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THE NEXT GENERATION OF HEALTH
INFORMATION TOOLS FOR CONSUMERS

WEDNESDAY, MAY 10, 2006

CONGRESS OF THE UNITED STATES,
JOINT ECONOMIC COMMITTEE,

Washington, DC.
The Committee met at 10 a.m., in room 106 of the Dirksen Sen-

ate Office Building, the Honorable Robert F. Bennett (Vice Chair-
man of the Committee) presiding.

Senators present: Senator Bennett.
Representatives present: Representatives Maloney, Sanchez,

and Cummings.
Staff members present: Tom Miller, Jeff Schlagenhauf, Colleen

Healy, Katie Jones, Daniel Dowler, Chad Stone, and John
McInerney.

OPENING STATEMENT OF HON. ROBERT F. BENNETT,
VICE CHAIRMAN, A U.S. SENATOR FROM UTAH

Chairman Bennett. The Committee will come to order. We're
expecting some Members of the House to join us fairly quickly, but
we will move ahead in respect to the witnesses and their willing-
ness to be with us and to share their expertise. I

We welcome you all to this hearing on the next generation of
health information tools for consumers. We need to provide health
care consumers, employee plan sponsors, doctors, hospital adminis-
trators, and health care program administrators with better infor-
mation to improve their choices and decisionmaking.

I sit on the Banking Committee where we're always using the
word transparency, and talking about the importance of trans-
parency in capital markets. Well, we need transparency in health
care choices. I remember the time, which I hope is past now, when
policymakers would say: Customers are not intelligent enough to
make decisions with health care. They are at the mercy of pro-
viders, because they don't have the education, the background, the
understanding of science that can allow them to make intelligent
decisions. So they simply take whatever the provider or the pay-
ment administrator decides is the best decision.

We're in "Health Care Week" in the Senate right now, discussing
health care issues. This is a logical time to examine the current
and future state of health information. That's essential to improve
our current health care arrangements, whether we're talking about
consumer-driven health plans or health savings accounts, tradi-
tional employer-sponsored plans, Medicare, Medicaid, charitable
care, or concierge care; cash payment at the moment of service.

(1)
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Whatever it is, we need better information; more transparency, to
use the capital market's word, with respect to our health care
choices.

We need information about price, quality and value of health
care options as well as support tools to assist and improve decision-
making all across the board. We may differ in how much informa-
tion we wish to or can absorb, but something more than what we
currently have is available is better for just about all of us.

Now, neither stronger financial incentives to consumers nor top-
down efforts to re-engineer health care delivery will by themselves
be able to change the future trends without better information.

We've witnessed the transformative power of better information
in other parts of the economy. Information technology is king in
such mundane areas as retailing. Health care need not continue to
be a lagging exception with respect to the importance of informa-
tion technology.

So today's hearing will go into this area, and we have two panels,
of whom we're very proud and to whom we're very grateful.

Our first panel of witnesses includes Dr. Carolyn Clancy, who di-
rects the Agency for Healthcare Research and Quality, and they're
at the forefront of coordinating public and private efforts to im-
prove the data measurement, aggregation, and reporting activities
that can produce more valuable and actionable consumer health in-
formation.

Then we have Dr. Arnold Milstein, who is the medical director
of the Pacific Business Group on Health and the U.S. Health Care
Thought Leader at Mercer Health & Benefits.

He heads performance measurement activities for both the Leap-
frog Group and the Consumer-Purchaser Disclosure Project and is
a MedPAC Commissioner.

I like somebody with a scientific background who embraces the
name of the Leapfrog Group. It shows a little bit of flexibility.

Dr. Michael Parkinson is executive vice president and chief
health and medical officer for Lumenos, one of the country's lead-
ing providers of consumer-driven health care. And the company's
goal is to improve consumers' health outcomes and achieve long-
term cost efficiency for employers that sponsor health plans.

Paul Ginsburg is an economist and president of the Center for
Studying Health System Change. HSC's main research tool is the
Community Tracking Study, which consists of national surveys of
households and physicians in 60 nationally representative commu-
nities across the country and site visits to 12 of these communities.

So that will be our first panel. I'll introduce the members of our
second panel when we're through with the first panel, but we ex-
press gratitude for you all for your willingness to come share your
insights here. Now we've been joined by Mrs. Maloney from the
House, and we're happy to have her for whatever opening state-
ment she might wish to make.

[The prepared statement of Senator Robert F. Bennett appears
in the Submissions for the Record on page 34.]
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OPENING STATEMENT OF HON. CAROLYN B. MALONEY,
A U.S. REPRESENTATIVE FROM NEW YORK

Representative Maloney. I thank the Senator for calling this
hearing; thank you so much, Senator Bennett, and I want to thank
you for holding this hearing on health information tools for con-
sumers, and I want to welcome our panels of experts and thank
them all for testifying today.

I think the Joint Economic Committee has an important role to
play in looking at ways that markets for all kinds of goods and
services can serve consumers, and health care is certainly a market
that Americans would like to see work better. They would like to
be sure that they can get affordable health insurance and high
quality medical care. I think we would all agree that more and bet-
ter health care information is good for everyone and is. part of the
solution to improving the performance of the health care market.

But I would also like to strike a cautionary note. A large fraction
of medical expenses are accounted for by a small percentage of peo-
ple, and many of those expenses are incurred in situations that are
largely divorced from normal economizing behavior. So I worry that
the benefits from better information, while real, are often oversold.
Better information and increased transparency may help people
make some routine medical decisions more wisely, but they are not
likely to significantly affect the overall costs of health care or make
much of a dent in the number of people without health insurance.

I also think we have to be sensitive to privacy issues when we
talk about making vastly more information available. Those push-
ing hardest for greater information appear to be those who are par-
ticularly enamored of the "consumer-driven" approach to health
care with its emphasis on high-deductible health insurance and
tax-sheltered health savings accounts.

The President's push for consumer-driven health care would shift
more costs onto individuals, while creating additional tax incen-
tives for high-deductible insurance and HSAs that ordinary fami-
lies will have little opportunity to use. High deductible plans don't
reduce costs or cover the uninsured, but they do have a tendency
to discourage people from using health care services.

Consumer-driven health plans rely on consumers to obtain reli-
able information on treatment choices, quality, and charges by pro-
viders. But the concept of "empowering" consumers to make cost-
conscious choices about their health care decisions is misleading,
because purchasing health care is not like buying a car or a wash-
ing machine. You simply don't have a lot of time to shop for a doc-
tor when your appendix bursts. Health care needs are often unan-
ticipated, and patients rely on their doctors' expertise to guide their
medical decisions.

Finally, for years we have heard that our information technology
systems are inadequate, and that patients die because of mistakes
that could have been corrected if we had better technology and
record keeping. Clearly government and the private sector have a
responsibility to close the information gaps that are affecting the
health of or having a life or death impact on Americans.

I look very much forward to the testimony, as always, and to
your comments, Senator. Thank you.
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[The prepared statement of Representative Carolyn B. Maloney
appears in the Submissions for the Record on page 36.]

Chairman Bennett. Thank you very much.
Dr. Clancy, we'll begin with you.

STATEMENT OF CAROLYN M. CLANCY, M.D., DIRECTOR,
AGENCY FOR HEALTHCARE RESEARCH AND QUALITY,
ROCKVILLE, MARYLAND
Dr. Clancy. Good morning, Mr. Chairman, Representative

Maloney. I ask that my written statement be entered into the offi-
cial record.

Chairman Bennett. Without objection.
Dr. Clancy. Mr. Chairman, before I deliver my prepared re-

marks, I'd like to ask you and Representative Maloney, as well as
my fellow witnesses and members of the audience, to raise their
hands if you've looked for information about health or health care
quality on the Internet, in the library, or from any other source.

[Show of hands.]
And to keep your hands up if the information was what you

needed.
[No hands.]
I usually begin speeches by posing those two questions to the au-

dience, and unfailingly, the number of people who look for informa-
tion vastly exceeds the number who find what they need. This has
to change, and I commend you, Mr. Chairman, for recognizing the
significance of engaging consumers in their health care, and for
holding this hearing.

I don't think I can overemphasize Secretary Leavitt's and HHS's
commitment to ensuring that all Americans can easily obtain un-
derstandable information about the quality and price of health
care. To realize this vision, Secretary Leavitt has articulated four
strategies for achieving this goal: Promoting quality transparency,
promoting price transparency, facilitating the greater use of health
information technology, and transforming health care so its incen-
tives support a consumer-oriented or patient-focused healthcare
system.

My written testimony goes into great detail in how the Agency
for Healthcare Research and Quality, working in partnership with
the public and private sectors, is working on those strategies.

Consumers make two types of decisions. The first that we're call-
ing marketplace decisions, for example, involves selecting a health
plan, a clinician, a hospital, or a long-term care facility.

The second are decisions that patients and their caregivers must
make among alternative treatments in the management of clinical
conditions. Both types of decisions require unbiased, reliable, and
science-based information that's user-friendly and readily acces-
sible. AHRQ has a long track record of providing information to
consumers and other purchasers, and I'd like to highlight three les-
sons that we've learned in our efforts.

The first lesson is that informed choice only occurs when con-
sumers can assess the value of a health care good or service, and
consumers can only assess value when they have information on
both price and quality.
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Research has demonstrated that the highest quality providers
are often not the most expensive. Therefore, consumers and pur-
chasers need to have both types of information to make an in-
formed choice.

I'd like to also note that there are other elements in consumer
choice. We all know that we make decisions based on other factors
such as personal preferences, tolerance for risk or uncertainty,
unique circumstances, and the assessment of acceptable trade-offs.
However, it's important to have a foundation of objective scientific
facts for all decisions.

The second lesson is that transparency is critical for enhancing
consumer choice and improving competitiveness. Research spon-
sored by my Agency clearly demonstrates that where the message
comes from makes a profound difference. If you think about what
many people do when they make a major purchase like a car or ap-
pliance, they turn to a source like Consumer Reports, which is a
trusted source of unbiased information that reviews the quality and
value of a product based upon independent testing.

We need to create a similar, unbiased, trusted source of informa-
tion for health care services. This is particularly important now as
consumers need to make more decisions about their health and
health care, and they grow increasingly skeptical of the vast and
growing array of information available to them on the Internet and
other sources.

The final lesson is that we simply can't assume that providing
information is enough. In that well known movie, The Field of
Dreams, the refrain was, "If you build it, they will come." That's
not true for health care information.

Assuming that consumers and patients will come and get the in-
formation isn't enough. We must ensure that information is avail-
able when and where consumers need it, and we also need to help
make them aware that information can help them get better health
care and play a more active role in their health and health care.

The best information for consumer choices needs to be linked
with decisions under patients' control. For example, elective admis-
sions to the hospital, questions they should ask, and other steps
that they can take to improve a health care encounter.

In a strange way, the problem we're facing is not a lack of infor-
mation. As the title of this hearing suggests, Mr. Chairman, the
need is for information that .is pulled together so that alternatives
can easily be compared, easily understood, and easily acted upon.

And finally, we need to make sure that that information is easily
understandable. Our research has shown that some 90 million
adults have lower than average reading skills, or low health lit-
eracy, and are less likely than other Americans to get potentially
life-saving screening tests such as mammograms and pap smears,
flu and pneumonia vaccines, and to take their children for well
child care visits.

The bottom line is, we can't possibly get to better value in health
care without the full engagement and participation of consumers.
They need to play an active role in their own health and health
care, and make informed choices about providers and treatments.

Thank you for your attention, and I'd be happy to answer any
questions.
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[The prepared statement of Dr. Clancy appears in the Submis-
sions for the Record on page 38.]

Chairman Bennett. Dr. Milstein.

STATEMENT OF ARNOLD MILSTEIN, M.D., MPH, MEDICAL
DIRECTOR, PACIFIC BUSINESS GROUP ON HEALTH; WORLD-
WIDE PARTNER, MERCER HUMAN RESOURCE CONSULTING,
SAN FRANCISCO, CA
Dr. Milstein. Last fall's National Academy of Sciences report on

the U.S. health care system estimated that 30 to 40 percent of
health care spending is what they described as waste. Many of the
large employers and labor unions with which I work believe that
estimate may be low.

Much of this waste could be eliminated by enabling the identi-
fication and reward of physicians who demonstrate more affordable
patterns of resource use and favorable quality. Over the past 10
years, methods have been developed to measure, for individual phy-
sicians in most medical specialties, both average total cost of health
care resource use per treatment, which I'll refer to as relative af-
fordability, and quality of care.

Though criticized by some as imprecise, pioneering employers,
labor unions and insurers that have used these methods have low-
ered their per capita spending by 2 to 17 percentage points com-
pared to other regional payers without lowering quality of care
scores.

Any payer can generate these measures from health insurance
claims data, via off-the-shelf software. Measurements demonstrate
that at all levels of measured quality, physicians in the same spe-
cialty and in the same community vary up to 2x in their average
total cost of resources used per treatment, as demonstrated via the
chart on the easel.

Chairman Bennett. Let me give you a little extra time, and ask
you to walk through the easel. I have seen it close up, but I think
the people in the audience probably don't get it from just having
you refer to it in that fashion.

So can you take a few minutes to walk through that?
Dr. Milstein. Certainly, Mr. Chairman.
Chairman Bennett. We'll put it back on your clock.
Dr. Milstein. Thank you.
On the easel is an exhibit that was commissioned jointly by the

Boeing Company and the Machinists Union, who are working col-
laboratively to manage health care costs and quality in the mar-
kets in which Boeing has many workers.

This is a study that they commissioned that was implemented by
Regence Blue Shield in the Puget Sound area.

In essence, this displays physician performance on two dimen-
sions. The vertical dimension is the quality of care dimension.

Chairman Bennett. So everything above the line is good.
Dr. Milstein. Right, above the dark line is defined as upper half

quality of care, meaning relatively high rate of compliance with evi-
dence-based scientific guidelines for health care. The horizontal
axis is analogous to miles per gallon consumption of health insur-
ance fuel. And the way it's laid out is, as you move from left to
right, there is less total spending per episode of treatment.
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Chairman Bennett. So if you're on the left side of the line,
you're cheaper?

Dr. Milstein. Your fees may or may not be cheaper, but the total
amount of health insurance fuel burned per treatment is less. It is
not counting just physician fees.

Chairman Bennett. So I want to be above the line for quality
and to the left of the line for price?

Dr. Milstein. You want to be to the right of the line for total
resources expended. The far left side is the equivalent of burning
10 miles per gallon of health insurance fuel, and the right side of
the line is 30 miles per gallon of health insurance fuel.

Chairman Bennett. OK, so I want to be on the right side of the
line, and as high as possible.

Dr. Milstein. Yes, in the Northeast quadrant.
Chairman Bennett. The Northeast quadrant.
And all of the little dots clustered around the cross are all of the

doctors in Seattle?
Dr. Milstein. Like most health insurers, Regence Blue. Shield,

even though it is the largest insurer in that region,. only had
enough data to characterize the performance of about 40 percent of
the doctors. It's a 40 percent sample of doctors.

Chairman Bennett. You've got a 40 percent sample, and you've
got as many doctors in each quadrant.

Dr. Milstein. Yes.
Chairman Bennett. So you've got doctors that are giving you

high quality and good value for your money in the Northeast
quadrant-

Dr. Milstein. Correct.
Chairman Bennett [continuing.] And just as many who are giv-

ing you low quality but high price in the Southwest quadrant.
Dr. Milstein. Correct.
Chairman Bennett. And as far as the individual is concerned

or the employer is concerned, without this information a doctor is
a doctor is a doctor.

Dr. Milstein. Correct. And I would also say from the perspective
of physicians, a doctor is a doctor is a doctor. The physicians them-
selves, before this profile, did not have any information telling
them where they stood in their community of peers.

Chairman Bennett. OK. Thank you. I appreciate your walking
through that, because I think this is a stunning piece of research
that informs what we're talking about at the hearing.

Now you can go back, and let's put another three, three and a
half minutes back on Dr. Milstein's clock, because I'm the one who
burned up his time with that. But thank you for making that fig-
ure clear for us.

Dr. Milstein. Thank you, Mr. Chairman.
Most private payers lack a sufficient volume of claims data to

make valid comparisons for even half of a region's physicians, as
I mentioned was the case in this particular example in Seattle.

Medicare could remove this barrier. The key is adding a new per-
mitted routine use of the 100 percent Medicare claims data file.
Such a routine use would enable requesters to access a beneficiary-
anonymized form of the data file, specifically for the purpose of pro-
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ducing physician performance measures by combining claims data
pertaining to multiple beneficiaries.

Americans already have relative affordability, or what some peo-
ple would refer to as "total cost of ownership" measures for appli-
ances and for automobiles. But not for physicians, whose patterns
of resource use consume a much greater share of American income.

If routinely paired with quality of care measures, such physician
relative affordability measures would comprise a new navigational
system by which patients, physicians, and health benefits sponsors
can lower health care spending growth rates for all payers, includ-
ing Medicare, while improving quality of care.

*Physician performance measures can be used to inform physi-
cians, to engage consumers, to set payment policy or to set con-
sumer cost-sharing. They can also send a pivotal upstream signal
to new biomedical technology developers, that innovations will be
judged not only on their unit price and clinical effectiveness, but
also on their contribution to lowering total health care spending
growth.

Thank you for the opportunity to describe how Medicare can
speed the private sector's removal of large, but currently invisible
inefficiencies in American health care delivery, and foster the
emergence of a better, faster and leaner American health care sys-
tem.

[The prepared statement of Dr. Milstein appears in the Submis-
sions for the Record on page 45.1

Chairman Bennett. Thank you very much.
Dr. Parkinson.

STATEMENT OF MICHAEL D. PARKINSON, M.D., MPH, EXECU-
TIVE VICE PRESIDENT AND CHIEF HEALTH AND MEDICAL
OFFICER, LUMENOS, ALEXANDRIA, VIRGINIA
Dr. Parkinson. Good morning, Mr. Chairman, Mrs. Maloney.
I want to thank you for the opportunity to testify today. My

name is Mike Parkinson, I'm Chief Health and Medical Officer for
Lumenos, a pioneer in consumer-driven health care and a sub-
sidiary of WellPoint.

My comments today are based on nearly 5 years of experience
with self-insured employers, and direct feedback from consumers
and patients enrolled in our consumer-driven plans.

At Lumenos, we created an integrated and incentivized health
improvement strategy, targeted at the major drivers of excessive
health care costs, with a particular emphasis on those with chronic
illness. In fact, 25 percent of our employers are full replacement cli-
ents, meaning that they only offer HRAs or HSAs account-based
programs to their employees.

In general, consumers and employers are highly satisfied with
the current information, tools and supports that Lumenos provides.
Year over year, both employers and consumers are seeking more
specific and actionable information about the cost and quality of
medical services.

To Carolyn's point, however, reinforcement of why the informa-
tion is important, how to access it, how to engage to better manage
one's care; for example, health coaching, and how to use it in con-
cert with one's physicians are likely more important than the avail-
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ability, or in some cases, the specificity and accuracy of the data
itself.

Quality efforts to date have concentrated on plan and provider
administrative data rather than on consumer and patient knowl-
edge, competencies and decisionmaking arising from better infor-
mation and a partnering patient-physician relationship.

Defining generic and disease-specific qualities associated with ef-
fective and efficient medical services, and creating standardized pa-
tient surveys would be of great value in increasing the engagement
of patients and improving the marketplace of patient-relevant in-
formation for provider choice.

Providing cost data will become progressively more granular, and
transparent pricing by plans, providers, and facilities will increase.
The release of fee schedules for selected Medicare services and the
institution of transparency requirements for Federal health and
benefits programs will impact both the direction and pace of cost
transparency.

Consumer-driven care will accelerate clinical and business prac-
tice innovation. The provider community is showing evidence of.
welcoming such innovation, and in some instances is calling for
wholesale reform of delivery and financing models.

Translating and publicizing the health and cost advantages of
patient-centric innovations will accelerate their adoption.

Consumers and patients will increasingly understand the quality
and safety value of health information technology. Deployment of
information technology could become a key provider, market
differentiator, and quality cost metric. Acceleration of national
technology standards for information and interoperability is ur-
gently needed to promote widespread dissemination and decreased
price.

As consumer information on quality and cost of services becomes
more transparent, cost shifting, inexplainable cost differentials,
and inefficient clinical and business practices, will become more ap-
parent. Health policy and societal questions, which have been
known and discussed for years, will become much more visible to
all stakeholders and hard decisions will likely have to be made
about the appropriate role of the private market sector versus the
government funded public sector in financing and delivering of
health care.

Thank you very much, and I look forward to your comments and
questions in the follow up.

[The prepared statement of Dr. Parkinson appears in the Sub-
missions for the Record on page 62.]

Chairman Bennett. Thank you, sir.
Dr. Ginsburg.

STATEMENT OF PAUL GINSBURG, Ph.D., PRESIDENT, CENTER
FOR STUDYING HEALTH SYSTEM CHANGE, WASHINGTON, DC
Dr. Ginsburg. Mr. Chairman, Representative Maloney, and

Members of the Committee, thank you for the invitation to testify
at this hearing.

