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NEW FRONTIERS IN QUALITY INITIATIVES

THURSDAY, MARCH 18, 2004

U.S. HOUSE OF REPRESENTATIVES,
COMMITTEE ON WAYS AND MEANS,
SUBCOMMITTEE ON HEALTH,
Washington, DC.

The Subcommittee met, pursuant to notice, at 10:10 a.m., in
room 1100, Longworth House Office Building, Hon. Nancy L. John-
son (Chairman of the Subcommittee) presiding.

[The advisory announcing the hearing follows:]
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ADVISORY

FROM THE COMMITTEE ON WAYS AND MEANS
SUBCOMMITTEE ON HEALTH

FOR IMMEDIATE RELEASE CONTACT: (202) 225-3943
March 11, 2004
HL-6

Johnson Announces Hearing on
New Frontiers in Quality Initiatives

Congresswoman Nancy L. Johnson (R-CT), Chairman, Subcommittee on Health
of the Committee on Ways and Means, today announced that the Subcommittee will
hold a hearing on health quality initiatives. The hearing will take place on
Thursday, March 18, 2004, in the main Committee hearing room, 1100 Long-
worth House Office Building, beginning at 10:00 a.m.

In view of the limited time available to hear witnesses, oral testimony at this
hearing will be from invited witnesses only. Witnesses will include representatives
from the Administration, the Medicare Payment Advisory Commission (MedPAC),
and the private sector. However, any individual or organization not scheduled for
an oral appearance may submit a written statement for consideration by the Com-
mittee and for inclusion in the printed record of the hearing.

BACKGROUND:

This hearing will focus on the changes needed to improve health care quality in
America’s health care systems. According to MedPAC, Medicare beneficiaries were
affected by more than 300,000 adverse health events, such as postoperative sepsis
and respiratory failure. In fact, from 1995 to 2002, rates of adverse events in 9 out
of 13 categories tracked by MedPAC increased.

The United States Department of Health and Human Services (HHS) is devel-
oping, testing, and implementing new measures of the quality of care furnished by
hospitals, nursing homes, and home health agencies. Building on the HHS work, the
Medicare Modernization Act (MMA) included a provision whereby hospitals were
given a financial incentive to report on 10 quality indicators, such as whether a pa-
tient with an acute myocardial infarction receives a beta blocker at admission. As
of February 12, 2004, more than half (2,727) of all hospitals have committed to pro-
vide public reporting on the 10 measures.

In addition, physicians are encouraged by provisions in the MMA to use e-pre-
scribing to reduce medical errors and to realize administrative efficiencies. In addi-
tion, hospitals are adopting technologies compatible with e-prescribing such as de-
velopment of electronic medical records that capture patients’ clinical histories and
physician orders like laboratory tests and pharmacy. Accurate information allows
caregivers to better deliver appropriate services at the right time.

These initiatives illustrate steps that may be taken to both improve quality of
care and provide valuable information to patients and purchasers. Ultimately, this
kind of information can be used to encourage the use of providers who deliver high-
quality care while decreasing health costs.

In announcing the hearing, Chairman Johnson stated, “In the current techno-
logical environment, urging physicians to print neatly is not enough. We must pro-
vide market-oriented incentives that encourage the delivery of quality health care.
Without good information, consumers cannot make intelligent choices between phy-
sicians, hospitals, or other providers, and better care will not advance.”



FOCUS OF THE HEARING:

The MMA includes provisions designed to improve quality of care. Advances in
the private sector may be instructive in incorporating additional methods in the
Medicare program. The hearing will focus on what is known about the current state
of health care quality, recent changes to the Medicare program, and what lessons
can be learned from experiences in the commercial market. The first panel will ex-
amine public measures of quality and government initiatives to improve care. The
second panel will discuss private initiatives and the importance of competition and
comparative information to improve quality.

DETAILS FOR SUBMISSION OF WRITTEN COMMENTS:

Please Note: Any person or organization wishing to submit written comments
for the record must send it electronically to hearingclerks.waysandmeans@
mail.house.gov, along with a fax copy to (202) 225-2610, by close of business Thurs-
day, April 1, 2004. In the immediate future, the Committee website will allow for
electronic submissions to be included in the printed record. Before submitting your
comments, check to see if this function is available. Finally, due to the change in
House mail policy, the U.S. Capitol Police will refuse sealed-packaged deliveries to
all House Office Buildings.

FORMATTING REQUIREMENTS:

Each statement presented for printing to the Committee by a witness, any written statement
or exhibit submitted for the printed record or any written comments in response to a request
for written comments must conform to the guidelines listed below. Any statement or exhibit not
in compliance with these guidelines will not be printed, but will be maintained in the Committee
files for review and use by the Committee.

1. Due to the change in House mail policy, all statements and any accompanying exhibits for
printing must be submitted electronically to hearingclerks.waysandmeans@mail.house.gov, along
with a fax copy to (202) 225-2610, in WordPerfect or MS Word format and MUST NOT exceed
a total of 10 pages including attachments. Witnesses are advised that the Committee will rely
on electronic submissions for printing the official hearing record.

2. Copies of whole documents submitted as exhibit material will not be accepted for printing.
Instead, exhibit material should be referenced and quoted or paraphrased. All exhibit material
not meeting these specifications will be maintained in the Committee files for review and use
by the Committee.

3. Any statements must include a list of all clients, persons, or organizations on whose behalf
the witness appears. A supplemental sheet must accompany each statement listing the name,
company, address, telephone and fax numbers of each witness.

Note: All Committee advisories and news releases are available on the World
Wide Web at http://waysandmeans.house.gov.

The Committee seeks to make its facilities accessible to persons with disabilities.
If you are in need of special accommodations, please call 202—-225-1721 or 202-226—
3411 TTD/TTY in advance of the event (four business days notice is requested).
Questions with regard to special accommodation needs in general (including avail-
ability of Committee materials in alternative formats) may be directed to the Com-
mittee as noted above.

————

Chairman JOHNSON. The hearing will come to order. I would
like to open the hearing on new quality initiatives. While Ameri-
cans enjoy one of the finest health systems in the world, there are
some serious gaps in quality that may threaten patient safety and
health outcomes. Providers are striving to improve quality for their
patients but need better information and improved incentives to
get the job done. The state of play in quality shows mixed results.
According to Medicare Payment Advisory Commission (MedPAC),
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Medicare beneficiaries were affected by more than 300,000 adverse
health events, such as postoperative sepsis and respiratory failure.
In fact from 1995 to 2002, rates of adverse events in 9 of 13 cat-
egories tracked by MedPAC increased.

In 1999, Congress required the Agency for Healthcare Research
and Quality (AHRQ) to report annually to Congress on progress
made toward improved health quality. The most recent report re-
leased in December found that, while 20 of 57 measures of quality
tracked by the agency have improved, 37 have stagnated or wors-
ened. According to the agency, most receive the care they need in
many geographic areas, but we know low rates for primary and
preventative care are abundant and vary widely across regions.
Study after study by the Institute of Medicine, the RAND Corpora-
tion and others document the significant financial and health im-
pact of avoidable medical errors and failure to adopt known best
clinical practices. Medicare beneficiaries and disabled Americans
suffer from chronic illness in larger numbers than any other
groups, they use health services more frequently than their coun-
terparts. They are disproportionately affected by these deficiencies.

Congress made great strides in the recently enacted Medicare
Prescription Drug, Improvement, and Modernization Act of 2003
(MMA) (P.L. 108-173) to improve quality for Medicare bene-
ficiaries. First and foremost, seniors in both fee-for-service and
managed care under Medicare will have access to chronic disease—
chronic care management which holds the potential to dramatically
improve health while reducing costs. Our hope is that Medicare
will change from a payer of bills to a promoter of wellness. Sec-
ondly, the new law provides financial incentives for electronic pre-
scribing. Too many avoidable illnesses and even deaths result from
inappropriate or counter-indicated prescriptions. Electronic pre-
scribing will dramatically reduce adverse drug interactions while
promoting administrative efficiencies by reducing pharmacist call-
backs to physicians. The law provides grants to physicians to im-
plement these programs and allows plans to provide incentive pay-
ments to doctors for improving drug compliance.

Thirdly, the law requires development of formularies by prac-
ticing doctors and pharmacists, mandates drug utilization review
and quality assurance and sets up a grievance and appeals process
for off-formulary drugs. It expands the work of the Quality Im-
provement Organizations to Part C and D and requires the Insti-
tute of Medicine to evaluate and report on health care performance
measures. Lastly, as a condition of receiving a full update for hos-
pital services, the law requires the reporting of 10 quality indica-
tors so that we have a baseline for hospital performance. The Ad-
ministration has also made great strides, and I welcome Dr. Clancy
from AHRQ to discuss their initiatives to improve quality. Specifi-
cally, the Administration will discuss data-reporting initiatives pro-
vided by hospitals, nursing homes, and home health agencies.
These initiatives will make providers, consumers, and purchasers
better informed about their health positions.

Finally, we want to learn from the work conducted by the private
sector. Purchasing strategies, such as paying for performance, and
improving information collection, and dissemination are important,
and hopefully, we will be able to use their successful experience in
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the private sector to improve public policy governing our seniors,
both to improve the quality of care and to reduce its costs. Our dis-
tinguished panel includes experts from hospitals, consumer advo-
cates, employers and health plans, and we look forward to their
testimony. I also am very pleased to welcome Dr. Hackbarth of
MedPAC for in their current report and also in their report of 6
months ago, they focused heavily on quality indicators and how
Medicare specifically can move toward providing higher quality
care to our seniors. Mr. Stark?

Mr. STARK. Well, Madam Chair, I want to thank you very much
for having this hearing and once again to reopen a topic which I
know you are very concerned about, and that is quality. Recent
RAND studies suggest that adults receive appropriate care roughly
only half of the time, resulting often in preventable deaths or more
serious illness. I know that, and I have to talk about some philo-
sophic things here and some budget things. I hope I can say this
in a nonpejorative sense, but I think it would be fair to suggest
that on your side of the aisle, many of your Members have trouble
with government regulation.

I then get to this question of information technology (IT) for peo-
ple like Dr. Hackbarth, Dr. Clancy, National Institute of Health,
unless we are able to collect data and get everybody, I don’t care
whether it is the doctors and the chiropractors and the phar-
macists, to agree on a format and a system, we aren’t ever going
to get anywhere. That means that I am going to have to help you
to do whatever you need to do to convince your Members that there
are—I have three credit cards here. I can walk into a store and put
one in to get money out, and it will say, “You are a bum.” So, I
could put the other credit card in to another bank on the other
side, and they still know I am a bum. Yet, we can’t do that when
going in to buy a prescription. If I go in to RiteAid, they may not
have the same information as Walgreens Co. Somehow I think you
have to take the lead to create the atmosphere in the community
where we are going to have standardized reporting and standard-
ized forms, and I assure you that I will do whatever I can to make
that an easier task for you.

I want to, also, while I did vote against the Medicare bill, it did
include $50 million for AHRQ. I don’t believe your budget includes
it, and I bet ours doesn’t either. I would like to help if I can to see
if we can get that $50 million. It wasn’t in the Bush budget. I don’t
know if it is in the House Republican budget. I am not at all sure
that it is in the Democratic budget, because it is one of those things
that often falls through the cracks—but I would pledge, if you want
to continue to push for that, to try and get that $50 million for our
friends at AHRQ who do such a good job, and I am pleased to see
Dr. Clancy here. I want to help, and I am sure that my colleagues
will help on our side in any way we can. You have to lead it. It
is going to be your group that is going to have to approve both the
legislation and push it through or add it someplace if we can do
it, and we certainly intend to help you in every way we can. Thank
you again for the hearing.

Chairman JOHNSON. Thank you very much, Mr. Stark, and we
certainly will have to make sure the $50 million is there.
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Mr. STARK. I would also like to ask unanimous consent to put
a much more eloquent statement that my staff wrote in the record.
[The opening statement of Mr. Stark follows:]

Opening Statement of The Honorable Pete Stark, a Representative in
Congress from the State of California

Thank you Madam Chair.

I am very pleased that we are again talking about quality healthcare and hope
this year we can begin again to work together to ensure those who actually have
access to healthcare services get the best quality of care possible. While the U.S.
is first in healthcare spending relative to other countries, many of our health indica-
tors (e.g., life expectancy, etc.) fall short. This suggests we could be getting more
bang for the U.S. healthcare buck.

