spending and quality, the results of the
Harvard study will likely prompt reevaluation of the
Center for Medicare and Medicaid Services’ (CMS)
Hospital Value-Based Purchasing (HVBP) program.™
As part of the Patient Protection and Affordable Care
Act, CMS was required to adopt a nationwide pay-for-
performance program, which resulted in the creation of
its HVBP program.’® CMS’s program was modeled after
Premier’s HQID, and although the HVBP program’s
current incentives focus on process measures and patient
satisfaction data, it will soon be expanded to include 30-
day mortality, a measure which promises little
improvement according to the Harvard study’s key
findings.'®
Beginning in FY2013, CMS will withhold one percent
of hospitals’ Medicare payments in order to fund its
(Continued on next page)



HVBP program and hospitals will have to perform well on
a number of quality measures in order to receive incentive
payments under the program and recover a portion of their
withheld Medicare payments.” This task may prove
difficult for many hospitals to accomplish given the recent
research findings, and the hospitals with the lowest scores
will not recover any of their withheld payments.*® Despite
his study’s findings, Dr. Ashish K. Jha still supports the
pay-for-performance model and believes success can be
achieved through reworking both the “pay” and the

“performance” components of the model.™ In the interim,

however, providers will have to reconcile the possibility

of poor performance on mortality measures with the
resulting effect it may have on their Medicare
reimbursements in the near future.
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HEALTH CAPITAL
CONSULTANTS (HCC) is an
established, nationally recognized
healthcare financial and economic
consulting firm headquartered in
St. Louis, Missouri, with regional
personnel nationwide. Founded in
1993, HCC has served clients in
over 45 states, in providing
services including: valuation in all
healthcare sectors; financial
analysis, including the
development of forecasts, budgets
and income distribution plans;
healthcare provider related
intermediary services, including
integration, affiliation, acquisition
and divestiture; Certificate of
Need (CON) and regulatory
consulting; litigation support and
expert witness services; and,
industry research services for
healthcare providers and their
advisors. HCC’s accredited
professionals are supported by an
experienced research and library
support staff to maintain a
thorough and extensive knowledge
of the healthcare reimbursement,
regulatory, technological and
competitive environment.
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Robert James Cimasi, MHA, ASA, FRICS, MCBA, AVA, CM&AA, serves
as President of HEALTH CAPITAL CONSULTANTS (HCC), a nationally
recognized healthcare financial and economic consulting firm headquartered in
St. Louis, MO, serving clients in 49 states since 1993. Mr. Cimasi has over
thirty years of experience in serving clients, with a professional focus on the
financial and economic aspects of healthcare service sector entities including:
valuation consulting and capital formation services; healthcare industry
transactions including joint ventures, mergers, acquisitions, and divestitures;
litigation support & expert testimony; and, certificate-of-need and other
regulatory and policy planning consulting.

Mr. Cimasi holds a Masters in Health Administration from the University of Maryland, as well as
several professional designations: Accredited Senior Appraiser (ASA — American Society of
Appraisers); Fellow Royal Intuition of Chartered Surveyors (FRICS — Royal Institute of Chartered
Surveyors); Master Certified Business Appraiser (MCBA - Institute of Business Appraisers);
Accredited Valuation Analyst (AVA — National Association of Certified Valuators and Analysts); and,
Certified Merger & Acquisition Advisor (CM&AA — Alliance of Merger & Acquisition Advisors). He
has served as an expert witness on cases in numerous courts, and has provided testimony before federal
and state legislative committees. He is a nationally known speaker on healthcare industry topics, the
author of several books, the latest of which include: “The U.S. Healthcare Certificate of Need
Sourcebook™ [2005 - Beard Books], “An Exciting Insight into the Healthcare Industry and Medical
Practice Valuation” [2002 — AICPA], and “A Guide to Consulting Services for Emerging Healthcare
Organizations” [1999 John Wiley and Sons].

Mr. Cimasi is the author of numerous additional chapters in anthologies; books, and legal treatises;
published articles in peer reviewed and industry trade journals; research papers and case studies; and, is
often quoted by healthcare industry press. In 2006, Mr. Cimasi was honored with the prestigious
“Shannon Pratt Award in Business Valuation” conferred by the Institute of Business Appraisers.
Mr. Cimasi serves on the Editorial Board of the Business Appraisals Practice of the Institute of
Business Appraisers, of which he is a member of the College of Fellows.

Todd A. Zigrang, MBA, MHA, ASA, FACHE, is the Senior Vice President of
HEALTH CAPITAL CONSULTANTS (HCC), where he focuses on the areas
valuation and financial analysis for hospitals and other healthcare enterprises.
Mr. Zigrang has significant physician integration and financial analysis
experience, and has participated in the development of a physician-owned
multi-specialty MSO and networks involving a wide range of specialties;
physician-owned hospitals, as well as several limited liability companies for
the purpose of acquiring acute care and specialty hospitals, ASCs and other
ancillary facilities; participated in the evaluation and negotiation of managed
care contracts, performed and assisted in the valuation of various healthcare
entities and related litigation support engagements; created pro-forma financials; written business
plans; conducted a range of industry research; completed due diligence practice analysis; overseen the
selection process for vendors, contractors, and architects; and, worked on the arrangement of financing.

Mr. Zigrang holds a Master of Science in Health Administration and a Masters in Business
Administration from the University of Missouri at Columbia, and is a Fellow of the American College
of Healthcare Executives. He has co-authored “Research and Financial Benchmarking in the
Healthcare Industry” (STP Financial Management) and “Healthcare Industry Research and its
Application in Financial Consulting” (Aspen Publishers). He has additionally taught before the
Institute of Business Appraisers and CPA Leadership Institute, and has presented healthcare industry
valuation related research papers before the Healthcare Financial Management Association; the
National CPA Health Care Adviser’s Association; Association for Corporate Growth; Infocast
Executive Education Series; the St. Louis Business Valuation Roundtable; and, Physician Hospitals of
America.

Anne P. Sharamitaro, Esq., is the Vice President of HEALTH CAPITAL
CONSULTANTS (HCC), where she focuses on the areas of Certificate of Need
(CON); regulatory compliance, managed care, and antitrust consulting. Ms.
Sharamitaro is a member of the Missouri Bar and holds a J.D. and Health Law
Certificate from Saint Louis University School of Law, where she served as an
editor for the Journal of Health Law, published by the American Health
Lawyers Association. She has presented healthcare industry related research
papers before Physician Hospitals of America and the National Association of
Certified Valuation Analysts and co-authored chapters in “Healthcare
Organizations: Financial Management Strategies,” published in 2008.
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