My organization, the Center for Studying Health System Change,
is an independent, nonpartisan health policy research organization,
funded principally by the Robert Wood Johnson Foundation, and
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affiliated with Mathematica Policy Research. Its mission is to pro-
vide policymakers with objective and timely research on develop-
ments in health care financing and delivery and their impacts on
people.

My statement makes four key points: First, engaging consumers
to be more aware of cost and quality issues in health care has the
potential to increase the value of health care. And by value, I mean
a superior combination of cost and quality, not only for the indi-
vidual patients who use this information, but for the U.S. popu-
lation as a whole.

I believe the greatest opportunities involve incentives for con-
sumers to choose higher value providers, which in turn will moti-
vate providers to increase value. Unfortunately, some are over-
selling the potential for progress in this area.

As Representative Maloney pointed out, many services are too
complex or urgent for effective shopping by consumers. Those pa-
tients responsible for the bulk of health care spending in any given
year are often beyond the reach of patient financial incentives in
typical consumer-driven benefit structures.

Realizing the potential in this direction will require a long-term
investment that collects and translates meaningful consumer price
and quality information, and the development of innovative benefit
structures that can improve on large deductibles.

Even if the potential is reached, however, empowered consumers
alone are not the hoped-for silver bullet to solve the health care
cost crisis facing this country.

I want to point out that health plans will play a key role in con-
sumer shopping for price and quality. The health plan has long
been a powerful asset for both enrollees and purchasers; they nego-
tiate substantial discounts with providers, and as benefit struc-
tures change to put more emphasis on price and quality compari-
sons, insurers will compete on innovation and tools to increase plan
value to consumers.

Insurers basically have the potential to employ their formidable
data and analysis resources to translate complex information on
price and quality into something that's more usable by consumers.
But without the support of insurers, there are practical limitations
on the ability and willingness of consumers to become savvy health
care shoppers.

We've studied the consumer experience in self-pay markets, and
find that the experience has been romanticized by some advocates
of consumerism in health care. Of the markets we've looked at,
price shopping exists only for Lasix services, and there's little infor-
mation on quality in any of these markets other than word of
mouth recommendations.

Finally, I'd like to discuss the role of government. I believe the
greatest opportunity for government in promoting consumer choice
is in the areas of information on provider quality and the funding
of research on medical effectiveness. I believe there's less potential
in providing price information directly to consumers.

I'm very optimistic about the potential of Medicare's voluntary
program for hospital quality reporting to contribute valuable infor-
mation for consumer choice, and to motivate hospitals to improve
their quality.
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As Dr. Milstein has recommended, I believe that making Medi-
care Part B claims files available to insurers can substantially in-
crease their ability to provide information and incentives to enroll-
ees that favors physicians who are higher quality and more effi-
cient.

The Agency for Healthcare Research and Quality has developed
an excellent reputation for funding effectiveness research, but
funding for these activities has been extremely limited, especially
in contrast with what the Federal Government currently spends on
biomedical research overall.

I look forward to answering your questions.
[The prepared statement of Dr. Ginsburg appears in the Submis-

sions for the Record on page 67.]
Chairman Bennett. Thank you very much.
Thank you all. I think we're going to have a worthwhile discus-

sion here; and my pattern is to try to get you talking to each other,
rather than individually talking to us, because I think we can have
some good interaction here.

I do have some questions, as I'm sure the other Members of the
Committee will have other questions.

Dr. Clancy, you emphasized price and quality. Dr. Ginsburg, you
were a little less excited about the price thing, and the main ben-
efit would come from understanding quality.

Could you briefly either resolve that, or-
Dr. Ginsburg. Well, sure. I think that price is equally important

to quality. My point was that as far as what the government can
do, I thought that the government has the potential to do more im-
portant things in the area of information on quality than it does
in the area of information on price.

I believe that insurers are in a very good position, with a lot of
information on price, to really analyze that and translate it for
their enrollees into simpler decisions.

Chairman Bennett. OK. Yes, Dr. Clancy.
Dr. Clancy. I would agree. Right now, though, if you think

about it, almost all individuals who get health insurance through
their employer, including the Federal Government, are facing in-
creasing out-of-pocket costs. And those incentives are really clear.

What to do with those incentives is far less clear. So for example,
a vast majority of Americans now face tiered pharmacy benefit ar-
rangements, and yet it's very difficult to find out information on
when it's worth it to buy a brand name drug as opposed to using
a generic. And of course the throw-away line is, "Well, ask your
doctor."

And the sad part of it is that we've begun to make some small
dents in giving doctors the kind of information so that they could
help patients with comparative choices, but we've got a long way
to go.

Chairman Bennett. Yes. Well, one underlying theme here is
the complexity of these decisions, and, so ask your doctor, ask your
pharmacist, whatever; and the point was made by you, Dr. Gins-
burg, that the most expensive people-there are a few people that
take most of the money. We know that the 80/20 rule applies here;
80 percent of the money goes to 20 percent of the patients.
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My own experience, and it's entirely anecdotal, but I'd like to get
your response to it, is that the use of this kind of information is
generational. When I get told I have a problem, I go to a doctor.
And if I want a second opinion, I go to a second doctor.

We've recently had, within our family, a fairly serious medical
situation arise for our daughter, who instantly went to the Inter-
net. She wanted to get the information herself. And she was not
nearly as willing to listen to a doctor. Now her doctor told her,
"Yes, you have this situation." First thing she did was go on the
Internet and find out as much about it as possible.

I have a daughter-in-law who, with one of our grandchildren was
told, "This child has this problem." The first thing she did was go
to the Internet. The next thing she did was argue with the doctor,
based on the information, and found another doctor who had a dif-
ferent point of view, and she very much took charge of this whole
situation based on her inclination that there's information avail-
able to her.

And frankly, in my generation, that simply would never have oc-
curred to me. And when something came up with respect to my
health, and I talked about it within the family, the kids all went
on the Internet and they started giving me advice and counsel.

Now I think we have a common theme here, in going back to Dr.
Clancy. It would be very, very valuable if we had, quote, a "Con-
sumer Reports" close quote, for medical information, because I have
now discovered, when I go on the Internet, I can get whatever I
want, depending on my prejudice. I can get an Internet report that
tells me that eating dark chocolate is going to be really good for
me, and good for my health. And the Internet told me that taking
4,000 milligrams of Vitamin E would increase my chances of get-
ting a heart attack, where Dr. Isold, the Capital physician, had
prescribed 400-not 4,000, 400.

And I went back to Dr. Isold and he says, "Yeah, that's the way
medicine is. And we're now saying 200. But at the time that I told
you 400, everybody was agreeing with 400, and now we're saying
200."

My colleague, Senator Hatch, says I should be taking 1,000, and
I'm going to make that decision increasingly in this kind of world,
whether the medical establishment wants me to or not.

So we're talking about not only transparency and availability,
but we're talking about ultimately the kind of thing that Dr.
Milstein has put here, where you have some reliable measure, sta-
tistical.

Now I want to know, if I'm Seattle, one of those dots on that
chart is the doctor that I represent; I want to know where he is
on the chart, or she. And I'm assuming the doctor wants to know.
That the doctor will say, "Oh, boy, I'm above the line, but I'm way
over to the left. I don't want to change my quality, but I've got to
figure out better ways to deal with the price."

And as you pointed out, the insurer wants to know. And the in-
surer then comes in and says, "Here we are." I find it fascinating,
Dr. Milstein, that your study was co-sponsored by Boeing the em-
ployer, and the union, both sides of the management-labor divide
wanted to know this. Because the statistic that has come out that
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something from 30 to 40 percent of our health care dollar is being
wasted is a staggering wake-up call for all of us.

If we as politicians could somehow take 30 percent out of the cost
of Medicare, we would all be huge heroes, and we would solve the
Nation's deficit problem overnight. We could build all the bridges
to nowhere we wanted to build on the savings that would come out
of that. And that's why I'm so fascinated by the information that
you're giving us here, and I thank you all.

Mrs. Maloney.
Representative Maloney. Thank you, Mr. Chairman. I think

your panelist really raised an important point, how the Internet
has really changed how we view health care, and every consumer
is on it, checking what their doctor has to say and comparing diag-
nosis and treatments with other doctors. I think it's a whole new
phenomenon that is going to really change the way medicine takes
place.

I recall once a doctor told me I needed an operation, and I went
on the Internet and read all this and determined I did not need it.
So I think a lot, of people-and then later, the entire medical estab-
lishment came and supported the decision that I had made in that
particular case.

So I think we're really in a changing way now, with the Internet
there.

Dr. Ginsburg, you testified earlier that one of your key messages
is that giving consumers better information can provide benefits to
the patients themselves, and certainly to the U.S. population as a
whole; but that we shouldn't, to use your words, "exaggerate the
extent of the savings."

Can you elaborate on that point?
Dr. Ginsburg. Yes. Well, even I can take off from Senator Ben-

nett's discussion about, you know consumers are more involved in
health care decisions, and it is a generational thing. It's not uni-
versal. You know, if you look at survey data, you still see lots of
people not accessing health care information, but it's one thing to
get involved in a decision about whether to have surgery, or wheth-
er to pursue the alternative treatments, but it's another to get in-
volved in every detail.

So that even if the consumer is more involved in that decision,
let's say the consumer decides to do surgery, data like Dr. Milstein
has presented shows that physicians vary greatly in the efficiency;
and if his data were actually about a particular condition, a sur-
gical treatment for a condition, I suspect that he could show that
physicians vary greatly in the resources and the quality that they
provide, when they're pursuing this outcome.

So I've always thought that if we are going to engage consumers,
that probably the most important decision on price and quality that
consumers make is the decision about which provider to go with.
Because even if they're making the choice about surgery versus
something else, there are all these follow-through decisions which
really are pretty much left to the physician. So that's critical.

Representative Maloney. What if we moved more in the direc-
tion of consumer-driven health care with high deductible insurance
policies and more responsibility placed on the consumer.
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What is the evidence that we could achieve significant cost sav-
ings by giving consumers incentives to be savvy health care shop-
pers?

Again, Dr. Ginsburg, do you have any comment on that?
Dr. Ginsburg. Yes. I think there are some studies coming out

now on some of the early experiences with consumer-driven health
care. Many of them are not strong methodologically, but I think it's
clear that there are savings.

And the issue is, if we generalize this to a broader population,
how much are we going to get? And considering the fact that over
a long period of time, spending per capita on health care rises at
two and a half percentage points a year more rapidly than the
growth of income or GDP per capita.

You really wonder if small changes would be too much as far as
addressing this long-term trend.

Representative Maloney. And I'd like to ask each member of
the panel the following question: To what extent are the benefits
of the kinds of information tools you're talking about dependent on
what kind of health care system we have? Are they as valuable
within the existing system of health insurance as they would be if
we moved to a system of much higher deductibles and made con-
sumers more directly responsible for how much they spend on
health care?

Any comments from anyone?
Dr. Milstein. I think the information availability that has been

supported across-the-board by the panel would improve perform-
ance under any vision of the American health care system, whether
it were continuation of what we have or movement to high deduct-
ible. I think giving the customer information on quality and what
someone referred to as "all-in" cost, not just what the doctor is
charging, would favorably impact almost any vision of American
health care or American health insurance.

Representative Maloney. Well, that is a common theme of this
hearing, that more information is a good thing. So my question is,
who is opposed to the kinds of ideas we've heard today? Is it a mat-
ter of entrenched special interest? Or are there legitimate concerns
that need to be taken into account in deciding what information
should be released and in what form.

Everyone agrees, on the panel, that more information is a good
thing.

Dr. Milstein. I can't speak for them, but I have a sense that pro-
viders are not too enthusiastic about having a lot of information on
their performance very accessible to the public.

And I think there's the overall issue of doing things that improve
information on price and quality that are really useful, rather than
just look useful. But then I suspect that if we're talking about
major changes in information on providers, that they're not going
to be that happy about it, and that's where the opposition might
come from.

Representative Maloney. So the opposition is that providers do
not want to display what their fees are. Is that what it is, Dr.
Milstein?

Dr. Milstein. When I was clinically active, I would not have en-
thusiastically embraced any facet of my performance being publicly
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released. Whether it's my prices, the relative economy with which
I use health insurance resources or my quality of care. If I felt it
was coming my way, I would have insisted that it be postponed
until it was better perfected, and as far forward in the future as
possible.

I don't think this attitude is unique among physicians. If you
look at the revolution in restaurant hygiene in Los Angeles, when
the Department of Health first proposed posting a gigantic A, B,
or C on the front door of every restaurant in Los Angeles based on
restaurant hygiene, the restaurant owners universally and strongly
opposed it.

But it had a very favorable impact on restaurant hygiene scores
in Los Angeles. The car manufacturers, when J.D. Power first
started out, were strongly opposed to their performance being sys-
tematically evaluated and publicly released.

Representative Maloney. Well, you then raised the question of
privacy. And maybe we need to pay more attention to that and talk
more about it. For example, making information about patient out-
comes more widely available. Obviously you've always heard the
story, "The operation was a great success, but the patient died."
Making the outcomes more available to the public. Are there any
comments on that and the privacy concerns involved?

Dr. Clancy. This is a core part of the work, Representative
Maloney, and we can do that without violating privacy; and are
working very hard with the Department and also with research
contractors who have access to very large databases and who have
been doing this for a while, to make sure that this can be done in
such a way that people's personal information is not betrayed.

You asked a moment ago about more and more information work
in our current health care system. I wanted to make two comments
there. One is that if the picture that Dr. Milstein drew were sud-
denly available and you knew about physician price and quality, a
real practical issue in today's health care system is: You need to
know if they will take your insurance and if they had openings in
their panel size, and so forth. Actually, that turns out to be a non-
trivial kind of challenge.

The other observation I would make is I don't think it's more and
more information. It's information that's organized in a way that's
useful and comprehensible, so that people can understand "What
this means for me." Then I think we'll see the value of that.

Right now consumers in many, many plans have incentives to get
better information. What they don't actually have is information
that is lined up to help them make the right kinds of decisions, and
I think we've got to get both of those together.

And I don't think there's information on patient outcomes out
there. There's some information on patient outcomes, from work
that we support. We are now, thanks to the support from the Con-
gress, actually putting out information on very common problems
confronting the Medicare, Medicaid, and SCHIP populations. The
first two reports are out, and they don't say you should do this or
that; they say here's the best science we have, and we will update
these reports as more science becomes available.

So the first report was on what clinicians call GERD; that's
gastroesophageal reflux disease; the rest of us would call heart-



16

burn. It focused on whether pills, and which kinds of pills, or sur-
gery are better, and under what circumstances. The second report
looked at the use of specific types of tests for women who've been
found to have a suspicious growth on a mammogram; asking the
question, could you avoid the need for a biopsy? The short answer
today is No. But there will be more and more reports like this com-
ing out over the coming year.

Representative Maloney. But I mean in shopping patient out-
comes, if you were looking for doctors who do, I don't know heart
surgery.

Dr. Clancy. Several states do this. And there's been much de-
bate about. Is it done fairly? But there's been accumulated experi-
ence that makes this work.

Some of the demonstrations that CMS is now sponsoring have
shown that they can collect very good information on outcomes for
patients with hip and knee replacements, very common procedures
for the Medicare population. And other types of surgeries actually
can be done. And I think consumers really would value this infor-
mation.

Representative Maloney. Thank you. My time is up.
Chairman Bennett. Representative Sanchez. I hope you're over

your jet lag.
Representative Sanchez. Yes, of course, Mr. Chairman.
Good morning, and I'm sorry that I arrived late. I had some

other pending business in the House.
Dr. Milstein-and I didn't get to hear all of your presentation, so

I'm sorry about that. Dr. Milstein, when you said provider, and you
were talking specifically about, I think the physician experience,
would you also say that the proprietor might be a medical group
or the hospital, or the pharmaceutical company trying to sell its
drugs, or the health care plan that one is under?

Dr. Milstein. Yes.
Representative Sanchez. So do you think they all have an in-

terest in not really disclosing what the price of their product is?
Dr. Milstein. Yes, I think it's a universal human and organiza-

tional trait. If somebody were to ask me, "Vould I like my perform-
ance evaluation at work published on the Internet," I would say,
no." It's universal and cuts across all those provider categories that
you described.

Representative Sanchez. I heard my colleagues talk about get-
ting on the Internet or people getting on the Internet. A lot of peo-
ple think that they get on the Internet and they do this, but we
know from surveying and understanding people's time, that there's
a lot of information out there, but the reality is not as many people
really get on the Internet unless it's, maybe I'm going to die of can-
cer; if I got the notice today I was going to die of cancer, maybe
I would get on the Internet and try to find out everything.

But for a large part, we tend to really go with the flow and do
what our health care plan tells us to do, or our doctor or second
opinion, and that's probably as far as we go. So do you think that
if we had something like a consumer report on the Internet that
people would begin to use that for something other than "my life
is really at stake?"
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Dr. Milstein. I think that, as expressed by some of the other
panelists, some people would use it, and it would largely, but not
be totally generationally-driven. That said, I don't think the Inter-
net is only method by which we can avail consumers of perform-
ance information.

Again, I think the Los Angeles restaurant example is a wonder-
ful example.

Representative Sanchez. So you think when I visit a hospital,
I should see an A, B, or C on the door of the emergency room?

Dr. Milstein. I personally would support it being not only on the
door of the emergency room, but also on the front door of every de-
partment within the hospital, so that interdepartmental variation
within a hospital would be known to any customer before, on non-
emergency basis, they made a decision to be treated in that hos-
pital department.

Representative Sanchez. People have talked about using the
Internet. You know, as a minority, and I represent a very diverse
population, including one of the populations that deal almost exclu-
sively in their own language, for example the Vietnamese commu-
nity, which I represent the largest Vietnamese community outside
of Vietnam in the world, for example. Especially in the older gen-
eration, very driven by their language.

Lack of Internet availability, especially to lower income arenas,
and lack of it in languages where-I mean, everything's com-
plicated. I get confused looking at some of these things.

If we were to look more at doing some sort of a rating system,
would you say-how would you say that we could push it out to,
in particular culturally and language different arenas and also low
socioeconomic arenas. How would you say that we might be able
to do that? Would you suggest that we would translate it into other
languages in specific areas?

And I'm asking everybody, I guess. Maybe we can start with Dr.
Clancy and go down the list.

And I say this because it's my personal opinion that very, very
rich people probably do a lot of information gathering, and probably
spend money-the price is really not an object for them, so they'll
go to Switzerland if they think they can get the lifesaving treat-
ment; and the very low end seem to have a lot of these major dol-
lars that we're spending in our system. It's almost like the middle
gets squeezed, and you don't access this much health care.

Dr. Clancy. I wanted to comment on something Dr. Milstein just
said to you and then get to the very, very important question you
asked.

Right now the information that is reported on quality of care at
the level of hospitals and in some cases for physician groups, and
so forth, is not all that useful for individual consumers. However,
it has had a very important impact on the providers, and I don't
think that we can overlook that.

We still need to learn a lot about making it more useful to con-
sumers to guide their choices.

Representative Sanchez. On the providers in the sense that
maybe a provider won't be able to get into certain hospitals because
the hospitals can see what the providers are doing?
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Dr. Clancy. To be very specific, for the past several years, nurs-
ing homes are required to report publicly on performance, and the
hospitals can volunteer. And if they don't volunteer, they don't get
their payment update, so it turns out that they all volunteer.

In our annual report on health care quality, we have seen much
more significant improvements in quality in nursing home care and
in hospital care than in many other aspects of health care. And
there are a lot of studies that support that kind of observation as
well.

Representative Sanchez. When people are watching, we tend
to be nicer.

Dr. Clancy. Yes, right. The schools, name your domain.
So Dr. Milstein's right, most providers don't line up for the op-

portunity, but it does actually have very positive impacts.
Regarding the question about how to reach multiple populations,

the overarching principle needs to be that good information, that
will help you get better health and health care, has to be impos-
sible to avoid. That will require translation; in some cases it's actu-
ally going to require a human interface to help people navigate.

I think the longest standing experience in the Federal Govern-
ment for treatment decisions is at the Cancer Institute. And they
have a fabulous Web site for people who are very comfortable doing
that. They also have humans that you can call and help you navi-
gate, and many of the people that you referenced that we would ex-
pect to have difficulty also have children and grandchildren, as the
Chairman referenced, who can sometimes play a very valuable role
there.

So when I speak to clinicians who practice in underserved set-
tings, what they tell me is that drawing on family resources and
so forth, they're starting to see that kind of divide narrow; which
I think ultimately is a very good thing for health care.

Representative Sanchez. Thank you.
Dr. Milstein. Two comments. First, in most families and most

social units, not everybody that even subscribes to Consumer Re-
ports reads it. They often rely on one person who's the conscien-
tious or more experienced one in the family who reads it and then
describes it to everybody else. That's the way it is in my family.