In fact, a recent RAND study suggests that adults receive appropriate care rough-
ly half of the time, resulting in serious threats to the health of the American public
that could contribute to thousands of preventable deaths in the United States each
year. Fortunately there are some very innovative ideas under discussion that could
have a real positive effect on patient care and outcomes.

Advances in information technology have been widely utilized in other sectors of
the economy, but healthcare continues to lag behind in implementing technology
that is shown to improve quality and efficiency. Electronic medical records, comput-
erized physician order entry and clinical decision support programs can all increase
quality. We need to find a way to ensure that providers implement these kinds of
technological advances, and I hope some of our witnesses today will have ideas on
how we can improve quality through the use of information technology.

We have talked about adopting pay-for-performance policies for years, and it fi-
nally seems like purchasers and providers are catching on. Physicians and other
providers will improve quality if reimbursement is tied to specific clinical and serv-
ice measures. I think the Medicare program can truly lead the market in this re-
spect, and I hope we can learn from the Premiere demonstration project and create
a broad pay-for-performance program in the near future. I look forward to
MedPAC’s testimony on this topic and want to recognize their efforts to advance this
debate.

In addition, a discussion about quality of care would not be complete without talk-
ing about the use of evidence-based medicine to improve clinical practice. Though
I voted against the Medicare bill, it did include $50 million for AHRQ (ark) to study
the comparative clinical effectiveness of healthcare services and prescription drugs.
The Bush budget, however, does not include money for this program, jeopardizing
an important area of research that could lead to improved quality through evidence-
based practice standards and lower costs.

Finally, I want to say that I am pleased to see Dr. Clancy here. Our Committee
has an important historic relationship to your agency that has been under-utilized
in recent years. AHRQ is conducting and supporting a lot of important research on
quality, innovation and cost of healthcare that can be used to improve Medicare and
other public and private programs. I hope we will renew and strengthen our ties
to the agency in the future.

I look forward to hearing from all of our witnesses today, and hope to work to-
gether with many of you on an ongoing basis to improve healthcare quality.

———

Chairman JOHNSON. So acknowledged. Also on the issue of
standards for technology and standards for meeting, for dem-
onstrating quality, I think we will learn a lot about that in this
hearing, and I think a number of avenues of action will be clear
to us. I do have a very advanced legislative initiative in the area
of technology and standards, but there are a lot of things we will
be able to work on. That is why we are having this hearing. This
is a totally bipartisan issue, and we thank you all for being with
us today. Actually, I don’t know protocol. Dr. Clancy?
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STATEMENT OF CAROLYN CLANCY, DIRECTOR, AGENCY FOR
HEALTHCARE RESEARCH AND QUALITY, U.S. DEPARTMENT
OF HEALTH AND HUMAN SERVICES

Dr. CLANCY. Good morning, Chairman Johnson, Congressman
Stark and distinguished Subcommittee Members. Thank you for in-
viting me to testify at this important hearing on initiatives to im-
prove the quality of health care in America. We know that chal-
lenges exist in making sure all Americans receive the high quality
healthcare services they deserve, and I want to assure you that ad-
dressing those challenges is a top priority for President Bush, Sec-
retary Thompson and the entire U.S. Department of Health and
Human Services (HHS). My written testimony, which I am pleased
to submit for the record, details numerous examples of current
HHS quality improvement activities, especially those affecting
Medicare beneficiaries and people enrolled in Medicaid and the
State Child Health Insurance Program (SCHIP).

I want to take a few minutes to highlight some examples of these
activities. The mission of AHRQ is to improve the quality, safety,
efficiency and effectiveness of health care for all Americans. We
help achieve that goal by sponsoring research and other programs
that target the quality challenges we face and develop the tools and
resources to overcome them. Thus we are health care problem solv-
ers working with doctors, nurses, patients, purchasers, hospital ad-
ministrators, States and others to help them make the critical
health care decisions they face every day. This work includes as-
sisting our colleagues at Centers for Medicare and Medicaid Serv-
ices (CMS) responsible for managing the Medicare and Medicaid
programs as well as working with beneficiaries themselves. Be-
cause the vast majority of physicians and hospitals provide care to
both publicly and privately insured people, close collaboration be-
tween the public and private sectors in assessing and improving
quality of care is not just a nice idea, it is actually essential. You
can’t have providers confronting two sets of requirements.

That kind of collaboration is at the heart of how we operate at
AHRQ and throughout the Department. The private sector can
benefit from public investments in science measures and tools as
well as the power of CMS as a purchaser while the public sector
can learn from the private sector’s flexibility and capacity for inno-
vation in delivering health care. Hospitals and other health care fa-
cilities often struggle with how to collect information to gauge the
quality of their services, as Mr. Stark noted. To address that prob-
lem, AHRQ has developed a family of measures sometimes called
indicators that address key aspects of care. These indicators can be
used with other information hospitals already are collecting to help
them monitor their performance, compare how they are doing with
other facilities in their State or region and to make improvements
when needed.

The investment required to develop these indicators is not one
that hospitals can shoulder alone, but once the indicators are avail-
able, hospitals have the capacity in place to use them, and we are
very pleased they were included in the MedPAC report. In the crit-
ical area of patient safety, we are helping to find out more about
how and when medical errors occur and how science-based informa-
tion can help make the health care system safer. This has resulted
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in reports like the one we produced highlighting 73 proven patient-
safety practices that would help improve quality by reducing med-
ical errors across the health care system. Specifically, the report
identifies 11 practices that are known to work but are not routinely
used in the Nation’s hospitals and nursing homes. I am very
pleased this has become a blueprint or a starting point for many
organizations as they start their safety efforts.

To help get all of this information to people in the field who can
speed up the process of quality improvement, we have developed
innovative strategies to share new findings about safety and qual-
ity of care. For example, we sponsor monthly web-based medical
journals that showcase patient-safety issues drawn from actual
cases of what are referred to as near misses. This online journal
allows busy health care professionals to learn right at their own
computers and benefit from insights beyond their own institutions
and also get CMS credit for doing so. In general, IT, including com-
puterized order-entry systems, computer monitoring for potential
adverse drug effects and handheld electronic devices for electronic
prescribing has shown tremendous promise in reducing errors and
improving safety.

The President’s fiscal year 2005 request for AHRQ includes $84
million for patient safety, and $50 million of that will be focused
on helping hospitals and other health care organizations invest in
these new technologies in evaluating their impact on quality and
safety. This funding particularly targets small communities in
rural hospitals which often don’t have the resources or the informa-
tion needed to implement cutting-edge technologies like the ones
mentioned.

The CMS is spearheading a number of equally ambitious and im-
portant quality-of-care activities. Under Secretary Thompson’s
leadership, HHS launched the Secretary’s Quality Initiative in
2001, focused on achieving better quality of care in nursing homes,
home health care and in hospitals. In general, the initiative is built
on ensuring that Americans receive high-quality health care in
these settings through improved information for consumers coupled
with the implementation of specific improvement strategies imple-
mented either directly or through Medicare’s quality improvement
organizations. The Nursing Home Quality Initiative is a four-
pronged effort which involves, first, regulation and enforcement ef-
forts conducted by CMS and State survey agencies; second, commu-
nity-based quality-improvement efforts; third, collaboration with
nursing home experts; and fourth, hosting nursing home perform-
ance information on CMS’s Nursing Home Compare website.

In our role as problem solvers, AHRQ is assisting by putting to-
gether research findings that can help with the quality-improve-
ment piece. For example, a recent AHRQ study found that edu-
cational programs targeted at nurses and doctors can reduce the
use of drugs like nonsteroidal anti-inflammatory drugs and sub-
stitute Tylenol so the patients can avoid serious complications from
the nonsteroidal drugs. The Home Health Quality Initiative uses a
similar four-pronged approach. On the Hospital Quality Initiative,
also known as the Voluntary Hospital Reporting Initiative, CMS
has worked closely with the American Hospital Association, the
Federation of American Hospitals, the American Association of
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Medical Colleges, American Association of Retired Persons (AARP),
the American Federation of Labor-Congress of Industrial Organiza-
tions (AFL-CIO) and others to help expand the information avail-
able to consumers on health care hospital quality.

The AHRQ is a close partner in this initiative working side-by-
side with CMS to develop a new standardized survey that hospitals
can use to find out patients’ perspectives on the care they receive.
This new survey is based on AHRQ’s successful Consumer Assess-
ment of Health Plans (CAHPS) project, so the new survey will be
called Hospital CAHPS (H-CAHPS) and will help consumers make
more informed choices about the hospitals they use and create fur-
ther incentives for hospitals to improve the quality of care they
provide.

More recently, provisions in the MMA will further enhance
CMS’s quality-improvement activities. MMA, includes provisions
designed to encourage the delivery of high-quality care, especially
through demonstration projects focused on improving care for peo-
ple with chronic illness, where we provide the worst care and spend
the most money, as well as identifying effective approaches for re-
warding superlative performance. We are particularly excited by
provisions in the MMA to improve chronic illness care through dis-
ease management care and pay for performance demonstrations,
and AHRQ is working very closely with CMS on these initiatives.

It is important to note that as significant as all of these Federal
efforts are, the public sector can’t improve quality of care on its
own. I am very pleased to report that the private sector is very in-
volved and, in some cases, leading the way on the issue of health
care quality, particularly in hospitals. We are working closely with
them to make sure that our efforts are synergistic and complemen-
tary. We have attempted to further these private-sector initiatives
through grants and other kinds of support. For example, AHRQ
sponsors a program called Partnerships for Quality, which includes
a grant to the Leapfrog Group, a consortium of more than 135
large health care purchasers that buy benefits for more than 35
million Americans. Our support is helping the Leapfrog Group con-
tinue exploring how purchasers can create incentives for quality
improvement through their contracts with providers and plans.

We have also recently developed a partnership with the Amer-
ican Hospital Association and the American Medical Association to
distribute evidence-based information on what patients and their
families can do to help improve patient safety of care right now
while we are waiting for better information. I have brought you
copies of posters that describe the five steps to safer health care.
Again, I want to thank you for inviting me to discuss with you
today the important issue of health care quality and the initiatives
that HHS has underway to improve quality of care. I look forward
to answering any questions.

[The prepared statement of Dr. Clancy follows:]

Statement of Carolyn Clancy, M.D., Director, Agency for Healthcare
Research and Quality, U.S. Department of Health and Human Services

Chairman Johnson, Congressman Stark, distinguished Subcommittee members,
thank you for inviting me to this important hearing on initiatives to improve the
quality of health care in America. Quality health care for all people is a high pri-
ority for President Bush and the Department of Health and Human Services (HHS).
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Quality health care is a statutory responsibility for my agency, the Agency for
Healthcare Research and Quality (AHRQ), and it is a key area of emphasis for the
Centers for Medicare & Medicaid Services (CMS).

My testimony today will address three areas: first, current activities of the De-
partment to improve the quality of care, including the use of health information
technology; second, the significant provisions of the Medicare Prescription Drug, Im-
provement, and Modernization Act of 2003 (MMA) that both build upon and advance
our efforts to improve the quality of health care; and finally, I will provide a brief
overview of private sector quality initiatives.

I. THE DEPARTMENT’S QUALITY INITIATIVES

Under Secretary Thompson’s leadership, the Department has developed a variety
of quality initiatives involving hospitals, doctors, skilled nursing facilities, and other
providers. The Secretary has also placed great emphasis on our different agencies
functioning as “one Department”; as my testimony will outline, this has meant that
AHRQ is increasingly serving as a science partner to CMS in its many quality ini-
tiatives.

AHRQ QUALITY OF CARE INITIATIVES

AHRQ’s specific mission is to improve the quality, safety, and effectiveness of
health care for all Americans. To fulfill our role as a science partner for CMS and
State initiatives to improve quality, I believe that AHRQ must become a true “prob-
lem solver.” We must marshall existing and develop new scientific evidence that tar-
gets the critical challenges these programs face in improving the quality of health
care they provide and the efficiency with which they operate. My goal as Director
is to ensure that AHRQ’s work is useful to those who manage these programs so
that the taxpayers receive true value for their tax dollars and to those who rely
upon these programs so that they receive appropriate, high quality care. There are
four aspects of AHRQ’s work that I will discuss: research to support evidence-based
decisionmaking, using data to drive quality, accelerating the pace of quality im-
provement, and improving the infrastructure for quality health care.