On your question about diverse populations, one of the examples
I put forward in my testimony was the Culinary Workers Union
Health Benefits fund in Las Vegas. I think that directly addresses
the population group that you referenced. It is a population with
average wages probably in the range of $10 an hour. More than
half of the population does not speak English as a first language.

And they were among the early heroes of the physician perform-
ance evaluation movement. They used measurements of physician
performance to encourage their members to move to the better
rated physicians. And as you can see in the materials that I pro-
vided, the percentage rise the fund's health insurance cost in the
subsequent year was substantially less than any others in the Las
Vegas area.

What I didn't reference in my testimony, is that quality of care
scores either improved or remained stable. So it was a very favor-
able outcome; in fact, an outcome so favorable that the Hotels and
the Culinary Workers Union, savoring unexpectedly large savings
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that resulted, delivered a voluntary, out of contract, 55 cent per
hour raise for the workers, in addition to a better return for hotel
shareholders. It was a major victory for both management and
labor.

Dr. Parkinson. Ms. Sanchez, you hit the nail on the head. I look
at behavior change, with proven behavior change models. And real-
ly, at the end of the day, we're talking about individual, family,
community, employer and national behavior change if we're going
to get this right. And just going to a better doctor ain't going to get
it.

I referenced the Ken Thorpe study in my paper; Ken Thorpe is
an economist at Emory, who said that 62 percent of the entire rise
in health care costs over the last 5 years are due to personal health
behaviors that we have chosen to treat medically with the latest,
greatest direct-to-consumer advertised drug or technology, in mul-
tiple languages, I'm sure.

The thing that I like about the movement now is that informa-
tion is just an enabler; it does not change behavior unless you have
two other things present: First, incentives or "Why should I care?"
It's always been the employee's money; they just never saw it as
such. It came out of their paycheck. And second, information makes
the incentive of "my own money" actionable.

There is a dissociation between the choices I make about my
health risk factors; do I smoke, do I move, and do I eat right? And
my awareness of the diseases those risk factors drive: cancer, dia-
betes, etc. For example, 9 out of 10 diabetics are lifestyle-related,
they don't genetically have a bad pancreas.

So we have got to get the incentives right at the macro level and
build new infrastructure to support them. "Cash and Counseling"
the Medicaid project is a wonderful demonstration. Medicaid dis-
abled populations, given a choice using a culturally-sensitive coun-
selor who helps explain to that Medicaid disabled person what
their options are for service and equipment, for activities of daily
living, actually make better choices for themselves than the usual
government purchasing practice (standard Medicaid) at lower cost.

Not everybody is going to go to the Web for information; it's just
one source. You've got to have phone contacts. You probably have
to do what was done in China; it's called the barefoot doctor. Who's
the trusted agent in every community that's a health resource?
How do we train those people to do better? What's the role of the
health plan in the future to help partner with those people, to ex-
tend empowered consumerism and improved health behaviors with-
out having to engage the medical system. So while we're very
proud of our Web site, you really have to build whole new infra-
structure linking information to people for assistance. And it's got
to live in an incentivized environment. A lot of the good informa-
tion that Dr. Clancy referenced has been around for quite a long
time in health care. But it's not been acted upon, because we're
missing the incentives and the infrastructure to make it under-
standable and actionable.

We try to look at the whole system and say, across the con-
tinuum of care, from health promotion, risk reduction, acute care,
chronic care, surgical decision support, inpatient hospital care, and
then end of life care in hospice; do we provide the consumer-patient
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with the incentives, infrastructure, and information to make a bet-
ter decision?

And I think the good work that Carolyn Clancy's agency is doing
is going to get much more sophisticated, so that that patient
achieves better outcomes at lower costs.

Anecdotes are powerful. An 85-year-old women sitting next to me
at a Lumenos consumer dinner in Dallas asked, "Are you Dr. Mike?
Because I'm in a Lumenos plan." She said, "I love your plan. All
the information you've got about prices of drugs. But you know
what I really want? I'd love to be able to talk to somebody like me
who has a husband who just had that tube put in his heart."

I said, "You mean a stent?" She said, "Yes. He was so depressed.
He was so angry. He was on six medications. I was lost." Now
that's a new value proposition for a health plan. Better engagement
by patients and their families has been shown to drive down unnec-
essary worry, depression, utilization, and costs. So we have a huge
opportunity here.

Information is part of equation, but patient centricity, new infra-
structure, new types of culture-sensitive health coaches are whole
new things we've got to create. I think it's exciting, but we can do
it.

Dr. Ginsburg. I just have two quick points, and I think these
are consistent with what some of the other panelists have said.

I think a key thing is that many people need agents to help them
sort through this information, rather than go and get the raw,
original information. And whether it's a union, an employer or a
health plan, there are agents to massage this data.

Dr. Milstein's example in Las Vegas really shows how the union
was a key player in massaging this data to communicate to the
workers which are the high value physicians to go to.

And the other point I want to make is that I think people, you
don't need to get 100 percent of patients or the consumers using
this information, making good decisions, to get some real move-
ment on the part of the providers to improve their quality, to im-
prove their value. You may only need 10 percent, and that's actu-
ally an optimistic thing that-you know, we tend to think about the
gains that the individual gets by making this, going to this pro-
vider versus that provider, how much they save, whether the qual-
ity was better.

But for society, I think the big potential is where the providers
that aren't the best see that they're losing patients and see that in
public domains their scores aren't as good as others, and they are
motivated to improve what they do; and this really improves care
for everybody.

Representative Sanchez. May I ask one more question, Mr.
Chairman?

You know, when I did go on the net or when I've had friends go
on the net, I mean, anybody can put anything on the net. And most
people don't know what they're talking about, especially when it
comes to medicine. Yet people read, you know they read and they
see.

So the worry is, how do you make sure people are looking at the
right thing? And I also include in this, for example, these commer-
cials by the drug companies, where they've got some drug they're
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promoting today, and the guy is flying over the wheat fields-I
don't know what the drug does, but god, I want to get that. And
I know that they must be going into the physician and saying,
"Well, I saw this thing and it's going to make me fly over the wheat
fields."

Information is powerful, but it can also be very detrimental. So
what are the safeguards we have to think about as we look at this
information issue?

Dr. Parkinson. If I may, this is one of my favorite topics. I of-
tentimes say I learn more about health care and the business of
health care from Dorothy Hamill than I ever learned from medical
school professors. Dorothy trained a whole generation of people to
ask for a drug that by and large they probably didn't need; and
now lo and behold we've got some safety issues.

We built something called the Department of Defense
Pharmacoeconomic Center that still lives in San Antonio, Texas to
judge one drug against another, because we couldn't afford all the
drugs that were coming out of the pipeline being advertised di-
rectly to consumers. And we concluded, back in '97 or '98, I forget
the year, that this drug, Vioxx, was not much better than
Naprosyn.

But as long as the decision to see a drug or not was imposed
upon people, by saying "You can't have it" or "You've got to go
through a rheumatology referral on a five-tiered formulary to get
it" it was a seen as a takeaway or bad medicine.

Rather, what if we provided access to the information, gave it to
the consumer, to support evidence-based guidelines to the doctors,
and said, "Here's the information and full cost of your choice. Here
are your options. Talk with your doctor. And oh, by the way, can
we talk a little bit about weight loss, perhaps, a little bit more
physical activity, which likely impact the need for drug as well?"

So the role I think of all of us here is to appropriately counter-
detail what I call the health care industry that creates and mar-
kets new technologies, with comparative, accurate value-added in-
formation.

For example, the University of Oregon just compared the effec-
tiveness and costs of drugs for 10 leading classes of pharma-
ceuticals. You can access that information through Consumer Re-
ports.

If we're going to "ride the rails" of consumerism, then we need
health information technology standards and some trusted source
of comparison out there. And right now you're paying for that; all
the health plans do it themselves; they largely have some different
methodologies. Often one hears complaints about a health plan say-
ing, "This is investigational" based on their internal analysis.
"What do you mean it's investigational? It's licensed by the FDA,"
the consumer or physician complains.

An authoritative, neutral analysis is needed to assert the con-
sumer better. If I'm going to be the advocate of the consumer, and
the employers who entrust me with their health, I've got to have
good information to say, "You know what? Ms. Sanchez deserves
the best information to make an informed choice"' and in large part,
it's not there today.

Representative Sanchez. Dr. Clancy, you had a-



22

Dr. Clancy. I think the information that you're talking about
has to come from a trusted source. What's very interesting is that
cancer patients, for example, learn to get very skeptical and good
at evaluating whether what they're seeing on the Web or hearing
about from others has a funny smell to it, and they know to ask
the right questions. If it's coming from a dot-com they know that
there might be a profit motive and all that kind of thing.

But ultimately, we need a trusted source that lets people know
that the information is based on science, or it's based on belief. The
information can be all over the Web and in many other places but
it must be very clear to either individuals or their agents, what
this is based on, what's the source. And what is the potential con-
flict of interest.

Representative Sanchez. Anybody else?
OK, thank you, Mr. Chairman, for indulging me with the time.
Chairman Bennett. Thank you very much.
Thank you to the panel. I think it's been a very useful discussion,

and we've gotten a lot of good information out of it.
I just leave you with this one last thought. I was giving speeches

when I was first elected to the Senate that were absolutely brilliant
with respect to health care, and always well-received. And then a
woman came up to me and said, "I really enjoyed your speech, but
of course you understand you don't have the slightest idea what
you're talking about."

And I said, "OK, help me understand." And I think this kind of
runs through where you are. She said, "The problem with the poor
is not money. The problem with the poor is not access. The problem
with the poor is that they can't navigate the system."

She said, "You walk into the Salt Lake clinic and you know
which desk to go to, which questions to ask, and which procedures
to fill out." She said, "I deal with the homeless, I deal with the
poor. They walk into a medical facility of that kind and they're to-
tally baffled. And they walk out."

And if you're going to make health care truly accessible to them,
you have to have a navigator that will take them through and help
them understand; and Dr. Parkinson, your navigator would talk to
them about their lifestyle and their habits, and try to get them to
do healthier things.

Dr. Ginsburg, I think you're right, there is no silver bullet here.
But the common theme that runs through her comments to me and
your comments here today is: The more people know, the better off
they're going to be. And the more they know, the more empowered
they will be to take control of their own lives and their own health
care situations.

So it's been a very valuable panel, and I thank you all for your
willingness to contribute to it.

We'll now move to the second panel. The Committee will take a
3-minute recess as the second panel assembles itself.

[Recess.]
Chairman Bennett. The Committee will come to order. And we

welcome the members of our second panel. Douglas Cave of Cave
Consulting Group, I have him listed, I assume-he stepped out for
a minute. Donald Kemper of Healthwise, and Walton Francis, a
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longtime primary author of CHECKBOOK's Guide to Health Plans
for the Federal Employee.

We appreciate your being here. Let me discuss-let's see. Mr.
Francis, you've been a pioneer in looking at systematic comparison
of health insurance plans, and we appreciate your being here. And
Mr. Kemper, you're chairman and CEO of Healthwise, founding
chair of the Center for Information Therapy, Board of Directors.
And you've put forward the idea that offering every patient the
right information prescription is part of the process of care. And we
appreciate your pioneering effort there. Mr. Cave, President of
Cave Consulting Group, you've worked with large employer group
coalitions and health insurers to develop a consumer-driven health
care model.

So we appreciate the three of you, and we'll hear from you in
that order, starting with Mr. Francis.

STATEMENT OF WALTON J. FRANCIS, MA, MPA, MPP, AUTHOR
AND INDEPENDENT CONSULTANT, FAIRFAX, VIRGINIA

Mr. Francis. Thank you very much, Mr. Chairman.
I'm going to hit just a few highlights from my testimony, if I

may, and try to relate them to some of the dialog that's already
heard in this hearing, because some of the points are so important.

First, it's essential to understand when we talk about customer
information, it's not just that Joe Blow, a consumer, is going to use
that information; it includes the ability of his friends, his family to
use it; it includes the provider as a trusted intermediary to use it.
When I'm thinking of getting a surgical procedure and I consult my
primary care physician about where might I go, I want him to have
a copy of that chart we've talked about so much, before he picks
or suggests a couple of specialists

Chairman Bennett. With a name for every dot.
Mr. Francis. Right. And of course we all benefit when the mar-

ket has changed and quality is enhanced and prices reduced, we all
get the benefit of competitive markets, even if we're not the most
savvy shopper personally.

So what's at stake here is huge. And it doesn't have to be some-
thing that we can predict with great precision as to how the infor-
mation will turn out to be valuable to us all; it's just without it
being available, it can't be valuable.

Another general point. There are many barriers in the system,
and I cover this by type of-I'm not going to go through all the
types of consumer information; they're in my testimony. But there
was some earlier discussion of providers resist providing informa-
tion. Yes, they do. And they all have incentives not to have their
performance known to others.

But that doesn't mean we can't overcome those barriers, and
there are a variety of ways to do it. And indeed, ultimately the role
of government may be to play a part in that process. Though an
awful lot of it does not require the government.

When I started CHECKBOOK's Guide, the government had
nothing to do with it. As a different example, I'm today involved
in the Medicare Part D drug benefit in a variety of ways, one of
which is, I was a minor contributor to and I'm a heavy user of the
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Plan Finder tool on the Web, that Medicare has provided that helps
people pick the best deal drug plan.

Millions of people have used this tool already. Millions of people
who would have been hopelessly confused had they tried to do this
by hand, have found themselves guided to the least costly health
plans for their needs. You know, it's hard work to do something
like that, but it can be done and we've got proven results from sev-
eral insurance comparison systems.

There is also an angle here: We have an immediate need by ap-
proximately 50 million Americans, not just the few million in high
deductible health plans, but the 45 million uninsured who have
faced the highest deductible of all, to get better price information.
I take some mild disagreement with Dr. Ginsburg's earlier com-
ments that price information alone or price information wasn't as
high a priority, maybe, as the total value package. And I certainly
endorse the package that gives information on outcomes as well as
price and cost.

But the reality is, people find it extremely difficult to shop, and
there are lots of less costly providers out there and lots of less cost-
ly treatments.

When I was preparing this testimony, I got one of the plan Web
sites-and that's a huge breakthrough recently, the plans them-
selves sponsoring Web sites with consumer information, unfortu-
nately for their members, not for those 50 million people I'm talk-
ing about. And for the first time in many years of seeking I was
able to find out what having a baby costs in America. I assure you
this information is not freely available today on the World Wide
Web. If you Google search for maternity and cost, you will not find
out what it costs to have a baby. But if you go to the Aetna Web
site, if you're an Aetna member, you'll find that, on average, it
costs $7700. That includes the price of the hospital, the obstetri-
cian, the drugs and so on.

That's important information. There's also some low-hanging
fruit out there, and I'll conclude with this one example: Medicare
pays virtually all health care providers in America. Now the Medi-
care rates are somewhat artificial in their methods of derivation,
but the fact is they are used by health insurance companies and
others in setting their rates; and furthermore, the fact that Doc
Sawbones or Hospital X accepts the Medicare rate is potent infor-
mation, if I'm a consumer.

What we need to do is get the Medicare payment rate informa-
tion, which is free and available, out there in consumer friendly
forms so that people can actually go to Doc Sawbones and say,
'Well, if you're giving the rest of your consumers this cheap rate,
why can't I get it?"

This has been a particular issue in the area of hospital costs.
There was a notorious case at Yale University Hospital in New
Haven where poor persons were being charged triply or quadruply
over what preferred provider consumers and clients were being
charged. There is also the California hospital rate experience. The
law in California that forces hospitals to publish their charges has
been an eye opener in terms of the incredible disjuncture between
what the privileged people, who are using preferred providers
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through health plan pay, and what the 45 or 50 million people who
face really high deductibles have to pay.

That concludes what I have to say. I'll be glad to answer any
questions you have.

[The prepared statement of Mr. Francis appears in the Submis-
sions for the Recored on page 72.]

Chairman Bennett. Thank you very much. I will say I do re-
member our first born child cost $500. It was very neatly divided;
$250 for the hospital and $250 for the OB-GYN. Things have
changed a little.

Mr. Kemper.

STATEMENT OF DONALD W. KEMPER, MPH, CHAIRMAN AND
CEO, HEALTHWISE, INC., BOISE, IDAHO

Mr. Kemper. I know. My first son was born in a military hos-
pital and it cost us $16, but you get what you pay for. '

I'm pleased to be here, Mr. Chairman, Ms. Sanchez. My message
is pretty simple; it's just that the greatest untapped resource in
health care is the consumer, and that we have to find a better way
to inform and engage people in their own care.

The message is a little less on helping people become great shop-
pers as it is on helping people become great decisionmakers and
great managers of their own care. It is aligned with what your
daughter and daughter-in-law have done in their families, what
you've done, and what Mrs. Maloney had done for her own surgical
decision.

More technology alone is not the answer; cost-shifting alone is
not the answer. Greater transparency is not the complete answer.
The answer really involves helping people do more for themselves.
More to avoid illness in the first place, or to avoid medical errors.
More to avoid unnecessary care, and more to ensure that they get
the care that will really make a difference to them and their fami-
lies.

For 31 years, as CEO of Healthwise, I've relentlessly pursued
ways to improve the consumer's role in health care. In the 1970s
I helped to start the medical self-care movement in this country.
In the 1980s, I was at the beginning of the national wellness move-
ment. In the 1990s, I helped to make sure good consumer health
information got put on the Internet.

And today my organization, not-for-profit Healthwise, provides
information for most of the major health Web sites on the net. We
have about 70 million patient visits, if you will, per year to our in-
formation.

Each of these efforts has made a difference, a big difference; but
they've not been enough. The recommendation I'm making today I
think is far better than all the rest. And, it is a simple message:
Let's prescribe information to every patient. Prescribe information
to every patient at every moment in care. Simple idea.

Today, patients are left in the dark much of the time. Our doc-
tors have neither the tools nor the time to help us -learn what we
can do for ourselves. Plus when we do get the information, we for-
get about half to four-fifths of it instantly, and what we remember
by the time we get home is about half wrong.
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We need to find a better way to communicate with the patient.
Mr. Chairman, imagine a world in which your doctor prescribed to
you the information you needed to make decisions about health
care. Imagine that the information about your care was considered
to be an essential part of your care, and imagine that your doctor
could prescribe decision aids and action plans that would actually
help you improve your health.

What you're imagining we call "information therapy" and this is
how it works. It starts with information triggers already known
about your diagnosis, or the treatments that you've received or the
tests that have been ordered for you. These triggers can predict
your moment in care-where you are in that diagnosis. When we
know your moment in care, we can pretty well predict the ques-
tions you might have and the decisions you'll be facing.

Then, it's a relatively simple process to prescribe information
that will help you answer those questions and help support your
decisions.

Group Health Cooperative in Seattle is already today giving in-
formation therapy prescriptions to every patient. Kaiser, the VA,
the DoD, all have information therapy initiatives started. Informa-
tion therapy is coming, but an enlightened Federal policy could
help get it here a lot faster. In my written testimony I've laid out
10 ways that Congress could accelerate this movement toward in-
formation prescriptions.

In the time I have, I'd just like to focus on one area, and that
is what we could do in Medicare. I think that we can start by mak-
ing sure that Medicare.gov includes good consumer health informa-
tion, so people can get it. Next I'd say that we have the information
to prescribe to each Medicare patient a good prevention guide that
is personalized to their comorbidities and to their sex, age, and in-
terests.

And then finally, for every Medicare member who is diagnosed
with a chronic disease, we can prescribe a self-management plan
that can help improve their health.

The consumer is the greatest untapped resource in health care,
and information therapy is the way to tap it. Thank you.

[The prepared statement of Mr. Kemper appears in the Submis-
sions for the Record on page 81.]

Chairman Bennett. Thank you very much.
Dr. Cave.

STATEMENT OF DOUGLAS G. CAVE, Ph.D., MPH, PRESIDENT,
CAVE CONSULTING GROUP, FOSTER CITY, CALIFORNIA

Dr. Cave. CC Group is a company that's focused on improving
efficiency and effectiveness in the health care system. We work
with some of the largest health plans in the country, in the areas
of consumer health care transparency, and pay for performance
programs.

Most health plans recognize the need to produce more detailed
consumer health information. Today, many are in the process of de-
veloping a program that provides physician level efficiency and ef-
fectiveness information. The employer benefit consulting commu-
nity and large employers have been very vocal to health plans
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about the urgent need to present this type of health information to
consumers.

Most health plans are attempting to meet this strong market de-
mand, but each health plan is going about it in their own unique
way. To date, the most commonly offered comparisons have been
limited to unique procedures, diagnostic tests, and prescription
drugs. With respect to these services, the information has been on
a unit price basis, and that's important. We've been talking about
price a lot.

Where we believe we need to go is that the information needs to
be presented on a longitudinal episode of care bases, where we're
not only taking into account for medical condition treatment the
price, but the volume and the intensity of service.

There are several main reasons, though, why health plans have
elected to start their consumerism efforts with only unit prices.
One of these reasons is that health plans generally do not have
enough claims experience data to measure enough network physi-
cians to have an entirely successful physician performance pro-
gram; and we heard this from the first panel as well.

The question becomes, how do health plans obtain enough claims
data to accurately and reliably rate the performance of most physi-
cians. One answer is that CMS provide access to the full Medicare
claims data base. Initial testing shows that CMS data bases, the
full data bases, will be able to measure the performance of 80 per-
cent of all practicing physicians in all geographic regions.
* This percent of physicians measured is more than enough to pro-
vide consumers with meaningful physician-level performance infor-
mation. However, it is important to recognize that even in using
the full CMS claims data bases, many of the measured physicians
will have a low volume of assigned episodes of care. We have to
keep in mind that there's the law of low episode numbers, because
when we develop and implement methodologies to accurately meas-
ure physician performance, we have to do it accurately.

There are several methodologies being used in the market that
do provide accurate and reliable physician performance data. But,
on the other hand, there are a good number of methodologies that
are being employed, where you'll obtain a physician efficiency
score, and you will obtain a physician effectiveness score; but the
scores will not be accurate or reliable.

I provide three examples in my written testimony of studies that
illustrate the lack of agreement and reliability within and between
these measurement systems.

Let me close by pointing out that there is an important oppor-
tunity for Congress to assist in promoting consumer health infor-
mation. Congress could assist health plans with obtaining access to
the full CMS Medicare dataset, as long as the access continues to
protect Medicare beneficiary privacy under HIPAA and the Privacy
Act. Thank you.

[The prepared statement of Dr. Cave appears in the Submissions
for the Record on page 96.]

Chairman Bennett. Thank you very much.
I'm interested, Dr. Cave, in your emphasis on the number of pro-

cedures performed. At a previous hearing or examination of this
kind of issue some years ago, I remember someone saying a heart
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bypass operation at a high volume facility like the Mayo Clinic or
some equally well-known place where they do a lot of them costs
$30,000. A similar operation at a rural hospital where they do very
few of them costs $80,000. The $30,000 operation is substantially
better than the $80,000 operation.

Now this is a fact of life in the manufacturing world. I've spent
more of my life as a businessman in the manufacturing world. One
of the rules of thumb is that every time you double your output,
you lower your real cost by 20 percent, just on the experience. So
the first car that they produce is $10 million; the second one is $8
million. The fourth one is $4 million and so on, and by the time
they've produced 5 million Tauruses or whatever car it is we're
talking about, they have seen their manufacturing costs come down
20 percent every time the number doubles.

And I think what you're saying here is that a similar sort of ef-
fect occurs in medicine; the more they do it, the better they get, the
more they learn. And the cost comes down.

Now am I up in the night on this, or have I picked up on some-
thing that is genuine?

Dr. Cave. I think that there's a lot of evidence that says volume
is very associated with quality, particularly for higher cost proce-
dures.

Another key component part of that statement, or an ancillary
component part, is that with the Medicare claims data can examine
the practice patterns of 80 percent of all the physicians.

Now in respect to higher-cost procedures, the prevalence rate
tends to be low, and you need many episodes of care to examine
appropriate practice patterns. Asthma is a good one, where you can
have enough episodes to measure enough physicians to really rank
their efficiency and effectiveness very well.

Going back to your main point that volume is associated with
quality, yes absolutely, volume generally is related to a reduction
in cost and increased quality. That's been proven by some studies.

Chairman Bennett. That implies a systemic change in that we
ought to be moving toward high volume operations in particular
procedures. In other words, here's a hospital which does nothing
but heart transplants.

Dr. Cave. That argument has been made, yes.
Chairman Bennett. OK. Now we get resistance to it, and I

don't want to get into that too much. But let's go down that line
in terms of the subject of this hearing, which is consumer informa-
tion.

Do you anticipate a Web site or a 1-800 number or whatever
that would tell people "This particular facility has the highest vol-
ume of doing the procedure that you're looking at, and is probably
worth the travel costs and the motel expenses"-we want to discuss
the whole cost here, not just the unit cost, as you say-but you
should consider, even if you live in rural Utah, that it's worth your
money to travel to Minneapolis or wherever it might be, even in-
cluding your travel costs and your motel room and all of the rest
of it, because this is a high volume circumstance where the price
will come down,. the quality will go up, and this is customer infor-
mation in a perfect world. Do you see that kind of thing hap-
pening?
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Dr. Cave. Yes, as a matter of fact today on the inpatient facility
and outpatient facility side, there has been a strong emphasis by
at least three organizations to publish that type of information, and
the health plans actually will contract with those organizations to
present that information on their Web site.

And you can now find the volume of most procedures by hospital,
because consumers are pretty savvy to that point already. It is
available right now. That information you're talking about is out
there, on the hospital side.

It's the physician side we want to try to move toward also.
Chairman Bennett. The physician side, OK.
Mr. Francis, do you have those kinds of data in your guide?
Mr. Francis. Mr. Chairman, I do something slightly differently,

but in effect I'm doing that. What I do is show people-I'm rating
insurance plans, and the primary function of an insurance plan is
to pay your bills; and you want to minimize the cost of your out-
of-pocket and your premium. And I rate health insurance plans
against each other in terms of how hard they hit your wallet.
That's exactly what I do.

We also do have quality information about insurance plans, but
there's sort of an inherited limited ability-if the insurance plan
pays its claims on time, and that's kind of an awful lot-there's not
a lot more to be said about that plan, usually; though there are
other kinds of differences that matter, and we do have consumer
satisfaction data, for example, and we use it. If I could just pick
up on two points that have been made:

First, there is a fair amount of institutional performance data
out there for hospitals; CHECKBOOK, for example, publishes hos-
pital death rates-the ultimate outcome measure, for all Medicare
participating hospitals. And there are bits and pieces. You men-
tioned heart transplants; there's a Web site at HHS that actually
rates every heart transplant center in America with quality adjust-
ments; and yes, it often makes sense, in terms of lifesaving, not to
use your next door transplant center.

Chairman Bennett. I misspoke. If I said transplant, I meant
bypass. You don't get a transplant for $30,000.

Mr. Francis. No.
Chairman Bennett. I meant bypass surgery.-
OK, go ahead.
Mr. Francis. Several witnesses have mentioned the question of

using Medicare data, the claims data; and they're absolutely right,
that it's a gold mine of information. The problem that faces HHS
right now is that under the privacy act, as it's been interpreted by
one court, releasing data on the performance of individual physi-
cians would violate their privacy, OK?

It's not a patient privacy issue, it's a physician privacy issue.
And it may take-I don't know where the lawyers at HHS are on
this, I'm not one of the parties to that issue, but this may be an
area where the Congress may have to help the Department do
what I'm sure it would like to do.

Chairman Bennett. Yes. We talked in the first panel, and you
made reference to it, about people who are resisting. And we heard
the story about the restaurants in Los Angeles and the A, B, C,
and I think as soon as that went up, every restaurant became an
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A very quickly. Because who wants to eat in a restaurant where
the sanitary condition is C? Whether they wanted to or not, they
made the investment to bring themselves up to an A.

You take me back to two experiences of my own business life. I
was a Washington representative-fancy word for lobbyist-for a
retailer back in the 1960s, and one of the main issues that was
prominent among retailing-we were a dry goods retailer; I worked
for J.C. Penney-so we just observed this. But one of the prominent
issues among grocery retailers was labeling, nutritional labeling,
and unit cost. And they fought it as hard as they could.

And I would say to my fellow lobbyists in the quiet of our con-
versations, "WVhy are you against this? This is good for the con-
sumer, and "Well, it's going to cost money and we're going to have
to"-I said, "Look, that's unsustainable as a public posture for you
to say you don't want to tell your consumer how much sugar, how
much protein, how much whatever is in this particular product. Or
you don't want to tell them how much it costs per ounce, lest they
would figure out that Brand A is cheaper than Brand B. You don't
want to do this."

And they would look at me and say, "You're right, we're very un-
comfortable up there on the Hill, fighting against this." And now
everybody does it, and somehow the grocery market world didn't
come to an end when they started putting nutrition labels on food
and unit costs on their various items. Their consumers got happier
and their sales continued going on, and the costs were easily con-
tained.

And I think that's a demonstration of what could happen to pro-
viders if we say we're going to start putting names on those dots.
Well, I don't want my name on a dot that's down in the Southwest
quadrant, I'd better change my practice or whatever, so that pretty
soon we're all where we ought to be.

Representative Sanchez, do you have questions, comments for
this panel?

Representative Sanchez. No.
Chairman Bennett. In the spirit of these hearings, do you have

anything you want to say to each other? Again, I like to get the
panels going back and forth, and we had some back and forth in
the first panel. Do either of you, any of you, have a comment you'd
like to make to the other in the testimony that's been presented
here?

Mr. Kemper. Yes, sir.
Related to the issue of getting a quality score for your doctor, one

of the facts of life is, not everybody can go to the best doctor. I
think what Carolyn Clancy was saying is that the real benefit of
these scoring systems is that it makes everybody want to move to-
ward, at least to the center and maybe beyond. It's kind of Lake
Woebegone, where we'd all be above average, if we could be.

The issue though for the consumer is, that they can make their
doctor a better doctor. Medical mistakes are going to happen, but
they don't have to happen to you if you're really tuned in to what
your care is about.

One of the challenges is that most of us already have our doctors,
and what we want to do is to work with that doctor so that we get
the best possible care for the problems that we have. We can do
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that if we have the right information and if we develop that
partnering relationship with the doctor. I think the doctors are
ready for that.

Chairman Bennett. Any other comment?
Dr. Cave. Yes. I think there's really a two-pronged approach

that's going on. First, the health plans aren't sitting back and let-
ting medical consumerism drive their role, and giving up. They're
actually in the process, many of them, of developing or have devel-
oped what are called high performance networks. It's those physi-
cians that Dr. Milstein was talking about in the upper right hand
quadrant.

But these identified physicians are not all perfect there, either.
And there's still the ability to improve the performance from the
efficiency and effectiveness side; and that's where the health plans
are really looking for the consumer to help out.

It's not that they're depending on the consumer to do 100 percent
of the shopping themselves, the health plans are trying to contin-
ually improve their performance. But, there aren't enough physi-
cians if health plans only contracted with the top 10 percent for
physicians.

So even with tiered networks and high performance networks,
where a high performance network is based on evaluating physi-
cians price and the volume of services, and then also quality or ef-
fectiveness. Not all physicians are perfect. Medical consumerism
will help to improve the performance.

But we still need to have the consumer to drive that enhance-
ment as well.

Chairman Bennett. OK, thank you. You trigger another mem-
ory. At Intermountain Health Care, which is a major provider in
my State, they were looking at the question of infection following
operations. And at the time, the national standard-we're talking
about information here-was 2 percent. If you had less than 2 per-
cent of operations that developed an infection after, you were ac-
ceptable as the national standard.

And they decided to try to find out if they could do better than
that. And so they tried a number of things; trial and error, back
to the old days, foundation of medicine, "Try this and see if they
get cured."

And they discovered, if I have it right, if they gave the antibiotic
used to prevent infection within a certain time period after the
operation-

Mr. Kemper. Before, I believe.
Chairman Bennett. Before the operation, OK. Just by changing

the timing, they dropped the infection rate at their hospitals to .02
percent, and then made that standard throughout their whole orga-
nization.

Well, they were talking to me about that when we were having
a discussion about health care. I as a consumer, if I now were to
go to GW, or Georgetown, I want to know if they were following
that particular protocol. Now undoubtedly they are; that got out in
the world, you picked it up, you're saying they're not.

Mr. Kemper. Increasingly they are, but your chances are still
iffy.
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Chairman Bennett. OK. And this is one case where as a con-
sumer, I could say, I could have an impact on what's going to hap-
pen.

Mr. Kemper. Mr. Chairman, what I'd like to do is to prescribe
information to everybody scheduled for surgery to know that, so
they could talk with their doctor about it in advance of the surgery.

Chairman Bennett. OK, that's where you're coming from, and
I think that's a wise thing to say.

Mr. Francis. If I may, Mr. Chairman, just to answer that, right
now something like this is being done, though not anywhere near
this personalized way, which in many cases may be far and away
the most effective. I'm not denigrating that idea at all. But the pay-
for-performance data on hospitals that Dr. Clancy mentioned ear-
lier, that's posted on the CMS Web site, and is already influencing
hospital behavior, happens to be largely composed of measures of
things hospitals should do that they often don't do, like giving peo-
ple an aspirin upon admission for a heart attack; and we're seeing
already substantial changes in hospital behavior.

As a prudent consumer, back to your point about that, I wouldn't
go in a hospital without taking a look at that Web site first.

Chairman Bennett. OK. Thank you very much. We appreciate
your contributions. The Committee is adjourned.

[Whereupon, at 11:45 a.m., Wednesday, May 10, 2006, the hear-
ing was adjourned.]
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Good morning and welcome to our hearing on the next generation of health information tools for
consumers. Newer financial incentives have set the stage for improving the performance of our
health care system. However, we still need to provide health care consumers, employer plan
sponsors, doctors, hospital administrators, and, yes, even public health program administrators
with better information to improve their choices and decision making. We particularly need to
arm individual consumers with better information and incentives at the point of service, so they
are not left defenseless; first in the examination room and then months later when they receive a
mysterious bill and cryptic explanation of benefits.

As we continue our focus on Health Care Week in the Senate, it's an important time to examine
the current and future state of health information that is so essential to improving our current
health care arrangements, whether they involve consumer-driven health plans, health savings
accounts, more traditional employer-sponsored plans, Medicare, Medicaid, charitable care, or
cash payment at the point of service. We all could use the assistance of more transparent and
consumer-friendly information about the price, quality, and value of our health care options, as
well as support tools to assist and improve our decision making. We may differ in how much
information we wish to, or can, absorb but something more than what we currently have
available is better for just about all of us.

Neither stronger financial incentives to consumers, nor top-down efforts to. reengineer health
care delivery will, by themselves, be able to change future trends toward rising health care costs
and disappointing quality. The intermediation of value-enhancing information holds the promise
of boosting the productivity of health care services, strengthening accountability for the
decisions made across the health care sector of our economy, and stimulating innovation in
health care delivery.

We have already witnessed the transformative power of information technology in other
industries and areas of daily life. Health care need not continue to be a lagging exception.
Today's hearing will examine the extent to which relevant and usable health care information
involving value (the best mix of cost, price, quality, treatment outcomes, and overall health
improvement) is available to empowered consumers. We will explore how it may be best
delivered and utilized, and how public policy can enrich, expand, and exploit its full potential.

Joint Economic Committee - G-01 Dirksen Senate Office Building -,(202) 224-5171 -jec.senate.gov
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Our witnesses will also discuss the information component of proposed initiatives for pay-for-
performance and value-based purchasing, and their potential future impact on health spending
growth rates and health outcomes, primarily from the perspective of end-user consumers and the
agents who serve them.

We have two panels of witnesses today, because they have a lot of diverse information to convey
to us in a nevertheless succinct and crisp manner. I will be filling out a consumer report card on
your performances today, but your written testimony already has received high grades.

Our first panel of witnesses includes Dr. Carolyn Clancy, who directs the Agency for Healthcare
Research and Quality, which is at the forefront in coordinating public and private efforts to
improve the data measurement, aggregation, and reporting activities that can produce more
valuable and actionable consumer health information.

Dr. Arnold Milstein is the medical director of the Pacific Business Group on Health (PBGH) and
the U.S. Health Care Thought Leader at Mercer Health & Benefits. He heads performance
measurement activities for both the Leapfrog Group and the Consumer-Purchaser Disclosure
Project and is a MedPAC Commissioner.

Dr. Michael Parkinson is executive vice president and chief health and medical officer for
Lumenos, one of the country's leading providers of consumer-driven health care.
The company's goal is to improve consumers' health outcomes, and by doing so, to achieve
long-term cost efficiency for employers that sponsor health plans.

Paul Ginsburg is an economist and president of the Center for Studying Health System Change.
HSC's main research tool is the Community Tracking Study, which consists of national surveys
of households and physicians in 60 nationally representative communities across the country and
site visits to 12 of these communities.

Our second panel of witnesses will include Douglas Cave of Cave Consulting Group, Donald
Kemper of HealthWise, and Walton Francis, longtime primary author of CHECKBOOK's Guide
to Health Plans for Federal Employee. I will reintroduce them in somewhat greater detail a little
later, when they provide testimony about what information tools and resources are already
available in current markets, as well as how they could be improved and enhanced in the future.
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Thank you, Senator Bennett. I want to thank you for holding this hearing on health
information tools for consumers and I want to welcome our panels of experts and thank
them all for testifying here today.

I think the Joint Economic Committee has an important role to play in looking at ways that
markets for all kinds of goods and services can serve consumers better, and health care is
certainly a market that Americans would like to see work better. They would like to be sure
that they can get affordable health insurance and high quality medical care. I think we
would all agree that more and better health care information is good for everyone and is
part of the solution to improving the performance of the health care market. But I would
also like to strike a cautionary note.

A large fraction of medical expenses are accounted for by a small percentage of people,
and many of those expenses are incurred in situations that are largely divorced from
normal economizing behavior. So I worry that the benefits from better information, while
real, are often oversold. Better information and increased transparency may help people
make some routine medical decisions more wisely, but they are not likely to significantly
affect the overall costs of health care or make much of a dent in the number of people
without health insurance. I also think we have to be sensitive to privacy issues when we
talk about making vastly more information available.

Those pushing hardest for greater information appear to be those who are particularly
enamored of the 'consumer-driven" approach to health care with its emphasis on high-
deductible health insurance and tax-sheltered health savings accounts. The President's
push for consumer-driven health care would shift more costs onto individuals, while
creating additional tax incentives for high-deductible insurance and HSAs that ordinary
families will have little opportunity to use. High deductible plans don't reduce costs or cover
the uninsured, but they do have a tendency to discourage people from using health care
services.

Consumer driven health plans rely on consumers to obtain reliable information on
treatment choices, quality, and charges by providers. But the concept of 'empowering'
consumers to make cost-conscious choices about their health care decisions is
misleading, because purchasing health care is not like buying a car or a washing machine.
You simply don't have a lot of time to shop for a doctor when your appendix bursts. Health
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care needs are often unanticipated and patients rely on their doctors' expertise to guide
their medical decisions.

Finally, for years we have heard that our information technology systems are inadequate
and that patients die because of mistakes that could have been corrected if we had better
technology and record-keeping. Clearly, government and the private sector have a
responsibility to close the information gaps that are affecting the health of or having a life
or death impact on Americans.

I look forward to the testimony of our witnesses here today and to a discussion of these
issues.
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Mr. Chairman, thank you for inviting me to join you for this important hearing
on "Arming Health Care Consumers with Better Information and Incentives." En-
suring that consumers have the information and tools they need to make the health
care choices that are right for them is a high priority of this Administration and,
especially, of the Department of Health and Human Services (HHS). HHS is com-
mitted to ensuring that Americans can easily obtain understandable information
about the quality and price of health care. To realize this vision, Secretary Leavitt
has articulated four objectives: promote quality transparency, promote price trans-
parency, facilitate the greater use of health information technology, and transform
health care so its incentives support a consumer-oriented-or patient focused-
health care system.

The Agency for Healthcare Research and Quality (AHRQ), which I direct, is a
science partner or the Centers for Medicare & Medicaid Services (CMS) and other
HHS agencies to advance these objectives. As a science partner, our job is to assure
that Department priorities are based on valid, unbiased, credible science. As con-
sumers seek to play a more active role in decisions about their health and health
care, there are multiple opportunities for providing them with customized, scientific
information. My comments today will focus on consumer information.intended to
help consumers make market and treatment decisions.

AHRQ'S EXPERIENCE WORKING WITH CONSUMERS: THREE LESSONS

I want to begin my testimony by emphasizing three lessons from our work with
consumers. First, informed choice only occurs when consumers can assess the
"value" of a health care good or service, and consumers can only assess value when
they have both price and quality information. In fact, Secretary Leavitt has made
Health Care Value Incentives a HHS Priority.

He has stressed transparency for information on both quality and price because
both are essential to good decisionmaking. I should also note that while this factual
information informs consumer choice, only the consumer can make the most appro-
priate decisions after weighing this objective information against his or her pref-
erences, tolerance for risk or uncertainty, unique circumstances, and assessment of
acceptable tradeoffs.

Second, transparency is critical for enhancing consumer choice and improving
competitiveness. My agency's research on consumer choice demonstrates that where
the message comes from makes a profound difference. The increased availability of
information on health and health care means that consumers are increasingly skep-
tical of the impartiality of the information they receive. As my colleague CMS Ad-
ministrator Mark McClellan has stated, such transparency is just as critical for phy-
sicians. Measurement is at the heart of public reporting and potential value-based
purchasing initiatives, but physicians and other providers need to know that these
measures are valid, appropriate, and widely accepted.