Research to Support Evidence-based Decisionmaking

AHRQ’s research seeks to improve quality by developing and synthesizing sci-
entific evidence regarding two aspects of health care: the effectiveness and quality
of clinical services and the effectiveness and efficiency of the ways in which we orga-
nize, manage, deliver and finance health care. With respect to clinical services, we
assess the effectiveness of health care interventions; for example, do Medicare bene-
ficiaries with multiple chronic illnesses benefit as much in daily practice from a new
intervention or drug as those in the clinical trial who usually have only one prob-
lem? We also look at comparative effectiveness: how effective 1s a given intervention
versus the alternatives and what are the comparative risks and side effects? These
are critical issues for physicians making treatment recommendations and for pa-
tients who are in the best position to assess the risks they are willing to take. For
example, cholesterol lowering drugs—commonly called “statins”—have different
safety and effectiveness profiles. Comparative studies with statins could have re-
vealed that some are more likely to cause a serious life threatening adverse event
instead of relying upon adverse event reports that eventually caused one of them
to be taken off the market.

In addition, every aspect of the financing and delivery systems for health care can
matter. Our research asks similar questions in those areas: what is effective, how
does it compare with other strategies, what is most efficient and what are the risks
of unintended consequences. Currently, we are completing two research syntheses
that focus on what research tells us needs to be taken into account in implementing
an insurance drug benefit and how employers have responded and could respond to
increases in health insurance costs.

Our work in patient safety is an excellent example of how improving the quality
and safety of health care involves both health care services and the systems through
which care is received. Our research is addressing key unanswered questions about
when and how medical errors occur and how science-based information can make
the health care system safer. We know, for example, that medication errors are a
major issue and have made research on the safe and appropriate use of pharma-
ceuticals a significant focus of our research agenda. For example, a recent research
finding has identified a disturbingly large number of pregnant patients receiving
prescriptions for drugs that are contra-indicated during pregnancy. We are working
with the FDA and other HHS agencies to develop collaborative strategies for ad-
dressing this problem. At the same time, medication errors also result from faulty
work flow procedures or unnecessarily complicated equipment. Once again, we are
working closely with the FDA on research on the processes related to medication
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prescribing and delivery, the use of information technology, development of an effec-
tive bar coding system, and “human factors research.” This is a field of science that
can inform the design of health care equipment, like infusion pumps, to ensure that
busy, distracted, and tired health care workers are less likely to make an error in
entering the information for delivery of an intravenous drug.

Health care decisionmakers need a synthesis of the best evidence that is under-
standable, objective, and places the ever-increasing number of scientific studies in
context. AHRQ is committed to accelerating the adoption of science into practice so
that all Americans benefit from advances in biomedical science. An example in the
patient safety area is our evidence report, titled Making Health Care Safer, A Crit-
tcal Analysis of Patient Safety Practices. This report highlighted 73 proven patient
safety practices which would help health care administrators, medical directors, cli-
nicians, and others improve quality by reducing medical errors. Specifically, the re-
port identified 11 practices that are proven to work but not used routinely in the
Nation’s hospitals and nursing homes.

It is also critical that we foster ongoing learning from experts in the field to expe-
dite quality improvement. For example, a critical challenge in making health care
safer is that providers do not share lessons learned from errors and near misses due
to fear of liability. To help health care professionals benefit from insights beyond
their home institutions, AHRQ is sponsoring a monthly, Web-based medical journal
that showcases patient safety lessons drawn from actual cases of near-errors. This
unique online journal allows health care professionals to learn about avoidable er-
rors made in other institutions, as well as effective strategies for preventing their
recurrence. One case each month is expanded into a “Spotlight Case” that includes
an interactive learning module that features readers’ polls, quizzes, and other multi-
media elements. Practicing physicians may obtain continuing medical education
credit by successfully completing the spotlight case and its questions, and trainees
can receive certification credits for doing so.

Using Data to Drive Quality

To improve quality, you need strong measures, good data, and somebody with
strong reason to use them. Responding to user needs, AHRQ has played a funda-
mental role in creating the measures and the data. I'll give you two examples. The
first focuses on hospital care. In response to requests by state hospital associations,
state data organizations and others, AHRQ developed a set of Quality Indicators
which can be used in conjunction with any hospital discharge data to let a hospital
know how it is doing in terms of safety and quality. A subset of these indicators
also lets us use information about hospital admissions to assess the performance of
the health system of the community. At the same time, employers, CMS and others
who wish to reward good-quality hospitals can use these measures with data from
particular hospitals or regions. Or they can use the module on preventable admis-
sions to target and launch major health improvement efforts on a community-wide
scale. These indicators have been used by a number of states and communities to
improve care and to determine how their own hospital or health system’s perform-
ance compares to other hospitals in key areas. We have a support contract to make
this easy for all users.

A second example has to do with improving the patient experience of care, a wide-
ly recognized component of overall quality. Several years ago, AHRQ created a sur-
vey, CAHPS, which health plans could use to question patients about their care ex-
perience. CAHPS is now an easy to use kit of survey and reporting tools that pro-
vides reliable information to help consumers and purchasers assess and choose
among health plans, providers and other health facilities. The first CAHPS surveys,
which assessed consumers’ perceptions of the quality of health plans, are used by
more than 100 million Americans, including those in Medicare managed care plans,
enrollees in the Federal Employees Health Benefits Program, and participants in
the Department of Defense’s health programs.

An H-CAHPS survey built on AHRQ’s earlier work in establishing surveys and
will measure the hospital care of those patients’ involved in the pilot. The survey
is being considered by CMS as part of the National Voluntary Hospital Reporting
Initiative. CMS has received comments and has lessons learned from the pilots,
which could be helpful in working with AHRQ to develop a standardized H-CAHPS.

AHRQ is stepping up its efforts to provide assistance, often web-based, for those
who are seeking to improve the quality of patient care. For example:

o AHRQ recently launched a web-based clearinghouse [QualityTools™.gov] pro-
viding practical tools for assessing, measuring, promoting and improving the
quality Americans’ health care. The site’s purpose is to provide health care pro-
viders, policymakers, purchasers, patients, and consumers an accessible mecha-
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nism to implement quality improvement recommendations and easily educate
individuals regarding their own health care needs.

e In addition, AHRQ is helping patients and their families improve the quality
of the health care they receive and play an important role in preventing medical
errors. AHRQ and CMS collaborated on a campaign to promote new “5 Steps
to Safer Health Care” posters. In addition, campaigns with the American Hos-
pital Association, the American Academy of Pediatrics, American Medical Asso-
ciation, and AARP are working to implement evidence-based information that
help patients know how talk to clinicians about safe health care.

e While the text of AHRQ’s recent reports, National Healthcare Quality Report
and the National Healthcare Disparities Report, are currently available on the
web, AHRQ is developing a more sophisticated search engine that will enable
those seeking to improve the quality of care at the local or state level to link
to the myriad of charts and data that are summarized in the report. Over time
we expect this to be an indispensable tool for those seeking to develop a “road
map” for their own quality improvement efforts.

Accelerating the Pace of Quality Improvement

To accelerate the pace of quality improvement, AHRQ has launched a program
called Partnerships for Quality. The purpose of the Partnerships program is to sup-
port models or prototypes of change led by organizations or groups with the imme-
diate capacity to influence the organization and delivery of health care as well as
measure and evaluate the impact of their improvement efforts. For example, AHRQ
has awarded a grant to The Leapfrog Group, which is a consortium of more than
135 large private and public health care purchasers buying health benefits for more
than 33 million Americans. Leapfrog has devised a plan for conducting and rigor-
ously evaluating financial incentive or reward pilots in up to 6 U.S. healthcare mar-
kets in two waves over the next three years.

Another approach to accelerating quality improvement is to involve health care
system leaders in the research enterprise itself from the outset. AHRQ currently
has three delivery-based networks that follow this approach. The Primary Care-
Based Research Network is a group of 19 primary care networks across the country
that do research collaboratively on ways to improve preventive care and other issues
of interest to primary care providers. The HIV Research Network is a network of
22 large and sophisticated HIV care providers around the country who share infor-
mation and data so that they can learn from each other what can work to improve
quality. They also provide timely aggregate information to policymakers and other
providers interested in improving quality and answering other questions about ac-
cess and cost of care for people with HIV. Through the work of this network and
other large HIV care providers, for example, AHRQ is looking to identify and rem-
edy major causes of prescribing errors for patients with HIV.

A third network, the Integrated Delivery System Research Network (IDSRN), is
a field-based research network that tests ways to improve quality within some of
the most sophisticated health plans, systems, hospitals, nursing homes, and other
provider sites in the country. In the past year for example, provider-researcher
teams have been working on ways to reduce falls in nursing homes, and ways to
limit medication errors. Often we partner with others in the Department on these
efforts. For example, CMS asked us for a handbook on ways to improve cultural
competency of health care providers, and is now using this handbook as the key part
of their training for Medicare and Medicaid providers. One of our contractors devel-
oped a tool to help hospitals prepare for bioterrorist events and other emergencies,
and the American Hospital Association has since shared this tool with all of their
members and in fact provide technical assistance on how to use it.

Improving the Infrastructure for Quality Health Care

Two critical elements for improving the quality and safety of patient care are ex-
panding the use of information technology (IT) and investing in human capital. The
most recent report from the Institute of Medicine’s quality chasm series emphasizes
the need for improved information at the point of care and the deployment of the
still developing National Health Information Infrastructure (NHII) to improve pa-
tient safety and quality of care, for which HHS has the lead Federal role working
with the private sector. Both AHRQ and ASPE have several initiatives underway
to advance the adoption and appropriate use of IT tools and enable the secure and
private exchange of information within and across communities.

In FY 2004, AHRQ has launched a new initiative to improve health care quality
and reduce medical errors through the use of information technology. AHRQ will
award $50 million to help hospitals and other health care providers invest in infor-
mation technology designed to improve patient safety, with an emphasis on small
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communities and rural hospitals and systems, which don’t often have the resources
or information needed to implement cutting-edge technology. An important aspect
of this program is that it will foster the implementation of proven technology
through the health care system and establish important building blocks for the

As the NHII is developed, it will enable appropriate access to important patient
information and evidence to assist clinicians in making diagnostic and treatment de-
cisions that are based on the best available science. If a Medicare beneficiary typi-
cally receives care from an internist and specialist in Connecticut for 6 months of
the year but has different physicians in Florida during the winter, their medica-
tions, labs, x-rays and other important health information would be available to all
their physicians at any point in time. This will allow clinicians to provide contin-
uous high quality of care regardless of where a beneficiary accesses the health care
system. While the intention of HHS is to facilitate the development of the NHII,
we recognize that the most realistic strategy is to foster and support community-
based health information exchanges with the ability to share information within and
across communities nationally over time. In addition, the FY 2005 Budget requests
a new $50 million within the Office of the Secretary to support communities with
the development of these health information exchanges in FY 2005 and dissemi-
nating lessons learned to ensure the success and long-term viability of these local
efforts across the country.

Another infrastructure issue is the ability to share health information in ways
that enable us to make significant strides towards improving patient safety, reduc-
ing error rates, lowering administrative costs, and strengthening national public
health and disaster preparedness. To share health data, agencies need to adopt the
same clinical vocabularies and the same ways of transmitting that information. This
sharing information within and between agencies establishes “interoperability.”
Public and private groups have emphasized how interoperability through standards
will enable us to share a common electronic patient medical record and in turn
greatly improve the quality of health care. The Consolidated Health Informatics
(CHI) initiative will establish a portfolio of existing clinical vocabularies and mes-
saging standards enabling Federal agencies to build interoperable Federal health
data systems. This commonality will enable all Federal agencies to “speak the same
language” and share that information without the high cost of translation or data
re-entry. Federal agencies could then pursue projects meeting their individual busi-
ness needs aimed at initiatives such as sharing electronic medical records and elec-
tronic patient identification. CHI standards will work in conjunction with the
Health Insurance Portability and Accountability Act (HIPAA) transaction records
and code sets and HIPAA security and privacy provisions. Many departments and
agencies including HHS, VA, DOD, SSA, GSA, and NIST are active in the CHI gov-
ernance process.

Even when the best tools available are used appropriately, achieving consistent
high quality care requires a solid understanding of the delivery process and inher-
ent risks in the system that will never be mitigated through automation. In recog-
nizing the importance of intellectual component of quality improvement, AHRQ re-
cently established the AHRQ-VA Patient Safety Improvement Corps, a training pro-
gram for state health officials and their selected hospital partners. During the first
annual program, 50 participants will complete coursework in three 1-week sessions
at AHRQ’s offices in Rockville, MD. Participants will analyze adverse medical
events and close calls—sometimes known as “near misses”—to identify the root
causes of these events and correct and prevent them. Anticipating that the growing
demand for patient safety expertise will exceed the capacity of this intensive pro-
gram, one aspect of this initiative will be to develop web-based training modules.
These will be in the public domain and could be used independently or by private
sector training programs that would provide additional “hands on” experiences.

CMS QUALITY OF CARE INITIATIVES

In November 2001, Secretary Thompson announced the Quality Initiative, a com-
mitment to assure quality health care for all Americans through published con-
sumer information coupled with health care quality improvement support through
Medicare’s Quality Improvement Organizations (QIOs). The Quality Initiative was
launched nationally in 2002 as the Nursing Home Quality Initiative and expanded
in 2003 with the Home Health Quality Initiative and the National Voluntary Hos-
pital Quality Reporting Initiative. The CMS Physician Focused Quality Initiative
(PFQI) began its implementation this year. Most leaders in health care recognize
that achieving the safest and highest quality of care will require significant en-
hancements in the use of health information technology and strategies to permit
sharing of patient data within communities. In FY04 and FY05 the Department will
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invest $150 million. In addition, the Medicare Prescription Drug, Improvement, and
Modernization Act of 2003 (MMA) includes a variety of provisions designed to en-
courage the delivery of quality care, including demonstrations to focus effort on im-
proving chronic illness care and identifying effective approaches for rewarding su-
perlative performance.

Nursing Homes

About 3 million elderly and disabled Americans received care in our nation’s near-
ly 17,000 Medicare and Medicaid-certified nursing homes in 2001. Slightly more
than half of these were long-term nursing home residents, but nearly as many had
shorter stays for rehabilitation care after an acute hospitalization. About 75 percent
were age 75 or older. As part of an effort to improve nursing home quality nation-
wide, the Administration has taken a number of steps, including the Nursing Home
Quality Initiative. Working with measurement experts, the National Quality Forum,
and a broad group of nursing home industry stakeholders—consumer groups,
unions, patient groups and nursing homes—CMS adopted a set of nursing home
quality measures and launched a six-state pilot. Encouraged by the success of the
pilot, CMS expanded the Nursing Home Quality Initiative to all 50 States in No-
vember 2002. This quality initiative is a four-pronged effort including, regulation
and enforcement efforts conducted by CMS and state survey agencies; continual,
community-based quality improvement programs; collaboration and partnership
with stakeholders to leverage knowledge and resources; and improved consumer in-
formation on the quality of care in nursing homes.

As part of the effort, consumers may compare quality data, deficiency survey re-
sults and staffing information about the nation’s Medicare and Medicaid-certified
nursing homes through the Nursing Home Compare website, which is updated quar-
terly. The quality measures included on the site help consumers make informed de-
cisions involving nursing homes. The Nursing Home Compare tool received 9.3 mil-
lion page views in 2003 and was the most popular tool on www.medicare.gov.

Home Health

In 2001, about 3.5 million Americans received care from nearly 7,000 Medicare
certified home health agencies. These agencies offer health care and personal care
to patients in their own home, often teaching them to care for themselves. Launched
nationwide in November 2003, the Home Health Quality Initiative aims to further
improve the quality of care given to the millions of Americans who use home health
care services. The initiative combines new information for consumers about the
quality of care provided by home health agencies with important resources available
to improve the quality of home health care. Like the Nursing Home Quality Initia-
tive, the Home Health Quality Initiative uses the same “four-pronged” approach to
regulate the industry, ensure consumers have improved access to information, uti-
lize community-based quality improvement programs, and collaborate with the rel-
evant stakeholders to access resources and knowledge for home health agencies.
CMS’ regulation and enforcement activities will assure that home health agencies
comply with Federal standards for patient health, safety, and quality of care. In
March 2004, CMS updated the eleven home health quality measures on every Medi-
care-certified home health agency to give consumers the ability to compare the qual-
ity of care provided by the agencies. To access the information, consumers can call
1-800—Medicare or use the Home Health Compare tool at www.medicare.gov. Over
the past six months, the tool has been viewed about 780,000 times.

Hospitals

The Hospital Quality Initiative consists of the National Voluntary Hospital Re-
porting Initiative (NVHRI), a public-private collaboration that reports hospital qual-
ity performance information, a three state pilot of the Hospital Patient Perspectives
on Care Survey (HCAHPS), and the Premier Hospital Quality Incentive Demonstra-
tion. The Hospital Quality Initiative, is more complex, and consists of more develop-
mental parts than the nursing home and home heath quality initiatives. The initia-
tive uses a variety of tools to stimulate and support a significant improvement in
the quality of hospital care. The initiative aims to refine and standardize hospital
data, data transmission, and performance measures in order to construct a single
robust, prioritized and standard quality measure set for hospitals. The ultimate goal
is that all private and public purchasers, oversight and accrediting entities, and
payers and providers of hospital care would use the same measures in their public
reporting activities. The initiative is intended to make critical information about
hospital performance accessible to the public and to inform and invigorate efforts
to improve quality. Among the tools used to achieve this objective are collaborations
with providers, purchasers and consumers, technical support from Quality Improve-
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ment Organizations, research and development of standardized measures, and com-
mitment to assuring compliance with our conditions of participation.

National Voluntary Hospital Reporting Initiative

The National Voluntary Hospital Reporting Initiative (NVRI) was launched in
2003 in conjunction with the American Hospital Association, Federation of American
Hospitals, American Association of Medical Colleges, and other stakeholders (AARP,
AFL—-CIO). The NVRI was established to provide useful and valid information about
hospital quality to the public, standardize data and data collection, and foster hos-
pital quality improvement. For the previous initiatives, CMS had well-studied and
validated clinical data sets and standardized data transmission infrastructure from
which to draw a number of pertinent quality measures for public reporting. Hos-
pitals do not have a similar comprehensive data set from which to develop the perti-
nent quality measures. Thus, the American Hospital Association, the Federation of
American Hospitals and the Association of American Medical Colleges approached
the Joint Commission on Accreditation of Healthcare Organizations, the Agency for
Healthcare Research and Quality, the National Quality Forum and CMS to explore
voluntary public reporting of hospital performance measures. CMS contracted with
the National Quality Forum (NQF) to develop such a consensus-derived set of hos-
pital quality measures appropriate for public reporting. We selected 10 measures
from the NQF consensus-derived set as a starter set for public reporting and quality
improvement efforts and an additional 24 measures from the set for the hospital
quality incentive demonstration. CMS has worked with the Joint Commission on Ac-
creditation of Healthcare Organizations (JCAHO) and the QIOs to align their hos-
pital quality measures to ease the data transmission process for hospitals. This in-
formation is currently displayed on the CMSI website and updated quarterly.

Hospital Patient Perspectives on Care Survey (HCAHPS)

Although many hospitals already collect information on their patients’ satisfaction
with care, there currently is no national standard for measuring and collecting such
information that would allow consumers to compare patient perspectives at different
hospitals. CMS worked with the Agency for Healthcare Research and Quality
(AHRQ) to pilot test Hospital Patient Perspectives on Care Survey, known as
HCAHPS. The HCAHPS survey built on AHRQ’s success in establishing surveys
measuring patient perspectives on care in the United States health care system
through the development of CAHPS for health plans. CMS has received comments
and has lessons learned from the pilots, which could be helpful in working with
AHRQ to develop a standardized H-CAHPS.

Premier Hospital Quality Incentive

The Premier Hospital Quality Incentive demonstration project also is part of the
Hospital Quality Initiative. This three-year demonstration project recognizes and
provides financial rewards to hospitals that demonstrate high quality performance
in a number of areas of acute care. The demonstration involves a CMS partnership
with Premier Inc., a nationwide purchasing alliance of not-for-profit hospitals, and
rewards the hospitals with the best performance by increasing their payment for
Medicare patients. There are approximately 280 hospitals participating in the
project. Under the demonstration, top performing hospitals will receive bonuses
based on their performance on evidence-based quality measures for inpatients with
heart attacks, heart failure, pneumonia, coronary artery bypass graft, and hip and
knee replacements. The 34 quality measures used in the demonstration have an ex-
tensive record of validation through research.

Using these measures, CMS will identify hospitals in the demonstration with the
highest clinical quality performance for each of the five clinical areas. Hospitals in
the top 20 percent of quality for those clinical areas will be given a financial pay-
ment as a reward for the quality of their care. Hospitals in the top decile of hos-
pitals for a given diagnosis will be provided a 2 percent bonus for the measured con-
dition, while hospitals in the second decile will be paid a 1 percent bonus. In year
three, hospitals that do not achieve performance improvements above the dem-
onstration baseline will have their payment reduced. The demonstration baseline is
set during the first year of the demonstration. Hospitals will receive a 1 percent re-
duction in their DRG payment for clinical conditions that score below the ninth dec-
ile baseline level and 2 percent less if they score below the tenth decile baseline
level.

Physician Focused Quality Initiative

Similar to the Hospital Quality Initiative, the CMS Physician Focused Quality
Initiative (PFQI) has several components with multiple approaches to stimulating
the adoption of quality strategies and potentially reporting quality measures for
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physician services. The Physician Focused Quality Initiative builds upon ongoing
CMS strategies and programs in other health care settings in order to: (1) assess
the quality of care for key illnesses and clinical conditions that affect many Medi-
care beneficiaries, (2) support clinicians in providing appropriate treatment of the
conditions identified, (3) prevent health problems that are avoidable, and (4) inves-
tigate the concept of payment for performance.

Doctors’ Office Quality (DOQ) Project

The DOQ Project is designed to develop and test a comprehensive, integrated ap-
proach to measuring and improving the quality of care for chronic diseases and pre-
ventive services in the outpatient setting. CMS is working closely with key stake-
holders such as nationally recognized physicians associations, consumer advocacy
groups, philanthropic foundations, purchasers, and quality accreditation or quality
assessment organizations to develop and test the DOQ measurement set. The DOQ
measurement set has three components including a clinical performance measure-
ment set, a practice system assessment survey, and a patient experience of care sur-
vey.
Doctors’ Office Quality—Information Technology (DOQ-IT) Project

CMS recognizes the potential for information technology to improve the quality,
safety and efficiency of health care services. Through the DOQ-IT project, CMS is
working to support the adoption and effective use of information technology by phy-
sicians’ offices to improve the quality and safety for Medicare beneficiaries. DOQ-
IT seeks to accomplish this by promoting greater availability of high quality afford-
able health information technology and by providing assistance to physician offices
in adopting and using such technology.

Payment Demonstration Projects

CMS continues to examine financial incentives for physicians that demonstrate
higher quality performance. This approach includes the Physician Group Practice
demonstration that tests a hybrid methodology for paying physician-driven organi-
zations that combine Medicare fee-for-service payments with a bonus pool derived
from savings achieved through improvements in the management of care and serv-
ices.

ESRD Quality Activities

BBA required CMS to develop and implement, by January 1, 2000, a method to
measure and report the quality of renal dialysis services provided under the Medi-
care program. To implement this legislation, CMS funded the development of clin-
ical performance measures (CPMs) based on the National Kidney Foundation’s Di-
alysis Outcome Quality Initiative Clinical Practice Guidelines. Sixteen ESRD CPMs
(five for hemodialysis adequacy, three for peritoneal dialysis adequacy, and four for

anemia management) were developed and are used for quality improvement pur-
poses through the ESRD Networks.

II. QUALITY PROVISIONS UNDER THE MMA

The Medicare Prescription Drug, Improvement, and Modernization Act of 2003
(MMA) includes a variety of provisions designed to encourage the delivery of quality
care, including demonstrations to focus effort on improving chronic illness care and
identifying effective approaches for rewarding superlative performance. The law in-
cludes a number of quality provisions such as demonstrations, electronic-pre-
scribing, medication therapy management, and background-checks on long-term care
facility employees. In addition, the law expands the responsibilities of QIOs and de-
velops a closer working relationship between AHRQ and the Medicare, Medicaid,
and SCHIP programs.