Finally, we must not assume that we can approach consumer choice as a "Field
of Dreams." To paraphrase the movie's tagline, we cannot assume that by providing
consumers with more information that they will necessarily use it. For many health
care consumers, the problem is not a lack of information. It is, Mr. Chairman, as
your hearing title suggests, a need for better information: information that is pulled
together so that alternatives can be easily compared, easily understood, and easily
acted upon. Unfortunately, it is not easy or simple to develop or present information
in these ways. But I am delighted to report we are making progress.

PROVIDING CONSUMERS WITH BETTER INFORMATION

Mr. Chairman, my testimony is organized around the two broad types of decisions
that consumers make. The first are marketplace decisions, in which consumers or
purchasers need to select a health plan, a clinician, a hospital, or a long-term care
facility. The second are decisions that patients and their caregivers must make
among alternative treatments and the management of their conditions. It also in-
cludes the types of benefit design decisions that health plans and purchasers make
so that their benefit packages support health care that works. For both types of con-
sumer decisions, we need good evidence on what works and effective strategies to
ensure that this information is available and that it can be used or implemented.

MARKETPLACE DECISIONS

Some of the most basic and important marketplace decisions are: Which health
plan that my employer offers is right for me? How do I know which primary care
physicians, specialists, or health care facilities provide quality care? If my father
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needs a cardiac bypass procedure, how do I know which surgeon and which hospital
are the best?

For developing information for these types of decisions, the Consumer Reports ap-
proach to evaluating alternative goods or services is a helpful practical model. We
take on faith with Consumer Reports what we are now struggling with in health
care: that the measures address the most relevant factors, that the measures are
applied fairly and consistently, and that the results are portrayed in ways that are
valid and easily understood.

Measuring the Right Things Well. Mr. Chairman, I will address public reporting
and valuebased purchasing in a moment. But since neither can succeed unless we
measure the right things well, I want to provide three examples of the types of
measures that AHRQ develops and validates. AHRQ is a leader in this area. Many
of the reporting and value-based purchasing experiments across the country are re-
lying, at least in part, on our work.

Over a decade ago, AHRQ responded to concerns that there was often a "dis-
connect" between the satisfaction surveys developed and released by health plans
and the experience of enrollees. Our response was not to develop a government-ad-
ministered survey but to create a tool that would ensure a valid assessment of en-
rollees' experience with their health plans and make it available for use by public
and private sector plans and purchasers. By consumer experience of care, I mean
such issues as whether patients received the right care, how quickly, were they
treated with respect, whether their caregivers communicated with them in ways
that they could understand, and whether they were invited to participate in deci-
sionmaking regarding their care.

AHRQ developed the Consumer Assessment of Health Providers and Systems-
or CAHPS-survey, and it is now accepted as the industry standard. Today, over
123 million Americans, including Federal employees and military dependents, can
use CAHPS data to make decisions about their health plans. Mr. Chairman, you
and your staff have access to CAHPS data to make decisions about your Federal
Employees Health Benefits Program coverage. AHRQ does not collect CAHPS data
but provides technical assistance on how to communicate the findings.

As the health plan survey evolved into the industry standard, CMS and others
urged us to provide similar tools for the industry to use in other areas. We have
now developed, tested, and validated survey instruments for assessing children with
special health care needs, behavioral health, and learning more about why Medicare
beneficiaries disenroll from managed care plans. Over the next 18 months we will
complete development of survey instruments that will address additional settings,
populations, and types of services. As with our prior work, these will not be AHRQ-
conducted surveys; these survey instruments will be in the public domain for use
by others. These include hospitals, Medicare prescription drug plans, in-center
hemodialysis, clinicians and group practices, Preferred Provider Organizations, and
recognizing that some nursing home residents are cognitively impaired, we are de-
veloping both a survey for residents and their families. CMS recently asked us to
work with them on development of a survey for home health care services.

To assist hospitals in their clinical quality improvement initiatives, AHRQ also
developed four sets of Quality Indicators. Inpatient Quality Indicators examine mor-
tality, utilization, and volume for leading conditions and procedures. Patient Safety
Indicators identify post-operative complications and iatrogenic (physician-caused)
harms. Pediatric Quality Indicators are focused on those 17 years old and younger.
For systems, which include hospitals and primary care practices, Prevention Quality
Indicators measure ambulatory care sensitive conditions, i.e., conditions for which
a patient should rarely need to be admitted to the hospital if the primary care sys-
tem is working properly. In the last 3 years we have seen an increasing trend by
States and others to use the Quality Indicators for public reporting, and at least
one CMS demonstration project is using them to test whether the quality of inpa-
tient care for Medicare beneficiaries improves when financial incentives are pro-
vided.

AHRQ has also launched an exciting project to develop and validate efficiency
measures. Nearly every report promoting public reporting calls for the addition of
efficiency measures, but there are few, if any, efficiency measures for which there
is widespread support. This is a high priority for purchasers, but providers have ex-
pressed concerns. The provider community believes that efficiency measures should
support, and not undermine, our shared goal of encouraging appropriate high qual-
ity care. AHRQ agrees. For example, primary care practices should have incentives
to help those patients who have one or more chronic illnesses learn to effectively
manage their condition(s) in an efficient manner, in order to avoid risks to patient
health, and large costs from avoidable emergency room visits, hospitalizations, or
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complications. Appropriately constructed measures need to take such issues into ac-
count in determining efficiency.

We already are consulting all of the interested parties and leading experts and
reviewing existing knowledge regarding effic ency measures. We expect to complete

development and evaluation of efficiency measures by the end of this year. This will
be an important addition to public and private sector initiatives because it will en-
able them to do what they cannot do now: compare the efficiency of their practice
or their facility with the competition.

Public Reporting. A number of public reporting initiatives are drawing on our
work. Of the States that have public reporting of health quality information, at least
8 States are using one or more sets of Quality Indicators that my agency developed.
The states are: Colorado, Florida, Massachusetts, New York, Oregon, Texas, New
York, and Utah.

To provide actual examples of reports of quality information created by a number
of organizations, AHRQ will soon make available on our Web site,
www. TalkingQuality.gov, a Report Card Compendium, a directory of over 200
sources of comparative information on the qua ity of health plans and providers.
This directory provides in a single location an easily searchable data base of report
examples, which will allow report developers to explore and assess different ap-
proaches to formatting information, displaying data, and explaining why quality in-
formation is important to consumers and other purchasers. Since it also provides
(with their permission) information on the organization and individuals who devel-
oped each report, the Compendium will allow users to locate and network with one
another concerning new strategies and ideas for report development. This is critical
because information relating to how these reports cards were developed, how they
were disseminated and used, and how they were received is rarely published. The
Report Card Compendium includes reports on health plans, hospitals, medical
groups/clinics, individual physicians, managed behavioral health organizations,
nursing homes, home health agencies, and dialysis facilities.

I am delighted to report that the health care industry and health professional so-
cieties have stepped up to the plate to help develop public reporting initiatives. The
Ambulatory Care Quality Alliance (AQA) is a consortium of private sector groups
that I chair. Eighteen months ago, the American Academy of Family Physicians, the
American College of Physicians, and America's Health Insurance Plans asked AHRQ
to serve as a neutral convener for this collaborative effort to determine how to pro-
mote uniformity in quality measurement and reporting in outpatient settings across
public and private payers. Substantial physician leadership in AQA now includes
the American Medical Association and many major medical societies.

In addition to enthusiasm for identifying common measures to promote uniformity
and facilitate improvement efforts, physicians are interested in their validity and
use. Specifically, physicians want assurances: that measures are based on the best
science and will be updated as the science changes; that we will address unantici-
pated consequences such as reports that discourage physicians from seeing the most
difficult patients; and that any incentives will be air and equitable. Not surpris-
ingly, physicians are more willing to trust measures that are developed by neutral
scientifc a ies.

AHRQ and CMS are also active participants and partners in the Hospital Quality
Alliance, a public-private partnership that is committed to developing and making
available standardized measures of hospital quality. Over the last 3 years, the Alli-
ance has built a system of quality reporting for hospitals. The result is the HHS
Web site, Hospital Compare (www.hospitalcompare.hhs.gov ), which provides easily
accessible comparative quality information. We are very pleased that the Hospital
Quality Alliance will use the Hospital CAHPS survey, which we have developed for
CMS to provide information on consumers' experiences with their hospital care. The
survey is now being field tested. We are especially pleased that the Alliance has
publicly stated that HCAHPS, "represents a quantum leap toward the goal of con-
sumer-directed health care decisionmaking."

Value-Based Purchasing. Value-based purchasing is the concept of rewarding pro-
viders based upon their quality and efficiency. There are, of course, financial incen-
tives inherent in all payment systems, so the issue is not incentives versus no incen-
tives. As Secretary Leavitt points out, the challenge is that existing incentives are
often poorly aligned; all too often they do not support our goals of improving effi-
ciency and promoting quality.

AHRQ is working with CMS, the Blue Cross plans, the RWJ Rewarding Quality
Initiative, and others to provide technical assistance and to assist in the evaluation
of the value-based purchasing experiments now underway. Some of these experi-
ments, such as the CMS Premier quality incentive demonstration, are using our
Quality Indicators as part of their measure sets.
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As interest began to grow in value-based purchasing initiatives, AHRQ undertook
a synthesis of the existing literature. While the evidence was not conclusive when
we released our report last year, the gaps in evidence are beginning to fill in. The
evidence shows that measurable improvements have been seen in large-scale tests
that reward increased use of preventive screenings and other processes that improve
quality and safety. We developed Pay for Performance: A Decision Guide for Pur-
chasers to Consider, which we released last week. These efforts underscore the im-
portance of understanding how value-based purchasing programs are designed, so
that all participants understand the rules.

TREATMENT DECISIONS

Let me now turn to treatment decisions.
Understanding What Works and For Whom. As I noted, one of AHRQ's basic ac-

tivities is to understand what treatments and interventions work and do not work.
There are three reasons why AHRQ's work is critical in assessing health care's
state-of-the-art. First, with our increasing investment in basic and biomedical re-
search, there has been an exponential increase in the number of scientific findings,
and a similar increase in the proportion of clinical decisions where there are two
or more treatment options. This makes it increasingly difficult for physicians to
keep abreast of the literature and put the latest findings into perspective. Second,
research shows that that there is a 17-year time lag between discovery and when
most Americans benefit from that discovery. AHRQ and other HHS agencies are
committed to reducing that time lag. Finally, academia rewards original research,
not synthesis of existing knowledge. So synthesis of our exploding knowledge base
is the exception, rather than the rule.

Section 1013 of the Medicare Modernization Act (MMA) significantly expanded
AHRQ's ability to develop state-of-the-art evidence syntheses for the conditions and
interventions of significance for Medicare, Medicaid, and State Children's Health In-
surance Programs. To respond to the MMA mandate, we established the Effective
Health Care Program to provide current, unbiased evidence about the comparative
effectiveness of different health care interventions. Where the Effective Health Care
Program breaks new ground is how we undertake these syntheses: the process is
transparent, they will be routinely updated as warranted by new discoveries, and
consumer-friendly versions will be produced of every finding.

Our initial report compared the effectiveness of treatments for gastroesophageal
reflux disease (GERD). This report is a good example of the opportunities for greater
patient involvement in decisionmaking. The report found that patients who had sur-
gery to treat GERD did so in the hope that they would no longer require ongoing
medication. Yet despite the costs and risks, nearly two-thirds needed to continue
taking medication. For patients receiving pharmaceutical therapy, there was a large
difference in the cost, but not in the effectiveness, of the different classes of medica-
tions.

This information is already being used by purchasers to improve the quality of
their health benefit plans. For example, the National Business Group on Health, in
its work supporting the National Committee on Evidence-Based Benefit Design, has
summarized the information for purchasers and identified benefit design options for
health benefits managers.

Translating Knowledge Effectively. Communicating information to patients and
consumers about medical decisionmaking can be daunting. The subject matter is
often complex; statistical odds or risks of developing a disease or complication are
extremely difficult to communicate; and the end result, all too often, is misunder-
standing. It can often be difficult to reach consumers who are "health illiterate" or
who have reached a saturation point with health care information.

A member of our National Advisory Council, Judy Hibbard, a professor in the
University of Oregon's Department of Planning, Public Policy, and Management, is
an expert in the field of patient and consumer communication. We have relied on
her insights in developing many of our products. She has identified three major fac-
tors that affect whether a consumer uses this type of information:

. Consumers need to understand the importance of the information to their lives.
The information must be understandable, salient, and framed in ways that con-
sumers can easily grasp.

* Consumers often need specific skills to understand and use the information. For
example, health literacy and the ability to understand numerical information like
the odds of developing a disease or complication are important.

. Finally, motivation of consumers to use the information is critical. In fact, a
high level of motivation can compensate for a low level of these skills.
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We have come to appreciate that the task is not merely translating a document
into a specific reading level. What is required is a better understanding of the audi-
ence for the information: what will make specific health messages meaningful to
those who need to act upon them. We also need to make the action steps concrete.

We are beginning to address these challenges. We are structuring the rec-
ommendations of the U.S. Preventive Services Task Force, which AHRQ sponsors,
so they can be used digitally. By the end of the year, we will have a web-based
interactive program where an individual can type in his or her age, sex, or other
relevant information and understand more clearly what services the Task Force rec-
ommends they receive, and how often.

Interestingly, the issue of clarifying action steps extends to clinicians. As decision
support systems-whether in Personal Digital Assistants or desktop computers-be-
come more pervasive, we are discovering that these programs do not easily accom-
modate findings that are framed in terms of factors that physicians need to con-
sider. The information must be reformatted to provide specific action steps that
match the demographics of the patient being treated.

In the short term, we are restructuring our recent findings so that they can be
more easily incorporated into decision support systems. In the long term, it is clear-
ly more efficient to incorporate this focus into our work from the outset. So we have
begun to change our process for developing evidence syntheses so that the results
can readily be used by patients interactively on the Web or by caregivers in decision
support systems. Our first prototype is an interactive data base of articles on the
costs and benefits of health IT; we will now apply this approach to the work of the
U.S. Preventive Services Task Force. Over the next 3 years, we expect this approach
will become an integral part of all of our synthesis work. This should make an im-
portant contribution to reducing the 17-year time lag between discovery and wide-
spread adoption.

Patients with Chronic Illness. A substantial proportion of health care expenditures
are focused on caring for individuals with multiple chronic illnesses. Judy Hibbard
is also helping us to think through the challenge of motivating chronically ill pa-
tients to take an active role in the management of their care. While most health
plans have developed or incorporated disease management strategies into their pro-
grams, this is only the first step in what is a much longer process. We sometimes
forget the often overwhelming myriad of decisions and actions that a chronic care
patient must take. Combined with the difficulties of navigating a highly complex de-
livery system, it is not surprising that few patients actually try. When you consider
that fewer than 50 percent of patients actually quit smoking after a heart attack-
an event that should motivate even the most intransigent smoker-it seems less
surprising that it can be difficult to motivate chronic care patients to take an active
role in managing their care and their lifestyle. AHRQ will increasingly focus atten-
tion on how we can effectively engage patients with chronic illnesses in their care.

CONCLUSION
Mr. Chairman, in closing, I believe that we are making significant progress to-

ward our shared goal of enhancing patient choice. The industry deserves great cred-
it for creating the Hospital Quality Alliance and Ambulatory Care Quality Alliance
to advance public reporting. Similarly, the leadership of Dr. Mark McClellan and
his team at CMS has played a critical role in the progress we have made to date.

As I noted during my opening remarks, we need to keep our eye on the ball: en-
suring that all of us-as consumers and taxpayers-are getting real value for our
health care dollars. Second, we need to recognize that all of these efforts succeed
or fail based on the transparency of the process. The more transparent we make
measuring the right thing well, the more likely that health care providers and con-
sumers will accept the results. Third, we need to be realistic about the challenges
of getting consumers to use this information in making health care decisions. This
will not occur magically. We need to focus on how to best engage consumers more
effectively in their health care decisions.

My closing observation is that we must not overlook the significant response of
the provider community to public reporting already. Health care systems are in-
creasmngly looking at how they can redesign their systems and processes for quality
and value. We are supporting or providing technical assistance for a number of ex-
citing projects intended to help build the evidence base for how systems can im-
prove. For example, we are providing support to a public system's effort to apply
the automotive concept of lean" processes to health care, another project to more
effectively measure waste, and a large collaborative effort to reduce avoidable inju-
ries, in a first step toward developing "fail safe" hospitals. As we explore public re-
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porting and value-based purchasing, interest in redesign for efficiency, quality, effec-
tiveness, and safety will only increase.

By serving as a "science partner" for these efforts, we will ensure that the lessons
learned from these cutting edge initiatives will be rapidly shared throughout the
health care industry. In fact, we will launch a web-based Innovations Clearinghouse
later this year to serve as a platform for rapid dissemination. We also hope to make
additional contributions through the types of system redesign projects I just men-
tioned, our continuing work in patient safety, and our support for the Administra-
tion's broader health IT agenda.

Mr. Chairman, this concludes my prepared statement. I will be delighted to an-
swer questions.
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I am Arnold Milstein, Chief Physician at Mercer Health & Benefits and the Medical Director of
the Pacific Business Group on Health (PBGH), which serves 50 large and over 7,000 small
California employers. My testimony incorporates my work with employer-funded health benefits
plans operating in Nevada, Washington, Massachusetts, and California. It also reflects findings
from a Robert Wood Johnson Foundation funded study of health care consumerism that I led in
partnership with Professor Meredith Rosenthal at the Harvard School of Public Health. It does
not represent the positions of these organizations. Findings from the Mercer/Harvard Study were
published recently in Health Affairs (Attachment A).

As American employers, unions, and taxpayers struggle to tame a long-standing 2.5 real
percentage point gap between annual health care spending growth and GDP growth, one tool of
great power remains mostly unused: the measurement of individual physicians' and physician
groups' relative propensity to "consume" health insurance "fuel" when treating an episode of
acute illness (such as a broken leg) or a year of chronic illness (such as advanced diabetes). The
terms for this dimension of physician performance are "total cost of care," "all-in cost,"
"longitudinal cost-efficiency," or more simply "relative affordability."

An Opportunity to Reduce Spending Without Lowering Quality

After adjusting for differences in the mix and severity of illnesses that they treat, physicians in
the same community and same medical specialty may vary from each other by as much as 2x in
their relative affordability. Such wide variation in average total health insurance fuel
consumption per episode of treatment is often not driven by differences in physician fees or in
the volume of services provided directly by a physician. Rather, it is due to differences in the
many factors that physicians influence through their uniquely powerful role in recommending
drugs, imaging studies, lab tests, specialist consultations, hospitalizations, and healthy behaviors.
The practice pattern of more affordable physicians consumes the equivalent of 30 miles per
gallon of health insurance fuel; other physicians, often unknowingly and unintentionally,
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function as the medical equivalent of large SUVs. These affordability differences do not
correlate with quality of care. Exhibit I demonstrates in an illustrative community this wide
difference in physician-associated health insurance fuel consumption. The inter-physician spread
in relative affordability persists at every level of measured quality of care.

EXHIBIT 1

At Every Level of Quality, MDs with the Most Affordable
Practice Patterns Incur Up To 50% Lower Insurer Spending

Than Least Affordable MDs (each dot is a Seattle MD)
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Most physicians are unaware of the relative affordability of their pattern of practice. When
physicians' relative affordability is measured. payers can use the results in four ways to
encourage physician improvement A-ranged roughly in order of their likely power to improve
affordability, these uses are:

A. FEEDBACK FOR MD
USE IN PERFORMANCE
IMPROVEMENT

B. PUBLIC TRANSPARENCY

C. PAY-FOR-PERFORMANCE

D. PHYSICIAN NETWORK
NARROWING OR
TIERING

Sharing affordability and quality measures with
physicians and relying on their professionalism to
improve the affordability and quality of their practice
pattern, as was advocated for Medicare by MedPAC in
2005.

Publicly releasing affordability measures, along with
quality measures, so that consumers may select more
affordable, high quality physicians.

Using affordability measures, along with quality
measures, in physician pay-for-performance programs.

Using affordability measures to create insurance products
that reward consumers with lower cost-sharing if they
select more affordable, high quality physicians.