Medicare Health Care Quality Demonstration Programs

The MMA authorizes a 5-year demonstration program that expands CMS’ current
Physician Group Practice (PGP) demonstration and evaluates the effect of various
factors such as the appropriate use of culturally and ethnically sensitive health care
delivery, on quality of patient care. This demonstration defines “health care groups”
as regional coalitions, integrated delivery systems, and physician groups and allows
“health care groups” to incorporate approved alternative payment systems and
modifications to the Medicare FFS and Medicare Advantage benefit packages. This
demonstration covers both FFS and Medicare Advantage eligible individuals and
must be budget neutral.

Medicare Care Management Performance Demonstration

The MMA also authorizes a Care Management Performance Demonstration Pro-
gram in Medicare FFS. Eligible Medicare beneficiaries will include those enrolled



17

in Medicare Parts A and B who have one or more chronic medical conditions, to be
specified by CMS (one of which may be a cognitive impairment). The goals of this
demonstration are to promote continuity of care, help stabilize medical conditions,
prevent or minimize acute exacerbations of chronic conditions, and reduce adverse
health outcomes, such as adverse drug interactions. This is a pay-for-performance
3-year demonstration program with physicians. Physicians will be required to use
information technology (such as email and clinical alerts and reminders) and evi-
dence-based medicine to meet beneficiaries’ needs. Physicians who meet or exceed
performance standards established by CMS will receive a per beneficiary payment.
This payment amount can vary based on different levels of performance. CMS will
designate no more than 4 sites for this demonstration program, which must also be
budget neutral.

Voluntary Chronic Care Improvement under Traditional FFS

The MMA requires that CMS phase-in chronic care improvement programs in
Medicare FFS. These programs must begin no later than 1 year after enactment of
MMA. Eligible beneficiaries will be those with chronic diseases such as congestive
heart failure and diabetes. Chronic care improvement programs will help bene-
ficiaries manage their self-care and will provide physicians and other providers with
technical support to manage beneficiaries’ clinical care. The goal of these programs
is to improve quality of life and quality of care for beneficiaries without increasing
Medicare program costs. This program will be particularly valuable in rural areas
and among populations who encounter barriers to care by ensuring that nurses and
other professionals will be available to help chronically ill beneficiaries manage
their illnesses between office visits. CMS will identify beneficiaries who may benefit
from these programs, but participation will be voluntary. Participating organiza-
tions must meet performance standards and will be required to refund fees CMS
paid to them if these fees exceed estimated savings.

Incentives for Reporting

MMA provides a strong incentive for eligible hospitals to submit data for 10 clin-
ical quality measures. For fiscal years 2005 through 2007, hospitals will receive the
full market basket payment update if they submit the 10 hospital quality measures
to CMS. If hospitals do not submit the 10 quality measures, then they receive an
update of market basket minus 0.4 percentage points.

Electronic Prescribing

Medication errors caused by poor handwriting and other mishaps will be sharply
reduced by the electronic prescribing provisions in the MMA. Under MMA, the Sec-
retary of Health and Human Services is directed to develop a national standard for
electronic prescriptions with the National Committee on Vital and Health Statistics
and in consultation with health care providers including hospitals, physicians, phar-
macists and other experts. With a national standard in place, doctors, hospitals, and
pharmacies nationwide can be sure their computer systems are compatible. This will
allow providers to share information on what medications a patient is taking and
to be alerted for possible adverse drug interactions. A seamless computer system
also will provide information about a patient’s drug plan and any prescription
formularies. This information would let the doctor know whether a therapeutically
appropriate switch to a different drug might save the patient some money.

A one-year pilot project in 2006 will test how well the proposed national standard
works, and the Secretary may revise the standard based on the industry’s experi-
ence. Once the final standard is set (and no later than April 2008), any prescriptions
that are written electronically for Medicare beneficiaries will have to conform to the
standard. There is, however, no requirement that prescriptions be written electroni-
cally. Electronic prescribing is entirely voluntary for doctors. However, MMA au-
thorizes the federal government to give grants to doctors to help them buy com-
puters, software, and training to get ready for electronic prescribing. The grants will
cover up to half of the doctor’s cost of converting to electronic prescribing, and they
may be targeted to rural physicians and those who treat a large share of Medicare
patients. The first public meeting on this initiative will take place next week.

Medicare Therapy Management

MMA requires plans offering the new Medicare drug benefit to have a program
that will ensure the appropriate use of prescription drugs in order to improve out-
comes and reduce adverse drug interactions. MMA also contains a provision that al-
lows plans to pay pharmacists to spend time counseling patients and will be tar-
geted at patients who have multiple chronic conditions (such as asthma, diabetes,
hypertension, high cholesterol and congestive heart failure), are taking multiple
medications, and are likely to have high drug expenses. The therapy management



18

program also will be coordinated with other chronic care management and disease
management programs operating in other parts of Medicare. Medication manage-
ment was identified by the Institute of Medicine as one of 20 priority areas for
transforming the health care system.

Medication therapy management will be a new service for Medicare plans. In
Medicare, the amount and structure of payment will be set by the plans offering
the new Medicare Part D, according to requirements established by the Secretary
of Health and Human Services in the coming years.

Research on Health Care Items and Services

The bill requires AHRQ to serve as a science partner for the Medicare, Medicaid,
and S-CHIP programs. The Secretary is required to establish a priority-setting
process to identify the most critical information needs of these three programs re-
garding health care items or services (including prescription drugs). An initial list
of priority research is required by early June with the initial research completed 18
months later.

III. QUALITY INITIATIVES IN THE PRIVATE SECTOR

In the past few years, the private sector has become very involved in the issue
of healthcare quality, particularly for hospitals. Several well-publicized landmark
studies identify significant gaps and variations in the quality and safety of health
care, at a time of rapidly escalating health costs. These reports have accelerated ef-
forts by accrediting bodies, large purchasers and employer coalitions, and others to
track quality at the national, state, and provider level, publish comparative quality
reports, launch quality improvement efforts, and use public and private purchasing
power to reward better quality.

AHRQ has been an important partner in these efforts, providing tools and data,
lending technical assistance, and helping all of the players learn from these efforts.
For example, with respect to accreditation, our research and tools have provided the
basis for measures used by HEDIS and JCAHO.

To facilitate internal quality improvement, AHRQ’s Quality Indicators (QIs) have
been used by hospitals and state hospital associations for benchmarking. Statewide
hospital associations run the indicators for all hospitals in their state and then
share the information with hospitals that can not only track their own performance
but also compare it with that of their peers. This use of our indicators takes place
in New York, Georgia, Montana, Missouri, West Virginia, Illinois, Kentucky, Or-
egon, and Wisconsin. In Texas, the Dallas-Fort Worth Hospital Council uses our in-
dicators to target and direct interventions to improve care diabetes in the commu-
nity and thereby prevent the need for many hospitalizations. In Illinois, Blue Cross
Bﬁue lShield profiles hospitals uses 10 of our measures and expects to add more
shortly.

A major change in the past several years has been an acceleration of public re-
porting efforts, particularly for hospitals, and this has brought a tremendous
amount of interest in AHRQ’s Quality Indicators. Two large states now have com-
parative quality data for all hospitals using AHRQ’s Inpatient Quality Indicators.
In New York, the Niagara Business Coalition has published statewide comparative
data for two consecutive years. The Texas Health Care Information Council also
published public scores for all 400 Texas hospitals using all 25 of AHRQ’s Inpatient
Quality Indicators. The reports are posted on their web site and a Readers’ Guide
is available to help consumers understand the information. This is a new use of the
Quality Indicators—one we had not even anticipated in our original work, which
was more focused on quality improvement. To inform these public reporting efforts,
AHRQ is finalizing a guidance document for states, purchasing coalitions and others
wishing to use AHRQ’s Quality Indicators for this purpose.

Another way we facilitate the private sector’s reporting efforts is to work with
those using the data to find ways we can improve it. For example, many in the pri-
vate sector favor use of administrative data because it is readily available and inex-
pensive. But the value of this information can be improved by selectively linking in
clinical data. For example, the Pennsylvania Health Care Cost Containment Council
already requires that hospitals collect and submit selected clinical data elements to
supplement the administrative data and the UB-02 committee is considering adding
some of these to the minimum data set. AHRQ has funded a project to describe the
value of administrative data and is anticipating future projects focused on inte-
grating clinical data elements into administrative data.

Several private sector organizations are already using quality information to
guide their provider selection and payments. For example, an increasing number of
large employers and coalitions are using a common Request for Information
(eValue8) to solicit information about quality from health plans seeking to do busi-



19

ness with them. Through the Leapfrog Initiative, alliances of large employers and
business coalitions are asking hospitals to provide data on three safety practices:
computer physician order entry, evidence-based hospital referral and ICU physician
staffing. In addition, both private and public purchasers are establishing programs
basing payment amounts and/or contractual referral relationships on provider qual-
ity information. In some cases payment is linked to mere provision of the quality
data, whereas in others it is linked to the score itself. For example, Anthem Blue
Cross in Virginia rewards hospitals for reporting performance on several indicators,
including AHRQ’s Patient safety measures. Several of AHRQ’s Patient Safety meas-
ures are being used in the CMS demonstration with Premier and, in fact, Premier
is now tracking their performance against all of these indicators as part of an over-
all quality improvement effort.

AHRQ also is working closely with employers, business coalitions and others in-
volved in pay-for-performance initiatives. For example, at the suggestion of Alliance
Healthcare Coalition in Wisconsin, we have done a review of what the evidence
shows about the impact of financial incentives on quality. In addition, AHRQ is
doing an evaluation of seven large pay-for-performance demonstrations involved in
the Robert Wood Johnson’s Rewarding Results program, which should help pur-
chasers and others in the future as they design pay-for-performance schemes.
CONCLUSION

Chairwoman Johnson, Congressman Stark, distinguished Subcommittee Members,
thank you again for inviting me to discuss the health quality initiatives that the
Department of Health and Human Services is undertaking to improve the quality
of care delivered by the health care systems across the nation. This Administration
is committed to working with the health care industry and the various stakeholders
to improve the quality of care, while also ensuring patients have access to the infor-
mation they need to make educated decisions involving their health care. Thank you
ﬂgain for this opportunity, and I look forward to answering any questions you may

ave.

——

Chairman JOHNSON. Thank you very much, Dr. Clancy, for
that speedy review of, really, an enormous amount of work on be-
half of the Executive Branch. I have never seen the Executive
Branch involved in so many aspects—and leadership—in so many
areas on health care technology, information systems, best prac-
tices and so on. I really am excited about the base we have laid

down for action. Mr. Hackbarth, if you will continue now with
MedPAC’s role in all of this?

STATEMENT OF GLENN M. HACKBARTH, CHAIRMAN,
MEDICARE PAYMENT ADVISORY COMMISSION

Mr. HACKBARTH. Thank you very much, Chairman, Mr. Stark,
other Members of the Subcommittee, and I want to add what you
just said, AHRQ and CMS, others in the Department and outside
the Department have created some tremendous tools that have al-
lowed MedPAC and others to begin evaluating the quality of care
provided to Medicare beneficiaries and the population at large.
What we did in our March 2004 report is examine care provided
to Medicare beneficiaries over a period of time using these meas-
ures developed by AHRQ and CMS. For most of the measures, the
period of time examined was 1995 to 2002. On some of the meas-
ures, it was 1998 to 2001. We looked at quality applying a frame-
work developed by the Institute of Medicine, namely that quality
of care should be effective care safely delivered in a timely fashion,
in a patient-centered manner.

We selected measures that would allow us to get at these various
component parts of quality. The measures we looked at included
hospital mortality, adverse events that occurred during the hospital
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stay, adherence to standards of effective care, both inside and out-
side the hospital, potentially avoidable hospital admissions and pa-
tient satisfaction. On some of these measures, we were able to com-
pare care in the traditional fee-for-service program against care in
the managed-care portion of Medicare. Our findings, as has been
true of other research on quality, were mixed. We found that pa-
tient satisfaction was high and stable over the whole period we ex-
amined. Hospital mortality improved in most instances as did ad-
herence to effective standards—standards of effective care. How-
ever, we found that even after improvement in adherence to stand-
ards of effective care, many Medicare beneficiaries, often 20, 30
percent or more, are not receiving care proven to be effective.

In addition, we found that adverse events within the hospital in-
creased for 9 out of 13 measures that we examined. We also found
that avoidable hospital admissions increased in 7 out of 12 meas-
ures that we examined. So, in sum, of course Medicare beneficiaries
receive technologically advanced care for the most part. They usu-
ally receive a lot of care. However, as others have found, we found
significant quality gaps. To help improve quality, in our view, we
must attack the problem with multiple tools. Of course, there are
the traditional Medicare tools of conditions of participation and ac-
creditation. More recently, CMS has added quality-improvement
targets and efforts and public disclosure of data to the arsenal.
What we are advocating in our March report is that we take now
the next logical step, which is to link payment for service to the
quality of care delivered. We do this with the simple conviction
that you get what you pay for. Right now, we pay more for volume.
We pay more for technological advancement. The payment system,
as currently constructed, is at best neutral toward quality and, ar-
guably, in some instances, hostile to quality.

What we propose in our report is that we begin to apply quality
standards and payment in areas where there are clearly defined
consensus measures of quality with existing methods of data collec-
tion in place. As we look at the Medicare program, we see two note-
worthy examples of that. One is in dialysis care for patients with
end-stage renal disease, and the other is in care provided by pri-
vate plans to Medicare beneficiaries. Our recommended approach is
that we take the existing payments to those at work in the sectors,
and set aside a small portion of those payments to be redistributed
based on performance against quality measures. It would be a
budget-neutral program. The intent of our recommendation is that
all of the dollars put into the quality pool would be paid. We fur-
ther recommend that the dollars be distributed in two ways: one
piece of it going to the organizations with the highest absolute level
of quality, and then another piece delivered to organizations that
show large improvement in their quality. We believe in using this
two-pronged approach, because it will distribute dollars in a way
that provides maximum opportunity and incentive to improve qual-
ity.

This is a complicated endeavor, a challenging endeavor. It would
be less than candid to say it is not without its complications and,
therefore, potential risk. The potential risks that I am most con-
cerned about are, one, creating an incentive for health care pro-
viders to avoid the most difficult patients, the most challenging
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cases, because it might make them look bad on quality measures.
A second concern is that you might, in effect, put teaching to the
test with providers focused exclusively on improving what is meas-
ured and paid for as opposed to other opportunities for improving
quality. Those are real risks. We think that they need to be looked
at in context. The risks of the status quo, in our judgment, are
even greater. Continuing as we are with the payment system that
is neutral or even negative towards quality is costing us a great
deal, not just in dollars but in terms of health for Medicare bene-
ficiaries. Thank you very much.
[The prepared statement of Mr. Hackbarth follows:]

Statement of Glenn M. Hackbarth, J.D., Chairman, Medicare Payment
Advisory Commission

Chairman Johnson, Congressman Stark, distinguished Subcommittee members, 1
am Glenn Hackbarth, chairman of the Medicare Payment Advisory Commission
(MedPAC). I appreciate the opportunity to be here with you this morning to discuss
improving quality in the Medicare program through Medicare payment policy, a
subject that has been of particular interest to the Commission.

The Quality of Care for Medicare Beneficiaries Needs to Be Improved

Ensuring that Medicare beneficiaries have access to high quality care is the prin-
cipal objective of the Medicare program. Yet Medicare beneficiaries receive care
from a system known to have quality problems. While care is improving in several
settings, as RAND, Jencks and others have reported, significant gaps remain be-
tween what is known to be good care and the care delivered. Studies documenting
the gap between high-quality care and the care currently delivered have called at-
tention to the need for improvement. As the Institute of Medicine reported, the safe-
ty of patients, particularly in hospital settings, is also of concern.

In our March report to the Congress, we document aspects of the quality of care
for the Medicare population using quality indicators developed by the Agency for
Healthcare Research and Quality (AHRQ) and results from CMS using other meas-
ures. We find that although some measures of quality show improvement over the
last decade, many do not and improvement is possible in many more.

We find quality varies based on the indicators used. Hospital mortality rates are
improving (table 1). The rate of in-hospital mortality—an indicator of effectiveness—
generally decreased between 1995 and 2002 on all conditions and procedures meas-
ured. At the same time, many beneficiaries experience adverse events in hospitals.
Measures of the safety of patients in the hospital reveal that 9 out of the 13 rates
of adverse events we tracked for hospitalized Medicare beneficiaries increased be-
tween 1995 and 2002 (table 2). Beneficiaries are being admitted to hospitals for con-
ditions that might have been prevented in ambulatory settings (table 3). Seven out
of 12 indicators show increases in admissions between 1995 and 2002 for potentially
avoidable admissions. For beneficiaries who are hospitalized, measures used by
CMS’s quality improvement organization program show improvement. Fourteen out
of 16 measures of appropriate provision of care in hospitals improved between the
periods 1998 to 1999 and 2000 to 2001 as reported by Jencks. Although improving,
gaps still exist between care delivered and optimum care.

Simply providing more care does not necessarily lead to improving quality. The
amount of care Medicare beneficiaries receive varies widely across the nation. Yet,
as noted in our June 2003 report to the Congress, higher use of care does not appear
to lead to higher quality care; in fact it appears that states with the highest use
tend to have lower quality than states with the lowest use. Wennberg, Cooper, Fish-
er and other researchers have found similar phenomena in smaller geographic
areas—areas with the highest service use tend to have lower, not higher quality.

An Approach to Improving Quality

Quality varies from low to high among providers. This implies both that high
quality is achievable, and that a multi-faceted approach to quality is needed to ac-
count for the differing starting points of providers. For example, conditions for par-
ticipating in the program can assure that all providers meet minimum standards
but encouraging high-quality providers to maintain or improve their quality requires
a different approach. The ultimate goal is to find ways to continually improve qual-
ity éielivered by all providers. As a first step, quality has to be measured and evalu-
ated.
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Measures of quality and guidelines for appropriate care are becoming increasingly
available. The Medicare program has been a leading force in these efforts to develop
and use quality measures often leading initiatives to publicly disclose quality infor-
mation, standardize data collection tools, and give feedback to providers for im-
provement. CMS has also revised its regulatory standards to require that providers,
such as hospitals, home health agencies, and health plans, have quality improve-
ment systems in place. By offering technical assistance to providers, the Quality Im-
provement Organizations have been a critical part of these efforts. In some sectors,
these steps are showing results. The Commission views CMS’s focus on quality as
an important contribution and an excellent foundation for future initiatives.

The private sector also has taken steps to improve quality. In our June 2003 re-
port, we document that most private sector organizations began their quality im-
provement efforts by developing quality measures and then providing feedback to
providers followed by public disclosure. This helped establish credibility and accept-
ance of the measures used as well as developed the process for data collection. But
many organizations found that those steps alone did not achieve sufficient improve-
ment and began designing financial incentives to tie payment to quality. Early expe-
rience has shown improved quality and in some cases cost savings.

Medicare payment systems do not incorporate financial incentives tying payment
directly to quality. Current payment systems in Medicare are at best neutral and
at worst negative toward quality. All providers meeting basic requirements are paid
the same regardless of the quality of service provided. At times providers are paid
even more when quality is worse, such as when complications occur as a result of
error. It is time for Medicare to take the next step in quality improvement and put
financial incentives for quality directly into its payment systems. Linking payment
to quality holds providers accountable for the care they furnish. In addition, finan-
cial rewards would accrue to providers investing in the processes that improve care
encouraging investment in such improvements. Through its actions Medicare can
act as a catalyst for improvement throughout the health delivery system.

In our June 2003 report to the Congress, the Commission recommended that CMS
move toward using financial incentives for all types of providers and plans partici-
pating in Medicare. We also developed the following criteria for choosing the most
promising settings for introducing payment for quality performance:

e To be credible, measures must be evidence-based to the extent possible, broadly
understood, and accepted.

e Most providers and plans must be able to improve upon the measures; other-
wise care may be improved for only a few beneficiaries.

e Incentives should not discourage providers from taking riskier or more complex
patients.

e Information to measure the quality of a plan or provider should be collected in
a standardized format without excessive burden on the parties involved.

Building on this analysis, in our March 2004 report to the Congress, we develop
as a general design principle that a system linking payments to quality should:

e reward providers based on both improving the care they furnish and exceeding
thresholds,

e be funded by setting aside a small proportion of total payments, and

e be budget neutral and distribute all payments that are set aside for quality to
providers achieving the quality criteria.

We also analyze and make specific recommendations on linking payment to qual-
ity for two sectors judged the most ready for financial incentives: providers of dialy-
sis services, and private plans in Medicare.

Using payment incentives to improve dialysis quality. The Commission rec-
ommends that the Congress establish a quality incentive payment policy for physi-
cians and facilities providing outpatient dialysis services. Although quality of out-
patient dialysis services has improved for some measures, it has not for others. De-
spite some improvement in dialysis adequacy and anemia status, patients and pol-
icymakers remain concerned about the unchanged rates of hospitalization during
the past 10 years and the poor long-term survival of dialysis patients. By directly
rewarding quality, Medicare will encourage investments in quality and improve the
care beneficiaries receive. The recommendation would reward both the dialysis fa-
cilities and physicians who are paid a monthly capitated payment to treat dialysis
patients. Physicians are responsible for prescribing dialysis care and facilities are
responsible for delivering it; only together can they improve quality in the long
term.
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The outpatient dialysis sector is a ready environment for linking payment to qual-
ity. It meets all of our criteria. Credible measures are available that are broadly un-
derstood and accepted. All dialysis facilities and physicians should be able to im-
prove upon the measures. Obtaining information to measure quality will not pose
an excessive burden on dialysis facilities and physicians, and measures can be ad-
justed for case mix so that dialysis facilities and physicians are not discouraged
from taking riskier or more complex patients.

In keeping with our general design, MedPAC recommends a system linking pay-
ments to quality that would:

e reward facilities and physicians based on both improving the care they furnish
and meeting thresholds,

o be funded by setting aside a small proportion of total payments, and

e distribute all payments that are set aside for quality to facilities and physicians
achieving the quality criteria.

Measuring the quality of care and holding providers financially accountable will
take on additional importance if Medicare broadens the dialysis payment bundle to
include commonly used injectable drugs and laboratory services.

CMS is already planning to use quality incentives in the agency’s new end-stage
renal disease management demonstration. Medicare will pay program participants—
dialysis facilities and private health plans—an incentive payment if they improve
quality of care and if they demonstrate high levels of care compared with the na-
tional average. We applaud CMS for linking payment to quality in the demonstra-
tion. Quality incentives should not, however, be limited to demonstration efforts, but
rather should apply to all fee-for-service dialysis providers so care for as many pa-
tients as possible will improve. In addition, when using quality incentives only in
a demonstration, bidders may primarily consist of high-quality facilities and not be
representative of all facilities. By contrast, we recommend incentives that are part
of th(z1 outpatient dialysis payment system and will affect both low- and high-quality
providers.

Using payment incentives to improve the quality of care in private plans.
To reward improvements in quality for beneficiaries enrolled in private plans we
recommend that the Congress establish a quality incentive payment policy for all
private Medicare plans. This program is a promising sector for applying payment
incentives to provide high-quality care because it meets the criteria for successful
implementation. Private Medicare plans already report to CMS on a host of well-
accepted quality measures. Plans vary in performance on the reported quality meas-
ures and room for improvement exists on almost all measures. Because plans are
responsible for the whole spectrum of Medicare benefits, they have unique incen-
tives to coordinate care among providers which is an important aspect of quality.

Although CMS would have work to do before it would be ready to administer any
incentive program, in keeping with our general design principles we recommend cre-
ating a reward pool from a small percentage of current plan payments and redistrib-
uting it based on plans’ performance on quality indicators. To reach the most bene-
ficiaries, Medicare should reward plans that meet a certain threshold on the rel-
evant performance measures and plans that improve their scores. The program
should be budget neutral and CMS would need to create a mechanism that insured
budget neutrality.

Next Steps to Link Payment to Quality

The Commission seeks opportunities to improve the quality of care all Medicare
beneficiaries receive. As we have discussed, beginning in 2005 we recommend pay-
ing for quality in two sectors where there is consensus on measures and they are
regularly collected—outpatient dialysis and Medicare private plans. We anticipate
expanding recommendations on payment for quality to other sectors in the future
as better measures become available.