Proof of Concept

Critics of physician affordability measures reasonably question whether a physician's
affordability score primarily reflects differences in (a) patients' severity of illness, health
behaviors, or health care preferences; (b) the accuracy/completeness of claims data submitted by
physicians; or (c) the impact of other providers. To answer this question, a number of employers,
union-administered multi-employer benefits trusts and insurers have applied the ultimate test of
the validity of such measures: they incentivized their enrollees to switch to quality-credentialed
physicians who scored in the more affordable range (method D, above), and then measured
whether per person health care spending growth slowed compared to other insurance plans in the
same local area. In Exhibit 2, 1 have summarized their results: in brief, all achieved substantial
savings, roughly in proportion to their degree of physician selectivity and salience to local
physicians.
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EXHIBIT 2

Proof of Concept by Pioneering Purchasers and Insurers
% Reduction in Per Capita Spending Compared to
Similar Local Plans via Building MD Networks on

Relative 'All-in" Affordability, Rather Than on Lowest Fees;
Quality of Care Measures Were Unchanged or Improved -

Pitney Bowes, 1995 Connecticut 17%

Culinary Union Trust, 2003 Nevada2 7-8%

PacMfCare, 2005 Multiple States' .6%

Aetna, 2006 Multiple States" 2-3%

Appendx 11 in 'Impwving the Value of Health Benemil Plans Through Consumer-Drven Health Care,
Mercer Human Resouroe Consulting. Apnea 25, 2002
S Slide 2. Testimony of Peter V. Lee before the House Subcormrmittee on Heafth Promroting Quatiy and

Efficiency of Cae for Medicare Benetaries. March 15. 2005
we-mil correspondence fros Dr. Samuel Ho, PacifCare, May 3 2006

e -nail correspondence from Dr. Donald Storey, Aetna, Aprid 26, 2006

Barrier to Rapid Progress

Other private sector health benefit plan sponsors are beginning to follow these pioneers. For
example, Wellpoint in California is offering a new PPO plan based on a network of more
affordable, quality-credentialed physicians. Its premiums are on average 9% lower than for its
less selective PPO plan. However, veryfew private sector plans have enough claims experience
to measure with confidence the affordability or qualityfor a majority of individual physicians in
a community. This leaves private sector health benefits plan sponsors with unattractive choices:
(a) select physicians from among a minority of physicians with whom they do have enough
claims experience; (b) select physicians based on marginal or outdated claims experience; or (c)
merge claims data with other insurers. Most sponsors judge options (a) and (b) to be unworkable.
Due to inter-payer differences in claims data bases and anti-trust concerns, option (c) is very
difficult and slow. There are a few noteworthy exceptions. Under the leadership of the
Massachusetts state employee benefits plan, "the GIC," six of Massachusetts's seven largest
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insurers merged their claims data and measured individual physician affordability and quality
statewide in consultation with the Massachusetts Medical Society. Health insurers began offenng
less costly new plans to GIC members last month, based on preferential use of more affordable
physicians with favorable quality scores. In other states, over 50 large employers and 6
partnering multi-state insurers participate in "Care Focused Purchasing." CFP is pursuing a
claims data merger that will enable similar solutions in multiple urban areas effective January 1,
2008. AlIP's "AQA" initiative intends to test the feasibility of merging of regional CMS and
private sector claims data bases, in partnership with CMS, AHRQ and other organizations,
including PBGH. However none of these pioneering efforts offer a near-term national private
sector solution.

Facilitation Via a New Routine Use of CMS Claims Data

Private sector progress could be greatly accelerated if CMS routinely made available, in
beneficiary-anonymized format, the full Medicare claims data base. Except for pediatric and
maternity care, such availability would enable employment-based and individually based health
benefits plans to lower premiums and raise quality of care by all four methods A-D outlined
above. To further safeguard beneficiary privacy, such data base availability could be conditioned
on HIPAA-compliant user agreements that limited the permitted use of the data to the generation
of provider performance measures based on the aggregated claims of multiple beneficiaries.
Such CMS claims data availability has been advocated by the Business Roundtable, by the New
York Times editorial board, and in my prior testimony before this committee 2 years ago.

The full power of these measurement tools in America's battle to tame health insurance
affordability and poor quality lies not in the one-time opportnmity for pioneering employers,
unions, or insurers to reduce spending 2-17% by incentivizing enrollees to link to more fuel-
efficient, high quality physicians. Rather, it lies in the motivational power ofperformance
transparency in any industry, including the physician services industry, to propel continuous
gains in affordability and quality, once consumers and/or prices begin tofavor better, faster,
leaner providers.

To open this pathway to better, faster, and leaner "60 mile per gallon" American health care,
CMS need not expend resources to provide requested data. Requestors of the data can pay CMS'
incremental cost of fulfilling each data request. Moreover, CMS would reap substantial benefit,
since resulting improvements in physician performance would also lift the financial
sustainability and quality of care for Medicare, Medicaid, Tn-Care, and FEHBP beneficiaries.
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Summary

Today's American health care market is only beginning to awaken to the error of primarily
incentivizing low physician fees and high volumes of service, rather than physician excellence in
quality and "all-in" affordability. Instead of endlessly passing the hot potato of health care
spending growth back and forth between payers, consumers, and providers, let's unlock
innovation in value breakthrough among American physicians. Through a combination of patient
trust and laws, no one has more influence on clinical and financial outcomes than physicians do.
If stimulated by a much more performance-sensitive environment that encourages all-in
affordability and quality, American physicians can lead infinite innovation in better, faster,
leaner care, and help stabilize or reduce health care spending as a percentage of our national
income.
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Attachment A

(See page 1599 for pivotal importance of access to Medicare claims data)

"Market Watch: A Report Card on the Freshman Class of Consumer-Directed Health Plans," M.
Rosenthal, C. Hsuan, and A. Milstein, Health Affairs, Vol. 24; No. 6, November/December 2005.
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MARKET WATCH

A Report Card On The Freshman. Class
Of Consumer-Directed Health Plans
Consumer-directed plans need major refinements if they are to
substantially improve the affordability and quality of care.

by Meredith Rosenthal, Charleen IHsuan, and Arnold Milstein

ABSTRACT: We used a series of case studies of first-generation consumer-directed health
plans to investigate their early experience and the suitability of their design for reducing the
growth in health benefit spending and improving the value of that spending. We found three
fundamental but correctible weaknesses: Most plans do not make available comparative
measures of quality and longitudinal cost-efficiency in enough detail to help consumers dis-
cern higher-value health care options; financial incentives for consumers are weak and in-
sensitive to differences in value among the selections that consumers make; and none of
the plans made cost-sharing adjustments to preserve freedom of choice for low-income
consumers.

I N THE WAKE OF the backlash against
managed care. U.S. health benefit pro-
grams are undergoing a transformation.'

The fulcrum for management of costs and
quality has shifted from insurers and physi-
cians towvardl consumers. Consumner-directed
health plans, the result. vary- in multiple di-
mensions but share (I) enhanced tools to sup-
port informed choice of providers. and treat-
merits: (2) -expansion of programs to enable
consumers to manage their health and health
care, and (3) stronger financial incentives for
consumers to control spending.7

Proponents of consumer-directed plans ar-
gut that they will catalyze health system re-
form by making enrollees better consumers of
health care. They forecast that such plans will
curb consumecrs' demand for lovw-.value health
services and stimulate their preference for

more-afforclable and higher-cquaity, providers
and treartments.3 Skeptics suggest that the
plans amount to Trojan horses carrying cam-
ouflaged reductions in risk protection and fi-
nanicial access to care.' They are concerned
that consumer-directed plans offered along-
side other plans wvill skim off the healthier
members of the risk- pool, resulting in a redis-
tribution of resources from the sick to the
healthy,3

In this paper we evaluate the early experi-
ence and design of fourteen first-generation
consumrer-directed health plans. 'We exminen
six design features that relevant: health ser-
vices research suggests wvill be required for
such plans to reduce spending growvth and in-
crease value substantially in addition, wve re-
flect on early estimates of impact reported by
the industry and independent researchers. \Vc

Mtcrcdiih Rosenthal (mrosenrh~hsphihar-vard-edUJ is an assistant professor of heahth economics and policy in the
Department of Health Policy, and ManiqgcmetO Harvard School of Public Healdth, in Boston, Massachuseet±s
Charlccn ilstua isajonmerr escarch assistant in the deparmcnm. Arrnold Milsicin is W'lrldwidc Partner at Mercer
HuLman Rcsource Consulting in San Francisco, Calijfornia.

No'-mbtr/Oeccmb,, Z-C-
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examined both spending-account and tiered
consumer-directed plan models.

* Spending-account models. Spending-
account plans now come as health reimburse-
ment accounts (HRAs) or health savings ac-
counts (HSAs) and offer consumers a fund to
spend on some or all categories of health care.
Once the consumer has depleted the account,
and for some expenses not eligible to be reim-
bursed out of the account, a high deductible
must usually be met before preferred provider
organization (PPO)-style coverage applies.
HSAs, created by the Medicare Prescription
Drug, Improvement, and Modernization Act
(MMA) of 2003, must be accompanied by a
high-deductible health plan that conforms to
Internal Revenue Service (IRS) guidelines and
are portable for a person's lifetime. In HRAs.
unspent balances are also carried forward by
the beneficiary for future use but usually re-
vert to the employer when the beneficiary
changes employers.

* Tiered models. Tiered models are more
heterogeneous. They vary along several key di-
mensions: the scope and timing of consumer
cost sharing. We label as "premium-tiered'
those models that vary consumers premium
contributions based on annual selections, such
as network size or health care delivery model.
The most flexible forms of premium-tiered
models are "customized-benefit-design" mod-
els that also allow consumers, at enrollment.
to customize cost-sharing parameters such as
size of deductible or coinsurance, as well as
network scope and model. Another type of
tiered model is 'point-of-care.' These models
vary consumers' cost sharing for each provider
contact at the point of service, based on the
provider's quality, price, or cost-efficicncy tier.

Study Methods
With an advisory team of five senior health

services researchers, we identified fourteen
consumer-directed health plans for study. We
included the full range of new consumer-
directed employee health benefit -solutions,.
except HSAs. which had newly entered the
market. We prioritized plans v.ith larger mar-
ket share and those operating for at least a

year, to allow sufficient operating experience
We included plans serving large employers
(mostly self-insured) and small employers
(mosdy fully insured) because of likely differ-
ences in benefit design and implementation.

Among the fourteen plans were seven
spending-account models, three premium
tiered models, one premium-riered custom-
ized-benefit-design model, and three point-of-
care tiered models. To obtain candid informa-
tion from respondents. we agreed to not iden-
tifv specific companies or products and to la-
bel them as Plans 1-14,6 Because there are few
insurers with large enrollments in spending-
account models and point-of-care tiered net-
works. the seven spending-account models wc
studied accounted for nearly 85 percent of
2003 U.S. enrollment in such models, while the
three point-of-care tiered models accounted
for nearly 80 percent of 2003 U.S. enrollment
in such models.

For each selected model, we focused on a
specific employer's implementation of that
model In late 2003 and early 2004, we con-
ducted a series of recorded telephone inter-
views with health plans' medical directors or
marketing executives and the employer's hui-
man resource or health benefits director. 'z
asked health plans questions in six categories:
(1) targeted purchasers, including self- or fuly
insured; (2) benefit design; (3) consumer deci-
sion support and health/health care manage-
ment; (4) quality of care/financial protections;
(5) observed risk segmentation effects among
enrollees: and (6) impact, if measured, on en-
rollees' satisfaction, re-enrollment rates, ser-
vice use, plan-paid costs, out-of-pocket costs,
and provider behavior. With health benefit
purchasers, we explored instead integration of
the consumer-directed plan wAith any other
health plan options, including the employers
contributions toward plan premiums.

Effects Reported By The Plans
Rigorous analysis of the actual impact of

consumer-directed plans is key to assessing
the value of these new models. Because these
plans are relatively new to the market, how-
ever, almost all of the evidence on savings

HEALTH AFFAIRS - volum, 24. Nmber 6
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comcs from the plans themselves or their con
sultants, and thus it should be regarded as pre-
liminarv until independently confirmed. The
impact of favorable selection among enrollees,
empirically demonstrated in some studies, re-
mains the largest unknown.? Also, findings re-
late to specific populations and plan designs
and might nor be generalizablc.

* Service use and spending. Most of the
spending-account plans reported internal esti-
mates of reduced service use and total spend-
ing because of the introduction of the new
models. One premium-tiered plan also re-
ported that its introduction caused enrollees
to buy less generous plan designs and to re-
duce use compared with the previous year.

Reported savrtng, are difficult to generalize
because they arc relarve to a variety of com-
parison plans, and, in many cases, it is unclear
how much were attributable to coverage re-
ductions rather than behavioral change. The
largest savings estimate suggested an U per-
cent absolute reduction in total spending in
the first year, wvhile other plans in the market
were growing at double-digit rates. Most
plans reported a reduced rare of positive
spending growth, and some had no data. Sev-
eral plans reported that consumers out-of-
pocket spending grew more slowly than com-
panson plans as well. Plans attributed most
savings to service substitutions bv consumers
rather than reductions in overall rates of ser-
vice use. Substitutions included generic for
brand-name drugs and office visits for emer-
gency room visits. One spending account and
one premium-tiered plan (Plans 2 and 9)
found that use of preventive care increased rel-
ative to comparison groups. Some point-of-
care tiered plans observed slight behavioral
modification among enrollees. Plan 13 reported
modest bur measurable switching among en-

rollees to providers in the preferred tier. Ahile
Plan 14 will increase the our-of-pocket cost dif-
ferentials and add a fourth tier because of negli-
gible switching among enrollees.

independent evaluations of consumer-
directed plans are now under wa, The largest
evaluation, and the only one to report savings,
assesses spending accounts offered by Definity

in comparison to health maintenance organi-
zanon (HMO) and PPO plans offered to the
same risk pools.' In this setting, drug spending
greatly decreased for spending-account en-
rollees and remained below that of other plans
throughout the study. Hospital admission
rates were also initially lower but then sur-
passed those of the comparison plans. These
findings might be explained by the fact that in
later years. many enrollees had accrued
enough in their accounts to offset all or most of
the deductible.

* Consumer satisfaction. Finally, several
spending-account plans reported annual re-
neaal frequency above 90 percent for both
employers and employees with a choice of
plans. This, and survey results cited by the
same plans, suggests that satisfaction with the
spending-account models is relatively high.
Published survey data provide a somewhat
different insight. In one employer setting, con-
sumers who chose a consumer-directed plan
offered alongside HMO and PPO options were
somewhat less satisfied with their plan than,
other employees and were more likely to have
switched plans at the end of the year-' Recall,
however, thar these findings relate to a single
plan and might not be generalizable.

The Grading System For Judging
Consumer-Directed Plan Designs

We used principles denved from relevant
health services research to score the plans on
the following six design features likely Lo be
pivotal to a plans abilitry to greatly curb per ca-
pita spending and ameliorate quality failure.

* Low-spender incentives. Because
tiered plans are primarilv attempting to influ-
ence choice of providers, to test the adequacy
of their low-spender incentives, we sought evi-
dence on the amount of incremental cost shar.
ing required to encourage enrollees to select a
provider other than their natural choice. Sur-
vey research by David Meltzer and colleagues
on consumers' acceptance of inpatient care by
hospitalists rather than by their personal ph)
sicians showed that $200 will cause 85 per-
cent of U.S. patients to select a hospitalist. A
Only half of the premium-tiered models re-

No'emnbrr!Dec~mb- 2005
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quired consumers to pay at least $200 more
per year for selecting a lower provider tier.
Two-thirds of the point-of-care tiered models
required copayment differences of at least
S200 if theo received the modal annual amount
of care from lower-tier physicians or hospitals.

Spending-accounr plans require consumers
to pay dollar for dollar out of their accounts or
out of pocket up to $1.000-S1,750 for single
coverage. Because all of the accounts we exam-
ined had rollover provisions, we assume that
enrollees typically treat account dollars as
having high opportunity costs and will there-
fore try, to conserve them for uses perceived as
being of higher value." Thus, all of the spend-
ing-account models passed out test of ade-
quacy of low-spender incentives (Exhibit 1).

* High-spender Incentives. The principal
factor driving growth in health spending is the
use of high-cost technologies-': If consumer fi-
nancial incentives rather than managed care
preauthorization controls are to be relied upon
for cost control, they must influence consum-
ers with high levels of spending. To test for
this, we examined whether consumer-directed
plans use financial incentives to influence con-
sumers' selections after combined spending
exceeds S5.000"13 For premium-tiered and
point-of-care tiered models, we again looked
for expected annual out-of-pocket payment

differences of at least $200 between the most
and least preferred hospitals and physicians,
but at higher levels of plan spending. For
spending accounts, we looked at the coinsur-
ance rare to determine the consumer's share of
spending after S5,000 and compared this to 20
percent, the modal coinsurance rate faced by
current PPO or point-of-service (POS) en-
rollees for physician services.

WA:e judged that all four premium-tiered
plans offered sizable high-spender incentives
based on the following logic: If a high-spend-
ing consumer responded to the premium dif-
ferences among plan options by selecting a
narrower network or higher cost sharing (or
both). then the marginal incentives intrinsic to
that selection would persist for the entire year,
until the consumer exceeded the our-of-
pocket maximum. The three point-of-care
tiered plans also influence consumers' selec-
tions at relatively high levels of spending be-
cause each time a person visits a nonpreferred
physician or hospital, an additional copayment
is required. For most patients at 55,000 of
combined plan spending, the out-of-pocket
limit will not have been reached. The spend-
ing-account models required coinsurance of 10
percent or less once the deductible had been
met. Thus, incentives to reduce spending were
weak or absent once a person reached $1,500-

EXHIBIT 1
Structure Of Consumer Cost Sharing In Consumer-Directed Health Plans
Percent
1(o 0 Spending account Premium-iered/customized L" Point-ot-care tiered

80 |a _

60

40

20

Substantial cost shaiang at Financialmicentives persist Cost shiaring varies
low level of plan spending for high-COST Cases by incomne

SOURCL Aiitiors'anaiysis af ninormation cEliectd oy iteliephne inteiview e*ti cas"a-yu~ pansi.pants.
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$2.500 in cumulative plan spending.
We note, hovwever, that cost sharing is in-

herently a hlited mechanism for influencing
high spenders because ouE-of-pocket maxi-
mums, which are needed to protect against
catastrophic financial risk, ultimately desensi-
tize enrollees to the cost-efficiency of their se-
lections, unless positive incentives are used.

* Low-Income Incentive adjustments.
Although cost sharing needs to be adequate to
encourage higher-value selections, it is coun-
terproductive if it discourages use of valuable
services by lower-income enrollees or offers
choice in theory only." POS cost sharing, cov-
erage bonuses, out-of-pocket limits, or pre-
mium contributions that are sensitive to en-
rollees' income all might protect lower-income
people. Among all types of consumer-directed
plans we examined, none of the employers or
plans used these forms of income-sensitiity.

* Value-tailored incentives. We looked
separately at whether cost sharing favors
higher-quality and more cost-efficient plan se-
lections (rather than just those with lover unit
prices) of physicians, hospitals, and major
treatment options. For quality, we further dif-
ferentiated between measures used that repre-
sent only service quality, narrowly defined
clinical qualitvy or multidimensional broadly

defined quality. For treatment options, we ex-
amuned whether cost sharing varies based on
cost-cfficiency and any measure of quality

Because most spending accounts rely on
deductibles and traditional coinsurance, cost
sharing is not sensitive to the quality of pro-
vider selections (Exhibit 2). However, three of
the seven spending accounts made some con-
cession to quality by providing first-dollar
coverage or subsidies for preventive services.
and one plan offered a reward program to en-
courage healthy behavior. including appropri-
ate primary prevention. One spending-
account model also favored highb-value care by
providing more generous coverage for mainte-
nance drugs for chronic condinons

We also deemed spending accounts to offer
enrollees incentives to select more cost-
efficient physicians and treatments, because
the individual bears the full cost of provider
and treatment selections (up co the deduct-
ible). However, because nearly any hospital ad-
mission entails spending beyond the deduct
ible, spending accounts do not encourage
selection of more cost efficient hospitals (they
only discourage admissions).

To test point-of-care tiered and premium-
tiered plans, we examined the measures they
used to rate providers for the purposes of tier-

EXHIBIT 2
Value-Tailored Incentives In Consumer-Directed Health Plans
Percent
Percent * Spendingaccount Prernium-tieted/customized d5 Point-of-eare tiered
100 _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _

MD MD MD MD Hmpw' H1onDW 0000504f os000a0 T ont' OTal-tn!
-er',c. I o- b ody qf0 brd cos -0054,0 091100

etolny 04404, 0-405 ocol eff04.00

SOURCEt Authors analysts of nfornation collected by telephon interniew With case-Study anicpants.

Nove-bbertDeccmbtr 2005



57

M A R K E T W A T C lI

ing. All used risk-adjusced information on
cosr-efficiency for this purpose, but only two
used quality measures.' 3

* Decision support. If consumers lack ac-
cess to information about the costs and quality
of provider and treatment options. the notion
of a discriminating health care consumer is
meaningless. Ideally, this information would
include comprehensive cosc-efficiency and
broad quality measures and would be actively
presented to consumers in particular health
states At a minimum. we looked for informa-
tion on unit prices (for cost) and selected qual-
ity domains. available online, in print, or by
telephone.

Only two spending-account plans pro-
vided any provider-specific cost information,
and this was limited to unit price-a highly
imprecise proxy measure of cost-efficiency
(Exhibit 3). Three premium-riered and two
point-of-care tiered plans made available qual-
irative ratings of physician or medical group
costs (for example. an indication of being
above or below a threshold using stars, arrows,
or dollar signs). To rate cost performance,
these five plans used a measure of cost-effi-
ciency-total cost per episode-rather than
unit price.