To help target quality improvement initiatives, we will continue to analyze the
quality of care in hospitals, ambulatory settings, post-acute care settings, and pri-
vate plans using a range of available indicators. The hospital and ambulatory set-
tings affect a large number of beneficiaries and thus quality in those settings is crit-
ical to the program. This work will raise questions for further research, but may
also point to where payment incentives are most needed. The Commission will also
investigate the relationship between cost and quality. Work in the dialysis sector
showed no correlation between cost and quality for services paid prospectively under
the composite payment. It also found a negative correlation under the fee-for-service
payment for the sector—beneficiaries’ outcomes were poorer for facilities with higher
than average costs. This correlation could, to some extent, be a reflection of
unmeasured case mix complexity.
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We will also investigate how care coordination and rewarding improvements in
quality across settings can be addressed given the fragmented nature of the current
health care system. In fee-for-service Medicare, rewarding the providers in one sec-
tor when savings from their actions accrue in other sectors is a challenge. It is also
difficult to provide incentives to coordinate care across settings, for example,
through mechanisms such as disease management, when no single provider is re-
sponsible. Such considerations have led many private purchasers and plans to tar-
get their incentive initiatives at organizations—either group practices, networks, or
health plans that use some form of risk sharing—that they believe are more effec-
tive at improving quality. Finding effective approaches to these issues will be a
major challenge for the Medicare program.

Conclusion, The Time Is Now

The Medicare program can no longer afford for its payment systems to be neutral
or negative to quality. Although there are risks in paying for quality—providers
avoiding high-risk patients and concentrating on the measured quality elements to
the exclusion of others—good design can ameliorate them. The risk from maintain-
ing the status quo is much greater. No beneficiary should be fearful for her safety
going into a hospital because of medical errors. No beneficiary should be hospital-
ized when it could have been avoided through better ambulatory care. It would be
impossible to reduce medical errors or preventable hospitalizations to zero, but evi-
dence suggests we are far from a tolerable level now and many improvements are
possible and needed.

In June 2003, MedPAC expressed an urgent need to improve quality in fee-for-
service Medicare and in care furnished by private plans. In our March report we
have recommended two sectors where the Congress can act now—rewarding quality
care in outpatient dialysis and Medicare Advantage. Linking payment to quality in
other sectors could encourage broader use of best practices and thus, improve the
quality of care for more beneficiaries. A Medicare program that rewards quality
would send the strong message that it cares about the value of care beneficiaries
receive and encourages investments in improving care.

Table 1. Effectiveness of care: Hospital mortality decreased from 1995-2002

Risk-adjusted rate per 10,000 discharges Percent Observed
Diagnosis or procedure 1995 | 1998 | 2000 | 2002 1S, | athain
In-hospital mortality
Pneumonia 1,122 1,032 1,012 949 -15.4 78,999
AMI 1,670 1,477 1,414 1,309 -21.6 43,750
Stroke 1,357 1,240 1,212 1,159 —-14.6 39,099
CHF 689 585 541 474 -31.2 38,828
GI hemorrhage 504 434 400 355 —-29.5 11,155
CABG 580 522 482 427 —26.3 8,669
Craniotomy 1,033 963 986 931 -9.9 3,216
AAA repair 1,258 1,178 1,161 1,130 -10.2 2,632
30-day mortality
Pneumonia 1,525 1,531 1,377 1,557 2.1 107,502
CHF 1,063 1,006 818 907 —-14.6 58,678
Stroke 1,816 1,808 1,620 1,807 -0.5 52,263
AMI 1,899 1,792 1,627 1,690 -11.0 50,367
GI hemorrhage 757 718 590 649 -14.3 16,438
CABG 532 496 441 412 —22.5 7,932
Craniotomy 1,164 1,158 1,123 1,182 1.6 3,666
AAA repair 1,158 1,116 1,069 1,072 7.4 2,423

Note: AMI (acute myocardial infarction), CHF (congestive heart failure), GI (gastrointestinal), CABG (coro-
nary artery bypass graft), AAA (abdominal aortic aneurysm). Rate is for discharges eligible to be considered in
the measure.

Source: MedPAC analysis of 100 percent of MEDPAR data using Agency for Healthcare Research and Qual-
ity indicators and methods.
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Table 2. Safety of care: Adverse events affect many beneficiaries

Risk-adjusted rate per 10,000 dis- Change Percent Observed
charges eligible in rate change adverse
1995— 1995— events

Patient safety indicator 1995 1998 2000 2002 2002 2002 2000
Decubitus ulcer 237 273 297 319 82 34.5 128,774
Failure to rescue 1,772 | 1,683 | 1,652 | 1,511 —261 —-14.7 57,491
Postoperative PE or DVT 98 108 120 123 25 245 36,795
Accidental puncture/lacera-

tion 28 31 32 36 8 30.7 134,171
Infection due to medical

care 24 27 28 30 6 28.5 24,524
Tatrogenic pneumothorax 10 12 11 11 1 4.8 10,985
Postoperative respiratory

failure 43 66 75 87 44 99.6P 8,184
Postoperative hemorrhage

or hematoma N/A 27 26 24 —-32| —11.2 8,056
Postoperative sepsis 89 112 127 135 46 50.7 6,739
Postoperative hip fracture 18 18 18 13 -5 —24.2 3,707
Death in low-mortality

RGs 39 30 31 30 -9 —23.6¢ 3,453

Postoperative wound

dehiscence 38 41 37 38 0 0.4 2,043
Postoperative physiologic

and metabolic derange-

ment 11 12 13 14 3 31.8 1,952

Note: PE (pulmonary embolism), DVT (deep vein thrombosis), N/A (not available), DRG (diagnosis related
group).

2Change from 1998-2002.

bSome of this increase may be due to the introduction of a new code in 1998 for acute and respiratory fail-
ure.

cAgency for Healthcare Research and Quality researchers identified low-mortality DRGs for all-payers, not
Medicare beneficiaries only.

Source: MedPAC analysis of 100 percent of MEDPAR data using Agency for Healthcare Research and Qual-
ity indicators and methods.

Table 3. Effectiveness and timeliness of care outside the hospital: The
change in the rate of potentially avoidable hospital admissions is mixed,
1995-2002

Risk-adjusted fgl'ziit: Ihgeesr 10,000 bene- Percont Observed
change admissions

Conditions 1995 1998 2000 2002 1995-2002 in 2000
Congestive heart failure 241 257 244 238 -1.0 703,012
Bacterial pneumonia 154 182 193 192 24.1 567,995
COPD 104 121 122 118 13.6 368,674
Urinary infection 60 64 67 66 9.4 209,550
Dehydration 50 55 58 65 30.2 181,785
Diabetes long-term complication 35 38 39 41 18.5 125,053
Adult asthma 24 21 20 23 -6.3 65,680
Angina without procedure 50 24 19 14 -714 59,983
Hypertension 9 10 11 13 38.3 37,334
Lower extremity amputation 15 16 15 14 -2.1 24,224
Diabetes short-term complication 7 7 7 7 2.1 22,425
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Table 3. Effectiveness and timeliness of care outside the hospital: The
change in the rate of potentially avoidable hospital admissions is mixed,
1995-2002—Continued

Risk-adjusted rate per 10,000 bene-
ficiaries Percent Observed
change admissions
Conditions 1995 1998 2000 2002 1995-2002 in 2000
Diabetes uncontrolled 10 8 7 6 -38.1 22,416

Note: COPD (chronic obstructive pulmonary disease).
Source: MedPAC analysis of 100 percent of MEDPAR data using Agency for Healthcare Research and Qual-
ity indicators and methods.

———

Chairman JOHNSON. Thank you very much. I am glad that you
mentioned this problem, penalizing providers for taking higher
costs, more complex, more difficult and more costly patients. I
think that is something we have to be very careful about as we
think about pay for performance. We already have that problem in
many hospitals as we have allowed surgicenters and boutique hos-
pitals to take the paying patients out from under community hos-
pitals, leaving the community hospitals with the more complex pa-
tients and the nonpaying patients. Now, I am drawing a very sim-
plistic picture. We are going to be looking at whether that is true
or not. We do need to understand the problems inherent in our cur-
rent system that may be concentrating the most difficult patients
in the hospitals at the very time we are imposing heavier stand-
ards on them and going to attach payments. The other concern is
that you will underpay those who have the biggest problem in fi-
nancing the efforts to improve quality. So, I think on both of those
scores, we do have to proceed carefully. I wanted to ask a couple
}(;f qll{lestions and then go on to the other Members and maybe come

ack.

This issue of the health record, I mean, we have had people into
my office—they are doing this in England. Why can’t we position
ourselves to have electronic health records at least for those coming
into Medicare under the Welcome to Medicare Physical Provision
in 2006? There are Health Insurance Portability and Accountability
Act of 1996 (HIPAA) (P.L. 104-191) compliance systems; existing
technology takes it. Can you work with us? Do you think that is
an achievable goal, or can we just work as if it is an achievable
goal and see how far we get? If we could combine the provisions
in the MMA that provide a “Welcome to Medicare Physical,” that
press forward on technology, that provide disease management
and, therefore, can identify the early symptoms of disease manage-
ment with an electronic health care record, we would really move
the system forward in terms of ability to deliver quality care to
people with multiple illnesses dramatically. So, I look at what peo-
ple are showing me in the technology, and I say to myself, what
are the barriers; $50 million isn’t going to do it. Between your two
resources, why can’t we get there in 2 years?

Dr. CLANCY. I think, as you know, Mrs. Johnson, Secretary
Thompson shares your passion and asks us the same question
about every 48 hours. He is away for a couple of days, so we are
getting a brief break. We are focused right now—in addition to
learning from the investments that AHRQ will be making in the
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Department as well—we are trying to look at all opportunities in
the MMA for accelerating the adoption of electronic health records,
and we would be pleased to work with you on that.

Mr. HACKBARTH. I, personally, am a true believer in computer-
ized medical records, and I base that on personal experience. When
I was in Boston, I worked for Harvard Community Health Plan and
then subsequently Harvard Vanguard Medical Associates. Harvard
Community Health Plan had, I think, the very first ambulatory
computerized medical record beginning in 1969. Then when I was
Chief Executive Officer of Harvard Vanguard, we implemented the
Epicare System, which is one of the more advanced computerized
systems available. I was able to see, in my firsthand experience,
the capability that that computerized technology gave us compared
to other providers in Boston who did not have access to it.

I believe passionately that the gains are potentially huge for the
health care system and for our patients. Having said that, it is not
inexpensive. You mentioned the $50 million allocated. That is
roughly the amount that we spent for our 600-physician group to
implement the Epicare System. Once you count the software, all of
the infrastructure, the training required, it is a very complicated
endeavor. The reason it is not more widely available is that there
is no return on the investment or at least not a readily discernible
return on investment. If you go out and buy a new magnetic reso-
nance imaging, you can see the dollars that are going to flow in.
You can see how the machine is going to pay for itself. When you
invest large sums in a computerized medical record system, you
can’t look at the immediate financial returns.

Chairman JOHNSON. Let me ask you another unrelated ques-
tion, and then we will get back to costs. My colleague, Mr. Stark
has rightly acknowledged the reluctance of some on my side to reg-
ulate. There is an equal problem on his side in regard to the word
privatization. I don’t know how you can achieve these advances in
quality without technology and the systems that come with it.
Those systems integrate provider communities in a collaborative
fashion. While, in this bill, I was very careful to learn how to pay
for disease management and fee-for-service medicine, personally, I
think there is a limit to how far the individual independent practi-
tioner can go in meeting quality standards without being part of
an integrated system. I want to try to get us over, through better
understanding technology and its power and the challenge of qual-
ity, to get over this issue of privatization.

It is a different way of delivering medical care, and it is going
to require a different partnership between providers and between
the public and private payers. To me, technology is absolutely es-
sential to the next round of quality improvements. If we let this
word privatization cut us off from the very systems that can deliver
higher quality care to people with chronic illnesses, we will destroy
for Medicare recipients the care they urgently need. I would like
your input on this issue, on the relationship between technology
systems and the word privatization, because we have to do some-
thing to lay it aside because it is a barrier now to public under-
standing of how we are trying to improve the quality of the public
programs, not just Medicare. The Secretary did put out this initia-
tive just a week ago, saying we will pay half if the States will pay
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the other half to put disease management into Medicaid. We know
that will pay us back, and it will be budget neutral in 3 years. I
need your help on this issue. What does the word privatization
have to do, either as a barrier or as an incentive, to move us to-
ward higher quality health care?