* Health management support. We
looked for four sentinel support mechanisms
that provide direct, professionally staffed sup-
port to consumers (rather than providers) to
manage health and health care: nurse-staffed
telephone help lines; health risk assessment
linked to staffed risk-reduction programs,
shared decision support/health coaching, and
case managemente Most of the plans under-
took to engage consumers in managing their
own health through these four mechanisms
(Exhibit 4). although some differences among
plan types emerged.

Final Grades
To summarize the strengths and weak

nesses of each type of consumer-directed plan
model across the fourteen cases, we assigned
final letter grades to the plan models based on
the percentage that fulfilled each of our six
evaluation criteria (Exhibit 5).

For value-sensitivity of cost sharing, we
awarded one point each for physician or hospi-
tal cost-efficiency and for treatment option
cost-efficiency Similarly, we awarded one
point each for sensitivity of cost sharing to the
quality of physician or hospital services and
both narrowly defined and broadly defined

EXHIBIT 3
Information To Guide Consumers' Selections Of Provider And Treatment Options In
Consumer-Directed Health Plans

Pecn Spending accoujni Premiurn-tiefed/customized L. Point-of-eare tiered
100

80

60

20

SOURCE: Authars'aeatysts of urformation ecfcted by telephone mnterA-e. w-i case-Audy partidipants.
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EXHIBIT 4
Provision Of Health Management Support In Consumer-Directed Health Plans

Percent B Spending account Premiun-tiered/customized W Point-of-care tiered
100

80 f

20

Nurse-staffed Health risk assessment Shared decision Case management
help flnes linked with support/personal

risk reduction programs health coaching

SOURCE, Autorim analysis of information collected by teleephone inteinie'v with case-study peitlciafltS.

clnclquality, We also allocated'one point for an overall total. For qualit information, wc
cost sharing that reflected treatment quality, awarderd one point each for reporting service
(we gave a hail credit on this measure for sub- quality measures. narrowly defined clinical
sidizing preventive care or maintenance quality measures, and broad quality measures
drugs~). The overall grade was then deiermined for providers. Finally, we: awarded each case a
by the sum of points; awarded over the maxi- grade commnensurate with the total number of
mum possible. staffed health management supports offered to

For decision support, we similarly aggre- enrollees, divided by four.
gated binary scores for the availability of corn- in the overall scoring, no plan model ranked
parative cost information for physicians, hos- better than another across Al criteria (Exhibit
pitals, and treatment options (half credit for 5). The category in which grades were favor-
unit cost, full credit for cost efficiency) toyield able overall was health management. Few

EXHIBIT 5
Report Card On The Freshman Class Of Consumer-Directed Health Plans

Spending Prermlumn-tlered/ Point-of-care
Model type account flexible benefit tiered

Substantial coat sharing at low level of plan spending A F D
Persistence of cost sharing for high-cost cases F B.i A
Cost sharing varies by income F FF

Value-tailored incentives
coat A C C
Quality F F F

Information for selecting provider and treatment options
Cost F F 0
Quality C F 0

Health management support A- B- C.

SoURCE: Authors' analysi of inforination collected oy teleptone intwiews with aseeituoy partn ciants.

No'scmbe riDecember 2003
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plans provided consumers with incentives re
select higher-qualiry care. With respect to in-
centives to economize, most plans require that
consumers pay more for higher- cost (less cost-
efficient) options. Fen plans, however, provide
cost information that would enable consumers
to compare various options, other than the op-
tion to avoid the health care system altogether.

Discussion
We studied the design and implementation

of fourteen consumer-directed health plans to
assess whether they were likely to reduce
health care spending and improve the value of
spending for health benefits. A natural limita-
tion of the case-study approach is that the
selected cases might not generalize to the uni-
*:ers oi consumer-directed pians. in particu-
iar. we selected health plan models based in
part on the length of rime they had been in the
marker. This criterion favors the best plans
(survivorship bias) but also might miss later
design innovations. This market is rapidly
evolving, particularly with the diffusion of
HSAs. and is likely improving upon the frst-
generation plan models we examined.

* Three critical weaknesses in plans.
Efforts to refine consumer-directed plans
should focus on rectifying three critical veak-
nesses in the freshman class.

First, if these plans are to succeed in pro-
moting informed consumer choice, much more
detailed information on cost efficiency and
quality needs to be made available to enrollees.
To be fair, this lack of transparency is market-
wide. Other benefit models, however, do not
claim to promote consumerism or to leverage
consumer choice for value improvement. Off-
the-shelf software that uses administrative
data to compute risk-adjusted longitudinal
cosr-efficicnce measures for episodes of care is
widely availableY These measures, which re-
flect a combination of unit prices and utiliza-
tion patterns over an episode of acute illness or
year of chronic illness, relieve plans' concerns
about revealing negotiated unit prices. More
importan*,, they can protect consumers from
the false economy of judging a provider's or
treatments cost-efficiency based on price,

rather than on the likely impact on total
spending.

The problem of inadequate denominator
sizes to measure cost-efficiency and quality
performance for individual physicians or hos-
pital service lines could be partially addressed
by giving health plans real-tine access to the
full Medicare claims database from the Cen-
ters for Medicare and Medicaid Services
(CMS), holding back data only to the extent
necessary to protect the privacy of individual
beneficiaries. Although there are obstacles-
primarily political-to such a proposal. thev
are not insurmountable. Indeed, the Busincss
Roundtable and a separate group of more than
thirty large employers are actively suppornng
its inclusion in proposed legislation making its
way through Congress.1 Moreover, in light of
the CMSs own efforts to assess and reward
physician quality and resource use, substantial
direct gains would accrue to the CMS by en-
abling the private sector to do the same via a
common database. Mean-while, the denomina-
tor can be enlarged via unit-price, neutralized,
multiplan pooling of claims data, wkhich has al-
ready been achieved by six large Massachu-
se ta health plans under the leadership of the
states Group Insurance Commissionw'

Second, it is difficult to rationalize the
spread of spending-account models unless
they incorporate easily understood cost-
efficiency comparisons into the benefit design.
For example, one plan we interviewed was de-
veloping for its spending-account model a
drug benefit that put drugs in tiers by cost-
effectiveness within a therapeutic class. In ad-
dition to applying it to physician and hospital
selections, this concept could be refined to en-
compass cost-utility ratings defined collec-
tively by insurance pool members rather than
by the insurer and extended to other medical
and surgical treatment choices for which suffi-
dent outcome daoe exist.

Third, to be effective in controlling overall
spending. consumer-directed plans will prob-
ably need stronger, more salient incentives
that engage all enrollees. particularly those
vith high expected spending. Income-sensi-

tive cost snaring or income-based contribu-

HEALTH AFFAiRS - Vc!Uc 24. ummbcr A
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cions to spending accounts will bLt necessary
to protect low-income consumers in these
more high-ponvered benefit designs. Positive
incentives (payments to lower-income en-
rollees) might be best suited to induce parrici-
pation in health management programs and
selection of the most cost-efficient and high-
qualirt provider and trearment options at higi.
levels of spending.

C APTURING THE potential of con-
sumer-directed plans to improve the

_ affordability and quality of U.S. health
care will require major refinements of the
freshman class, Given the continued develop-
ment of increasingly complex and valuable
biomedical innovations, the future viability of
employer health insurance pools requires
equally sophisticated benefit models in syn-
ergy with efforts to enable and motivate pro-
vider reengineering of clinical processes.

Financial support for this rcsearch was providcd b;y the
Robcrt \VoodJohnson Foundation's Changcsin Health
Carr Financingand Organization (HCFO) Initiative
The authors air grateful to theiradvisory panel
(ArnoldEpstein, Paul GinsburgjIudith H1ibbardJIoseph
Newhoust andJoel U2cissrnan)Jor input on the design
of the interview protocol and helpfu comments on an
earlier draft of this paper
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AQA Parameters for Selecting Ambulatory Care Performance Measures

Based on discussion from the November.2, 2005 Efficiency Subgroup meeting and input from the
Performance Measurement Workgroup. the document is revised as follows:

I . Measures should be reliable, valid and based on sound scientific evidence.

2. Measures should focus on areas which have the greatest impact in making care safe. effective.
patient-centered, timely, efficient or equitable (IOM's six aims for improvement), and primarily,
but not exclusively, where the most improvement can be made ("80/20 rule";.

3. Measures should be selected based on where there has been strong consensus among stakeholders
and predictive of overall quality performance:

4. Measures should reflect processes ofecare that physicians can influence or impactL.

5. Measures which have been endorsed by NQF should be used.when available.!

6. Evidence-based quality measures.should.be evaluated in relation to cost of care; Cost of care
measures. should be-evaluated in relation to quality.

9. Outcome measures should be appropriately risk-adjusted and stratified.

8. Measures should, as much as possible. be.constructed so as to result in minimal or no unintended
harmful consequences (e.g., adversely impact access to care).

9. When relevant, physician-level measures should as much as possible complement measures in
hospital and other healthcare settings..

10. The measurement set should include,-but not be limited to; measures that are aligned with the
IOM's priority areas.

11. The measurement set should balance completeness and measurement burden and-strive to include.
the minimum number of needed measures:

12. The set of measures should reflect a spectrum rather than a single dimension of care (e.g.,
prevention and health promotion, chronic illness, acute care and procedures (diagnostic and
surgical).

13. Implementation of measures should be as least burdensome as possible (i.e., electronic data
systems should be considered whenever possible). 2

3

14. Performance measures should be developed, selected and implemented through a transparent
process.

This parameter preserves the right to use measures that have not been endorsed by NQF. However, such measures
should currently or in the near future go through the NQF process.
2 White the workgroup acknowledged that administrative data should be considered as the logical starting point,
there was interest in moving beyond claims and other administrative data as soon as is practicable.
' When appropriate, measures derived from medical chart review should not be excluded.
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PREPARED STATEMENT OF MICHAEL D. PARKINSON, M.D., MPH, EXEcuTIvE VICE
PRESIDENT AND CHIEF HEALTH AND MEDICAL OFFICER, LUMENOS, INC.,
ALEXANDRIA, VIRGINIA

Mr. Chairman and members of the Committee, thank you for the opportunity to
testify today regarding health care information for consumers. My name is Michael
D. Parkinson, and I am Executive Vice President and Chief Health and Medical Of-.
ficer for Ldmenos, a pioneer in consumer-driven health care and a subsidiary of
WellPoint, the largest ublicly traded commercial health benefits company in terms
of membership in the Vnited States. I have long been concerned about the health,
productivity and economic impact of health care costs on employers and on our na-
tion in general, and am honored to share my thoughts with the Committee today.

PERSPECTIVE

My comments reflect my experience as a physician, former leader in the Air Force
and Military Health System and as the head of our health improvement and clinical
strategy at Lumenos. My clinical training and practice experience is in primary care
and preventive medicine/public health. My comments are based on Lumenos expen-
ence with self-insured employers (generally 200 employees or more) and direct feed-
back from consumers and patients enrolled in either Health Reimbursement Ar-
rangement (HRA) or Health Savings Account (HSA) plan designs.

I believe, and an increasing body of evidence supports, that consumer-driven
health care, both in its current form and as it rapidly evolves and grows, has great
potential to improve the health of patients and consumers, the effectiveness of med-
ical care and the efficiency of the health care system. However, better consumer en-
gagement, more patient-centered care, greater ownership of resources expended on
healthcare and improved quality/cost information will have predictable consequences
on the health care system. These consequences and system deficiencies should be
anticipated and addressed.

ADDRESSING THE TRUE DRIVERS OF EXCESSIVE HEALTH CARE COSTS

A properly designed consumer-driven health care program assists and supports
the consumer/patient to understand and address the primary drivers of poor health
and excessive medical costs, which are personal health behaviors and ineffective and
inefficient health care. The flexibility of account-based benefit designs to promote,
educate, incentivize and financially reward improved health behaviors, preventive
care and evidence-based medical practices is unique. A recent study by leading
health care economist Ken Thorpe concluded that 63 percent of the rise in real U.S.
per capita health spending is due to the increasing prevalence of health risk factors
which are medically treated rather than prevented or improved through health pro-
motion and disease prevention strategies.

The inherent "rollover" of funds in account-based designs from year-to-year rein-
forces improved health behaviors, appropriate self-care and better care management
for chronic conditions. Prevention and evidence-based care particularly for those
with chronic disease are clearly prioritized and financially rewarded. Both our HRA
and HSA plans cover evidence-based preventive services at 100 percent without
copays or deductibles. In addition, 60 percent of Lumenos employers cover tobacco
cessation and 30 percent cover weight management as preventive care services at
100 percent.

Consumer-driven models have the power to incent three major actions by all indi-
viduals and patients that improve health, medical care and outcomes. Specifically,
each of us needs to understand our health status (our risk factors and current med-
ical conditions), agree to participate in a program or activity (risk reduction program
or "disease management") if we have significant risk factors or chronic disease and
understand and master our care, in partnership with our physician to optimize out-
comes and care.

At Lumenos, we created an integrated and incentivized health improvement strat-
egy, targeted at major drivers of excessive health care costs, which meets the needs
of the full range of health risk and users, with a particular emphasis on those with
chronic disease and high utilization.

INFORMATION, TOOLS AND SUPPORT SERVICES AVAILABLE TODAY

Lumenos and its partners provide a comprehensive array of information, tools and
personal support services for consumers to understand and better engage in their

1KE Thorpe, "The Rise in health care spending and what to do about it" Health Affairs, Nov/
Dec 2005.
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health and health care decisions. We have found that web-based information is an
important enabler of better decisionmaking,-but not the sole or most important fac-
tor in assisting consumers and patients. The-organization, timing, linkage, ability
to access at the point-of-decision and content delivery method are important as well.

Communication is required to reinforce the use of the health, clinical, and quality
and cost information. Ideally this communication would occur initially and repeat-
edly throughout the year using multiple modalities. In both formal surveys and in
face-to-face focus groups with hundreds -of Lumenos consumers, members are sur--
prised and appreciative of the wealth of organized information and support available
to them. We have found that consumers are seeking more accurate and actionable
information over time. Of interest, the consensus answer to the open-ended ques-
tion, "What could Lumenos do better for you?" is to create a means to connect with
other patients with similar medical conditions or with consumers with shared health
interests.

In general, consumers and employers are highly satisfied with the current infor-
mation, tools and support that Lumenos. provides. Year-over-year, both employers
and consumers are seeking more specific and actionable information about the cost,
quality (and necessity) of medical services. Communication and reinforcement of
why information is important, how to access it, how to. engage to better manage
one's care (e.g.; health coaching) and how to use it in concert with one's physician
are likely more important than the availability; or in some cases, the specificity and
accuracy of the data itself.

HOW IT'S WORKING FOR EMPLOYERS.AND HEALTH SYSTEMS

In general, Lumenos' experience -for both employers who adopt "account-based
plans' as a full replacement strategy and for those who offer them on an optional
basis reflects the findings of the-McKinsey study. 2 Increases in preventive care, de-
creases in the cost of prescription drugs, and decreases in outpatient and ER visits
lead to significant employer health care cost trend mitigation relative to other ben-
efit designs. Particularly when-accompanied-by financial incentives, patients-with
chronic illness become engaged either through health risk assessments or direct self-
referral to a health coach. Unlike the McKinsey study, which showed low satisfac-
tion with the information and support provided to consumers,. Lumenos has consist-
ently experienced high satisfaction with both information/support/communications
and re-enrollment.

One of my personal goals, and a major reason for the American Medical Associa-
tion's support for Health Savings Accounts and consumer-driven care in general, is
to better support patient-physician-relationships. Consumer-driven models have-two

-inherent value. propositions for providers: improved clinical care and outcomes
through-the better informed and engaged patients and reduced administrative bur-
dens relative to "traditional" care. .

In addition to providing care, -health systems and hospitals are also employers
purchasing and providing health care services- for. their own employees. These em-
ployees often have among the highest..risk-adjusted health care costs of any indus-
try. Lumenos has suggested, and some -leading health systems who are now full re-
placement clients agree, that consumer-driven health care has great potential not
only to appropriately mitigate excessive health care costs, but also to catalyze clin-
ical and business practice innovation.

Employers, as well as a growing number of health care systems, are adopting con-
sumer-driven health plans on either an optional.or full replacement basis. Health
care cost mitigation, increases in preventive care and in engagement by those with
chronic disease can be accompanied by high enrollee and employer satisfaction when
information, tools and support are designed, implemented, communicated and rein-
forced.

IMPROVING APPROPRIATE CONSUMER AND PHYSICIAN DECISION MAKING

There is a growing awareness and tailoring of information, tools and support to
address the preference and price sensitivities of medical care. If the health of indi-
viduals, the care of physicians and the performance of the health care system are
to improve, then the behavior of each entity needs to be better understood and ad-
dressed using approaches which predispose, enable and reinforce desired outcomes.
The creation of a "health care marketplace" with improved information on cost and
quality will impact health care decisions and players differentially and will likely
occur incrementally, which, in my opinion, is desirable. At Lumenos, we have delib-

2 McKinsey & Company, "Consumer-directed health plan report-early evidence is promising"
acessed at www. mckinsey.comr clientservice /payorprovidkerlHealth-Plan-Report.pdf 2005
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erately built an incremental approach to quality and information collection and dis-
semination.

A health care typology that has been useful in shaping our information and sup-
port strategy includes health risk factor identification, maintenance and reduction,
clinical preventive services, acute/episodic care, chronic disease management, sur-
gical decision support, emergency/catastrophic care and end of life needs. Similarly
health care can be parsed by care that is proven clinically effective, care that is pref-
erence-sensitive and -care that has shown to be "supply sensitive" (e.g., wide vari-
ations in practice typically associated with oversupply of providers or facilities rel-
ative to other geographic areas). Provider-specific issues that relate to care and busi-
ness practices can also be evaluated and impacted through a consumer-driven
"prism" as noted previously.

Making the right thing to do clinically also be the easy thing to do will require
realignment of thinking, infrastructure and incentives among the consumer/patient,
provider and "the system." Better information and tools for quality and costs should
be informed by a more specific understanding of how patients use or could use such
information and support across the spectrum of the different health care needs and
in different geographic and economically over- or undersupplied provider markets.

WHAT'S MISSING: STANDARDIZED CONSUMER-FOCUSED TOOLS AND INFORMATION FOR
ENGAGEMENT

Patients with serious medical conditions or chronic illness want to know whether
other patients with the same condition understand their disease, are able to im-
prove the likelihood of a favorable outcome and are they treated humanely in the
process. Currently available information is not adequate to answer this question.
Furthermore, the medical literature supports that knowledge, outcomes and even
more judicious use of resources are more likely to be acquired in the context of a
healthy physician patient relationship with shared decisionmaking.

New performance indicators of quality around consumer acquisition of com-
petencies by physicians, medical groups or health systems could complement exist-
ing, administrative (claims-based) measures of quality and efficiency. For example,
the disease specific, evidence-based guidelines developed by the Institute of Medi-
cine would be useful for consumers if translated into language designed for lay peo-
ple. What for example, does the newly diagnosed colon cancer patient need to know,
do and act upon in concert with her physician? What knowledge, competencies and
proposed actions are appropriate for a patient with diabetes in patient terms, which
reflects the evidence-based guidelines promoted to patients and measured by accred-
itation and other quality efforts?

A standardized, generic patient satisfaction questionnaire, or "ambulatory
HCAPS", that includes the major elements of an effective shared decisionmaking re-
lationship (i.e., "Does your physician offer and discuss options, share the pros and
cons, consider your preferences, etc.") would also be very useful to consumers. Ag-
gregated standardized survey information on the physician's practice style would be
most valuable to consumers to help them determine which provider or group is like-
ly to improve their engagement, care skills and health outcomes.

Quality efforts to date have concentrated. on plan and provider measurements
from administrative data rather than on consumer and patient knowledge, com-
petencies and decisionmaking arising from information access and a partnering,
shared-decision making patient-physician relationship. Efforts to define both generic
and diseasespecific qualities associated with high quality, high value and safe med-
ical practices which can then result in standardized patient surveys could be of
great value in increasing the effective engagement of patients, and over time, im-
proving the "marketplace" of patient-relevant quality information for provider
choice.

WHAT WE NEED TO DO BETTER: QUALITY AND COST INFORMATION

Consumers spending "their own money" for healthcare are asking for more infor-
mation, access and convenience. Providing estimated expenses for episodes of care
will become progressively more granular and transparent pricing by providers and
facilities will increase. Making sure that quality is measured consistently will be im-
portant in order for consumers to compare "value" as they do currently for prescrip-
tion drugs. The anticipated Federal release of physician and hospital reimbursement
for selected Medicare services and the requirement for transparency prices of a core
set of services in order to bid on Federal employee health benefits programs will
undoubtedly impact the direction and pace of the provider and payor's approach to
cost transparency.
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A promising approach is the NCQA Physician Recognition program, which allows
physicians to volunteer and be reviewed for compliance with evidence-based guide-
lines for diabetes and heart disease. Additional recognition is awarded for imple-
menting an electronic medical record or system for tracking and improving evidence-
based care and patient outcomes. Lumenos displays this information today to help
inform patients about those physicians interested in and evaluated for these chronic
conditions.