Dr. CLANCY. Let me start and just say that I think most leaders
in health care and health care quality agree with you that IT alone
won’t solve the problems, but we can’t solve them without IT for
all the reasons you and Mr. Stark and others have very clearly ar-
ticulated. The fact is that most medical care is delivered in a
“Marcus Welby” world where you have paper charts and it is very
hard to track information when patients go to different settings or
see different doctors and so forth. For that reason, the Department
has two sets of investments. One is focused on making sure that
the components of health IT actually do improve quality and safety
within organizations, whether that IT is hospitals, physician prac-
tices and so forth.

That is going to be complemented by some support for these com-
munity or state information exchanges so that all components of
the health care sector within a community can share data in a way
that is private and confidential. We think that that is going to be
an important payoff. Dr. Hackbarth is right. Our total investment
here is fairly modest. As we are struggling to figure out how to
make the most out of the opportunities in the current and next
year’s budget, we are working very hard to identify the right incen-
tives that would actually begin to move the adoption of electronic
medical records by physicians from its current low of somewhere in
the ballpark between 10 and 15 percent of physician practices, de-
pending on which survey you read. It is a huge hurdle.

Chairman JOHNSON. I would add that you are going to add $14
billion as well as the $50 million, and the $14 billion is explicitly
in the bill to try to do—a few years ago, the Congress and the
Rural Caucus insisted upon this, arbitrarily increase the floor of
payments for rural areas to try to get plans out there. In this bill,
we gave you $15 billion in money so you can put the technology out
there so that rural health can be linked into medical centers and
others, and those doctors practicing out there solo can have the
specialist consult with them and the patient on the spot and then
do the followup. It would be a revolution in rural health care, and
it would save rural health care by keeping doctors out there. There
is a lot of money in this bill for technology if we can figure out how
to use it right. It is an opportunity to insert not medical records,
because that is a much bigger problem, but electronic health
records into those rural areas. If you do that, then that fosters this
linking and the ability to deliver far higher quality care through
specialist consultation in the rural areas across America, and it is
the only thing that will do it. If we let this word privatization get
between us and these systems that have to be built to link urban
and rural care and are going to demand expensive technology and
nobody out there makes enough to buy it, I mean, you are not
going to be able to do that.

Often what has been described pejoratively as a slush fund in
this is probably one of the most enlightened components, and it is
imperative that we try to figure out how we can get health records
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into the system by 2006 because, at that time, these plans will be
setting up in big regions, and we have to make sure they are pow-
ered by the technology that drives quality. I put that challenge out
for all of us. I wanted to put it out publicly. We have absolutely
got to meet this challenge because that will realize the tremendous
vision of the legislation, but also will enable us to bring to fruition
and into the practical reality of Americans throughout the country
what the knowledge base in health care already knows. Let me
move on to my other colleagues here. My colleague, Mr. Stark.

Mr. STARK. Well, Madam Chairman, I am all for that tech-
nology stuff, and if I could sell you some of the stocks that I bought
in echinacea companies and jojoba bean schemes which I thought
was the technology of the days back, I would be glad to give them
to you. If I could mention what I have left, maybe it would go up,
but then maybe I would make Martha Stewart look like a Sunday
school teacher. I have no quarrel with technology. Really, I am ex-
cited by it and intrigued by it and I am a believer. I think I am
concerned and what I would like to direct witnesses about estab-
lishing single quality standards. I don’t think we can do that. I get
back to an old saw horse that we have been beating in this Com-
mittee, and that is basically doing some research in outcomes.
While there must be 15 different kinds of equipment that surgeons
can use to deal with my prostate or a woman’s breast cancer, and
there may be 80 different kinds of drugs that oncologists can use
and protocols all over the place, patients, and I suspect physicians,
do not have very much evidence about which ones work over a pe-
riod of 5 and 10 years. We may know how many people lived
through the operation in recent trials and did not die in the hos-
pital or shortly after, but comparing what happens to you 5 and 10
years out after some of these major illnesses is an area of which
we have precious little information.

I would ask the witnesses whether, first of all, the physician
community would be more receptive to receiving details on out-
comes, which they could relay to the patients, then they would be
getting a standard. I have always heard the doctors say, don’t give
us cookbook medicine. There is an art to practicing medicine and
it takes information. So, then I guess, rather than just blindly say-
ing any technology, ought we not to be focusing first on gathering
data which won’t be available at least for 5 or 10 years to see what
happens to folks? I would ask both of the witnesses whether they
see building this base that will give us outcomes and the results
of various protocols in treating disease as important? Or would you
rather see us start to establish quality standards, even though I
don’t know quite what they would be? A specific better treatment
for prostate cancer. I don’t think there is just one, but maybe the
witnesses could comment on my dilemma. Dr. Clancy or Dr.
Hackbarth?

Dr. CLANCY. The capacity to follow what happens to patients
who have received different interventions and to follow them out to
some period of time, I think, is going to be a very important by-
product of building an information infrastructure very similar to
what Representative Johnson has been describing. I think most
doctors would welcome that. I do not think it necessarily replaces
or eliminates the need for standards in some areas. For example,
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delivering preventive care or making sure that people with diabetes
get all tests we know to be efficacious is still a good idea.

Mr. STARK. What you are suggesting? If someone is diagnosed
with diabetes, there ought to be a standard screen that they have
to go through in terms of tests. The treatment alternatives would
be something for which you might use for outcomes research.

Dr. CLANCY. That would be one way. There are some areas
where the evidence is very clear about what is the best path. There
are many other areas—which is, really, again a byproduct of our
investments in biomedical science—where we have different op-
tions, and that is wonderful. What would be equally wonderful is
if doctors, patients and others could make informed decisions based
on evidence about what happens to people like me confronting a
similar decision, and that will take some time to develop.

Mr. HACKBARTH. Due to work over the last 15, 20 years, in
fact, the database of knowledge about what works and what doesn’t
work has grown tremendously through the work of AHRQ and
many other organizations. We need to continue that. It is an ongo-
ing process and a long-term process as you point out, Mr. Stark.
There are things, however that we know today work. What con-
cerns us is, too often, they are not done. They perhaps cover only
a small fraction of the care delivered to Medicare beneficiaries. So,
you know, we are nowhere near the end of solving this problem and
saying we know exactly what works in every case and what you
ought to do. From our perspective, for us in a broad way not to
apply known effective treatment for different types of patients is a
problem, and we see that shortcoming not in a few cases but on a
large scale in the treatment of Medicare beneficiaries. We have to
do something about that, and hence our recommendation that we
begin moving toward payment associated with providing appro-
priate, proven effective care.

Chairman JOHNSON. Thank you. We will have a chance to pur-
sue that with the second panel. That is an extremely important
question. Mr. McCrery?

Mr. MCCRERY. Dr. Clancy, let’s talk about the Hospital Quality
Initiative for a second and the indicators. You have 10 clinical
quality indicators. Then you have another 24 indicators that will
be used for the quality incentive demonstration that will reward
hospital performance. Those 34 indicators address treatment meth-
ods that have been well established for some time now. Once hos-
pitals begin reporting those indicators, won’t it be important to ex-
pand the indicators to cover other critical treatment areas that are
not as well established but offer maybe greater potential for im-
proving quality and saving lives?

Dr. CLANCY. Without question. I think you have hit on an im-
portant challenge in terms of developing indicators and measures
of quality and performance and that it has been incremental. You
start with a small menu and then build out from there. Those are
the ones that are linked to hospital payment update in the MMA,;
they are the starter set. All partners in this initiative recognize
that is a starter set. In addition to those within the construct of
the CMS demonstration with the premier system, there is an addi-
tional 34 measures. Even those 34 measures actually cover only 5
broad areas. The CMS and AHRQ in conjunction with our partners
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throughout this hospital reporting initiative are about to launch a
series of activities to try to develop what we are calling a robust
measurement set that covers all aspects of quality of care for peo-
ple in the hospital. We will be getting input from stakeholders, the
public and many others. So, a series of townhall meetings will start
in April combined with some other activities. That is just the be-
ginning. All indicators are only useful and credible if they are
based on the latest scientific evidence about what is the right treat-
ment and what is the right thing to do. The AHRQ is committed
to making sure that those indicators are indeed as evidence-based
and up-to-date as possible or else they will have no meaning.

Mr. MCCRERY. You are about to start that process of examining
additional indicators that could be added?

Dr. CLANCY. Yes.

Mr. MCCRERY. In my home State of Louisiana, the American
College of Cardiology just held their annual meeting, and they re-
leased data from a new private quality initiative called CRUSADE
being conducted by Duke University. It is interesting because it is
looking at patients who are at high risk for heart attack but never
had a heart attack. That is one of the examples I think of indica-
tors that we may want to look at to treat patients that have not
gone into the hospital for acute heart attack but may be at risk and
then thereby prevent that. The CRUSADE program is a private ini-
tiative. You talked in your testimony about the possibility of joining
efforts between the private sector and your efforts. Could you ex-
pound on that a little bit? How will you identify—and how can
something like CRUSADE and Duke University get entrance into
your umbrella program?

Dr. CLANCY. Sure. I am not sure if CRUSADE is a hospital-
based initiative or more broadly based than that. In general, every
effort that has been made, certainly in the public sector and I think
in the private sector, to develop indicators and measures, there is
a very broad, public call and active seeking of input from organiza-
tions known to have expertise in this area. The example you use,
the American College of Cardiology, I would say is one of the lead-
ing professional organizations. They have been leading others in
terms of developing guidelines and measures and other strategies
to improve quality of care. So, they will most definitely be con-
sulted. I think the question we are going to confront after devel-
oping a robust measurement set, is what is the strategy for imple-
menting those which are required, which are optional and so forth.
That is the nature of a partnership between the public and private
sector. I am very optimistic that this approach is the reasonable
way to go.

Mr. MCCRERY. You said, when commenting on the Chairman’s
question about electronic medical records, that there is no obvious
return on investment for the industry to make that investment and
how expensive it is going to be. Why is there a return on invest-
ment on those kinds of technological improvements in every other
sector of our economy but not health care? I mean, if a business
converts all of its records to computer, they don’t have any imme-
diate return on that investment, but they might be able to do with
fewer employees, which saves them money over the long term.
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They compete on the basis of quality of their service or whatever.
Why is it different in the health care field?

Mr. HACKBARTH. Well, first of all, in actually making this deci-
sion personally, among the things we looked at were potential ad-
ministrative savings, that you don’t need a large medical records
department. There are certain savings that are clear and obvious,
but they are not enough in and of themselves to justify the sub-
stantial investment. We made the decision to go ahead and make
that investment because we believed it would change patterns of
care, would change how we treated patients, and over the long run
that would mean better quality and even some saving on cost. We
were different than a lot of organizations, though. We were fully
capitated. We had a lump sum payment for the full range of serv-
ices provided to our patient population. So, if we could save money
through better ambulatory care, reduce hospital cost, we gained
from that. In the fragmented fee-for-service delivery system, often
the gains from improvement accrue to somebody else, and so that
is one of the reasons why the financial return isn’t as immediate
or apparent. Now, having said that, I think that there are some
things that we can do to change that investment calculus. One
would be to pay for quality. If in fact, by using computerized med-
ical records, we can enhance quality, measure and pay for it, there
starts to be a more immediate direct financial return for the invest-
ment.

In some instances, it may be necessary to go beyond that. This
is actually an issue that MedPAC as a commission is taking up this
week and will be in the future months, so here I am speaking for
myself, as opposed to the commission as a whole, but, you know,
it may be appropriate that we make loans available to institutions
to make it easier to make this large investment. There are a num-
ber of financial options that we could use to change this investment
calculus a little bit. I don’t want the message that I deliver to be
pessimistic about the potential. It is a challenge, but I think it is
a challenge that we can overcome, and I think the gains from com-
puterized medical records in clinical IT are very, very large.

Chairman JOHNSON. Just to clarify, I hear you saying that it
pays off if you are paying for health care. It doesn’t pay off in the
fee-for-service system where you are simply paying for volume of
actions, whether they are good health care or they are not good
health care. So, it does pay off in a capitated system. It just doesn’t
pay off in our current system. Mr. McDermott.

Mr. MCDERMOTT. Thank you, Madam Chairman. I begin by
saying I have nothing but the highest respect for you, Dr. Clancy,
and your predecessor John Eisenberger. I think you run an agency
that requires heroes to participate in it. In listening to some of the
questioning, it seems to me that people have questions about 