ACCELERATING INNOVATION IN CARE DELIVERY AND FINANCING

Consumers, patients and health systems deploying consumer-driven care for their
own employees and physicians are likely to embrace value-added innovations and
avoid lower value services or practices. For example, group visits for chronic disease
management, reimburseable e-visits for established patient.physician relationships;
and behavior change and disease management programs have traditionally not been
demanded by consumers/patients or built by pkysicians or health systems. Con-
sumers paying "with their own money" and employers, trying to maximize the pro-
ductivity of their work force, are more likely to see value in new ways to connect
with providers and health information outside the too often ineffective, rushed, brief
face-to-face physician visit. The major health care systems that Lumenos serves are-
building these capabilities largely in response to the consumer-driven market-both
internally, for their own employees, and externally, for the patients and employers
they serve. Some.-hospitals are now providing. enhanced information to inform pa-
tients about their actual out-of-pocket costs and/or total price of. selected procedures
and treatments (e.g., OB, outpatient surgery, gastroenterology services, rehab, etc.).

Primary care providers, already concerned with declining reimbursements for pri-
mary care and chronic disease management, are now seeing the rapid expansion of
acute care clinics in retail and drug stores with transparent, all-inclusive, reason-
able pricing for acute or routine conditions. Chronic disease-patients who'are look-
ing for consistent, compassionate, evidence-based service and expertise may be an-
important lever to help drive the reinvigoration of-comprehensive, longitudinal pri-
mary care and the creation of an "advanced medical home." 3 Surgical hospitals and
new centers or systems for specialized chronic disease management may also arise
and be welcomed and sought by more engaged consumers.

Consumer-driven care will likely accelerate clinical and business practice innova-
tion as patients better understand their options and seek greater assistance, conven-
ience and value for their time and money. The provider community is showing evi-
dence of welcoming such innovation and, in some instances, is calling for wholesale
reform, of current clinical, delivery and financial models. Publicizing the value of
these innovations and translating them into meaningful health and cost advantages
will further accelerate their dissemination and adoption.

ACCELERATION OF HEALTH INFORMATION TECHNOLOGY

Consumers are generally not aware of the health or cost impact of seeing a physi-
cian or being admitted to a hospital or facility that does not deploy state-of-the-art
health information technology Consumer and patient focused messages need to -be
developed and disseminated to create market demand for the safer; more effective
and efficient care that electronic/personal health and medical records, electronic pre-
scribing and hospital physician order entry can provide. Creating a marketplace
with accurate information about the health information technology status of pro-
viders is important and evolving. However, health information and interoperability
standards are needed urgently to facilitate both rapid adoption and lower price
points for providers, particularly those in smaller practices, to acquire needed tech-
nology.

Consumers and patients will increasingly come to understand the safety, health
and cost value of health information technology from their providers. This could be-
come a key market differentiator and "quality/cost metric" in the near term. Accel-
eration of technology standards for information and interoperability is critical and
urgently needed to promote widespread dissemination and Decrease price.

MAJOR HEALTH CARE ISSUES TO BE ANTICIPATED AND POTENTIALLY ADDRESSED

There are numerous major healthcare issues, needs and practices that will be
highlighted and catalyzed by the growth of consumer-driven health plans, con-
sumerism and greater transparency in cost and quality.

3 American College of Ph~ysicians Position Paper, "Reform of the dysfunctional healthcare pay-
ment and delivery system. Accessed at http://www.acponline.org/collegelpressroom/asO6/dys-
functional-payment.pdf 2006&
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(1) Need for improved, standardized assessment of therapies and technologies.
Currently the military, VA, health plans, foundations and consumer groups all at-
tempt to assess the health and economic marginal value of new treatments and pro-
cedures without any consistent methodology and with inefficient use of resources;

(2) Malpractice reform to decrease unnecessary, defensive medical services;
3) Shifted and hidden costs for graduate medical education. Who should pay for

the education of a qualified health professional workforce?;
(4) A discussion of an optimal mix of market-based versus public sector functions

of health care; and
(5) Statutory and regulatory reforms to foster an appropriate health care market-

place. Michael Porter's recent characterization of a health care marketplace and
what would be needed to create one is a useful framework for what consumers, pro-
viders and payors all should consider, describe and work toward.4

As consumer information on quality and costs of services becomes more trans-
parent, cost-shifting, unexplainable cost differentials and inefficient clinical and
business practices will become more apparent. Health policy and societal questions
which have been known and discussed for years will become more visible to all
stakeholders and hard decisions will likely have to be made about the appropriate
role of the private, market sector and public sector in financing and delivering
health care.

4 M Porter, "Fixing competition in US health care," Harvard Business Review, June 2004.
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Mr. Chairman, Mr. Vice Chairman and members of the Committee, thank you for
the invitation to testify about the next generation of consumer health information
tools. My name is Paul B. Ginsburg, and I am an economist and president of the
Center for Studying Health System Change (HSC). HSC is an independent, non-
partisan health policy research organization funded principally by The Robert Wood
Johnson Foundation and affiliated with Mathematica Policy Research.

HSC's main research tool is the Community Tracking Study, which consists of na-
tional surveys of households and physicians in 60 nationally representatives commu-
nities across the country and intensive site visits to 12 of these communities. We
also monitor secondary data and general health system trends. Our goal is to pro-
vide Members of Congress and other policymakers with objective and timely re-
search on developments in health care markets and their impacts on people. Our
various research and communication activities may be found on our Web site at
www.hschange.org.

My testimony today will make three points:
* Engaging consumers to be more aware of cost and quality issues in health care

has the potential to increase the value of health care not only for individual patients
but also for the U.S. population as a whole. But some are overselling the magnitude
of this potential. And achieving this potential will require investment in collecting
and translating meaningful consumer price and quality information and encour-
aging innovative benefit structures. And even if this potential is reached, it will not
be the hoped-for silver bullet that solves the health care cost crisis in this country.

* For most consumers who are insured, their health plan has long been their
most powerful asset in shopping for lower prices, and insurers have the potential
to become even more effective agents as they develop more sophisticated benefit
structures and information tools to support consumers in choosing effective treat-
ments from higher-quality, lowercost providers.

* There are practical, limitations on the ability and willingness of consumers to
become savvy health care shoppers. Markets for self-pay health services, such as
LASIK, are often cited as a model for consumer engagement, but our research indi-
cates that consumers' experiences with self-pay markets have been romanticized
and do not offer much encouragement as a roadmap for effective health care shop-
ping without either a large role for insurers or regulation.

The current policy interest in price and quality transparency is essentially the
second stage of the evolution of consumer-driven health care. The first stage was
financial incentives for consumers in the form of greater cost sharing-high
deductibles and coinsurance. Tax-sheltered savings accounts-health savings ac-
counts (HSAs) and health reimbursement arrangements (HRAs)-may be useful
tools to make increased cost sharing more palatable to consumers, but they do not
reinforce consumer incentives to economize on health care-they actually temper
them.

Now industry and policymakers are focusing on the tools needed by consumers to
make informed decisions on reducing the costs of their care or ascertaining the qual-
ity of care. As insurers compete vigorously to sell consumer-driven products, they
seek to differentiate their products on the basis of the tools offered to consumers
to compare price and quality across providers. Policy makers are interested in ex-
ploring government's role in fostering greater costconsciousness and a more favor-
able environment for consumers to make informed choices about health care serv-
ices.

Traditionally, health insurance has either removed or sharply diluted consumer
incentives to consider price in choosing a provider or treatment strategy. It is dif-
ficult for consumers to get price and quality information from providers-tradition-
ally they have shown little interest in competing for patients on this basis. Likewise,
there is little information available to help patients examine the effectiveness of
treatment alternatives. Lack of quality information understandably makes con-
sumers reluctant to choose a provider solely on the basis of a lower price. It is one
thing to realize after the fact that you chose a poor-quality provider when price is
not an issue but another to have that result from choosing on the basis of price.
Similarly, lack of information on effectiveness of treatment alternatives makes con-
sumers more reluctant to consider price in the choice of treatment. Consumer dif-
ficulties in weighing alternative treatment approaches reflects not only difficulties
in accessing what is known about medical effectiveness but also a failure of govern-
ment to make adequate investments in effectiveness research. Even with better in-
formation on price, quality and effectiveness of different treatments, there are
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strong indications that many consumers are unable and/or unwilling to seek health
information from sources other than their physicians.'

Unfortunately, much of the recent- policy discussion about price and quality trans-
parency downplays the complexity of decisions about medical care and the depend-
ence of consumers on physicians for guidance about what services are appropriate.
It also ignores the role of managed care plans as agents for consumers (and pur-
chasers of health insurance; such as-employers) in shopping for lower prices.

POTENTIAL FOR EFFECTIVE PRICE SHOPPING

If you define effective shopping as obtaining better value for money .spent, then,
consumers do have the potential to be more effective shoppers for health care serv-
ices. There are direct and indirect benefits of choosing providers that. offer better
value. The direct benefits are simply the- cost savings, for example, of choosing the
lower-cost of two providers of comparable quality.

But the indirect benefits are potentially more important. If enough consumers be-
come active in comparing price and quality, this will lead to market pressure on ero-
viders to improve their performance on both- cost and -quality dimensions. Provi ers
that measure up poorly on the value dimension will lose market share and will be
motivated- to revamp their operations to remain viable. Our market economy offers
many examples of competitors responding to loss of market share by making dif-
ficult changes. and regaining their edge, and examples are starting to appear in
health care as welL The gains from-providers improving their operations will accrue
broadly to the health care system.

But we need to be realistic about the magnitudes of potential gains -from more
effective shopping by consumers. For one thing, a large portion of medical care. may
be beyond the reach of patient financial incentives. Most patients who are hospital-
ized will not be subject to the financial incentives of either a consumer-driven health
plan or a more traditional plan- with extensive patient cost sharing. They will have
exceeded their -annual deductible and often the maximum on out-of-pocket spending.
Recall that in any year; 10 percent of people account for 70 percent of health spend-
ing, and most of them will not be subject to financial incentives to economize.

When services are, covered by health insurance, the value of price information to
consumers depends a great deal on the type of benefit structure. For example, if the
consumer has to pay $15 for a physician visit or $100 per day in the hospital, then
information on the price for these services is not relevant. If the consumer. pays 20.
percent of the bill, price information is more relevant,: but still the consumer gets
only 20 percent of any savings from using lower-priced providers. And -the savings
to the consumer end once limits on out-of-pocket spending are reached.

In addition to those with the largest expenses not being subject to financial incen-
tives, much care does not lend itself to effective shopping. Many patients' health
care needs are too urgent to price shop or compare quality. Some illnesses-are so
complex that significant diagnostic resources are needed before determining treat-
ment alternatives. By this time, the patient is unlikely to consider shopping for a
different provider. We need to build on the fact that even under scenarios in.which
consumers play a much more active role. in their care than is the norm today, that
for those who are sickest, who account for the lion's share of health care spending,
physicians will be playing a major role in directing their care. So choosing a physi-
cian-or a medical practice-may well be the most important consumer choice.

The significant role that physicians play in patients treatment choices means that
advocates of consumerism should focus on the importance. of choosing a physician
before the onset of major medical problems. Some of these constraints could be ad-
dressed by consumers' committing themselves, either formally or informally, to pro-
viders. Many consumers have chosen a primary care physician, as their initial point
of contact for medical problems that may arise. Patients served by a multi-specialty
group practice informally commit themselves to this group of specialists-and the
hospitals that they practice in-as well. So shopping has been done in advance and
can be applied to new medical problems that require urgent care. This is a key con-
cept behind the high-performance networks that are being developed by some large
insurers.

When consumers choose treatment strategies, the absence of neutral financial in-
centives for providers is a serious problem. The most typical situation today is one
where the provider gets paid on a fee-for-service basis, so the incentive is to rec-

'An HSC study documented how few consumers seek health information, especially those
with low education levels. See Tu, Ha, and J. Lee Hargraves, Issue Brief No. 61, Seeking Health
Care Information: Most Consumers Still on the Sidelines, Center for Studying Health System
Change, Washington, DC (2003).
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ommend more services, especially those that have higher unit profitability. Increas-
ingl, physicians have an ownership interest in services, such as imaging, beyond
their usual professional services, creating an additional conflict between physicians'
interests and those of their patients.

INSURER ROLE

Much of the policy discussion about price transparency has neglected the impor-
tant role that insurers play as agents for consumers and purchasers of health insur-
ance in obtaining favorable prices from providers. Even though managed care plans
have lost clout in negotiating with providers in recent years, they still obtain sharp-
ly discounted prices from contracted providers. Indeed, in my own experience as a
consumer, I often find that the discounts obtained for the preferred provider organi-
zation (PPO) network for routine physician, laboratory and imaging services are
worth more to me than the payments by the insurer.

Insurers are in a strong position to further support their enrollees who have sig-
nificant financial incentives, especially those in consumer-driven products. Insurers
have the ability to analyze complex data and present it to consumers in more under-
standable ways. For example, they can analyze data on costs and quality of care
in a specialty and then offer their enrollees a simple incentive to choose providers
in the high-performance network. Insurers also have the potential to innovate in
benefit design to further support effective shopping by consumers, such as increas-
ing cost sharing for services that are more discretionary and reducing cost sharing
for services that research shows are highly effective.

Insurers certainly are motivated to support effective price shopping by their en-
rollees. Employers who are moving cautiously to offer consumer-driven plans want
to choose products that offer useful tools to inform enrollees about provider price
and quality. When enrollees become more sensitive to price differences among pro-
viders, this increases health plan bargaining power with providers. Negotiating
lower rates further improves a health plan's competitive position. One thing that in-
surers could do that they are not doing today is to assist enrollees in making choices
between network providers and those outside of the network by providing data on
likely out-of-pocket costs for using non-network providers.

Some health plans are now experimenting with ways to communicate to their en-
rollees the fact that certain hospitals have particularly high or low negotiated fees,
without violating their agreements to hospitals and their desire to maintain the con-
fidentiality of their price negotiations.2 For example, Blue Cross of California, which
tends to rely heavily on coinsurance in its benefit structures, has been posting rat-
ings of the costliness of hospitals for PPO enrollees. It follows the approach of Zagat
guides to restaurants, where "$" is assigned to the lowest cost hospitals and "$$$$"
is assigned to the highest cost hospitals. This approach not only maintains the con-
fidentiality of contracts with hospitals, but it also engages the formidable actuarial
resources of the plan to simplify complex and voluminous hospital data for con-
sumers. Humana Inc. has presented hospital price information to some of its Mil-
waukee enrollees that maintains confidentiality by using ranges and combining hos-
pital costs with physician costs. I expect that insurers will come up with more inno-
vative ways to present price information to enrollees.

SELF-PAY MARKETS

Many have pointed to markets for medical services that are not covered by insur-
ance to show the potential of consumer price shopping. Since these services are not
medically necessary-the basis for their not being covered by insurance-they
should be prime candidates for more effective consumer price shopping. HSC has
studied markets for LASIK, in-vitro fertilization (IVF), dental crowns and cosmetic
surgery by interviewing providers, consultants and regulators in these fields. Our
findings are not as encouraging as one hears from advocates of consumerism.

LASIK has the greatest potential for effective price shopping because it is elective,
non-urgent, and consumers can get somewhat useful price information over the tele-
phone. Prices have indeed fallen over time. But consumer protection problems have
tarnished this market, with both the Federal Trade Commission and some state at-
torneys general intervening to curb deceptive advertising and poorly communicated
bundling practices. Many of us have seen LASIK advertisements for prices of $299

2 In testimony before the U.S. House of Representatives, Committee on Energy and Commerce,
Subcommittee on Health, on March 15, 2006, I explain how publication of price agreements be-
tween hospitals and insurers is likely to result in higher prices for hospital care. The testimony
can be accessed at http://energycommerce.house.gov/108/Hearings/03152006hearingl8l3/
Ginsburg2770.htm.
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per eye, but in fact only a tiny proportion of consumers seeking the LASIK proce-
dure meet the clinical qualifications for those prices. Indeed, only 3 percent of
LASIK procedures cost less than $1,000 per eye, and the average price is about
$2,000.

For the other procedures that we studied, we found little evidence of consumer
price shopping.

For dental crowns and IVF services, many consumers are unwilling to shop be-
cause they perceive an urgent need for the procedure, and other consumers are dis-
couraged from shopping by the time and expense of visiting multiple providers to
get estimates. In cosmetic surgery; a limited amount of shopping does occur, facili-
tated by free screening exams offered by some surgeons. However, quality rather
than price is the key concern to most consumers in this market; in the absence of
reliable quality information, most consumers rely on word-of-mouth recommendation
as a proxy for quality, instead of shopping on price.

ROLE OF GOVERNMENT

Governments can support consumers in their efforts to shop more effectively for
price and quality in health. care by providing information on providers' prices and
quality. The greatest opportunities may lie in the areas of-information on.provider
quality and the funding of research on medical effectiveness.

Medicare's voluntary program for hospital quality reporting has succeeded in ob-
taining participation by almost all hospitals and likely will grow in sophistication
over time. HSC's recent community site visits found that quality reporting to Medi-
care and the Joint Commission on the Accreditation of Healthcare Organizations
(JCAHO) have stimulated hospitals to place a much higher priority on quality im-
provement. Hospital respondents envision a-day when consumers and insurers will
use publicly reported information to choose hospitals or for payment. An untapped-
resource is the Medicare Part B claims files. The Business .Roundtable recently
called for making this data available to insurers-with protections for patient con-
fidentiality. This would permit greater statistical power for insurer assessments of
physician efficiency and quality and would support their role as agents for con-
sumers.

Most accept the Federal role in funding research on medical effectiveness as a
classic "public good" activity. The Agency for Healthcare Research and Quality has
developed an excellent reputation in carrying out this role. But the funding for these
activities has been extremely limited, especially in contrast with what the Federal
Government spends on biomedical research overall.

I believe that government provision of price information to consumers has less po-
tential. For thosemwith health insurance, health plans.are better positioned to tell
people what they really want to know-patients' out-of-pocket costs for different
services. Efforts by some states to provide hospital price information have been lim-
ited by the complexity of the information-the difficulty of translating it into what
it will cost an individual for what they need. And few who are uninsured have the
wherewithal to pay for a hospital stay, even if they choose a less expensive hospital.

CONCLUSION

The need for consumers to compare prices and quality of providers and treatment
alternatives is increasing and has the potential to improve the value equation in
health care. But we need to be realistic about the magnitude of the potential for
improvement from making consumers more effective shoppers for health care. What-
ever the gains from increased shopping activity, rising health care costs will, never-
theless, price more consumers out of the market for health insurance and burden
governments struggling to pay for health care from a revenue base that is not grow-
ing as fast as their financing commitment.
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PREPARED STATEMENT OF WALTON FRANCIS, MA, MPA, MPP, AUTHOR AND
INDEPENDENT CONSULTANT

THE PRICE OF EVERYTHING AND THE VALUE OF NOTHING

I am pleased to be able to provide this Committee with my diagnosis as to where
we are and where we need to go in providing information on the price and value
of health care to consumers. I think that improving "transparency" (how about just
plain "access"?) to price and value information on health care is the most important
budgetary and economic issue facing America. It is vital to Medicare reform, and
to avoid the train wreck of impending insolvency of that program, but more broadly
vital to reducing the unsustainable and crippling problem that rising health care
costs impose on all Americans in all income classes, whether they pay by taxes, pre-
miums, cost sharing, or going "naked" without insurance.

During the many years that I have authored the annual CHECKBOOKs Guide
to Health Plans for Federal Employees, I have watched in amazement the inability
of either the market-driven Federal Employee Health Benefits Program (FEHBP) or
the legislatively and bureaucratically micro-managed Medicare program to halt the
seemingly inexorable rise in health care costs, year after year, at a rate higher than
either inflation or per capita income. This doesn't mean that these programs are
failures at cost control. Quite the contrary, they have in their quite different ways
achieved cost containment results worth many billions of dollars annually. But what
they are able to accomplish in the dysfunctional American healthcare "market" (sic)
has been palliative, not curative.

If there is one point on which virtually all health care economists agree it is that
the fundamental cause of the rise and level of health care spending is the preva-
lence of health care insurance that is not pure insurance, but instead prepaid, first-
dollar health care. Even with modest copayments, most health care for most Ameri-
cans is virtually free. Some call the resulting waste 'moral hazard." Others simply
call it the results of demand and supply curves intersecting where the price to the
consumer is set by payers near zero. Whatever one terms it, the result is immense
waste. Shifting some insurance policies to a consumer-driven model with high
deductibles and hence restoring some semblance of fiscal discipline is an important
reform. But it is less than half the needed reform. And the bigger half is simply
better price and value information for consumers.

Lady Windermere, in Oscar Wilde's play, said "a cynic knows the Price of every-
thing and the value of nothing." Through no choice of their own, American con-
sumers have been forced to become and remain something worse than cynics, al-
lowed to know neither the price nor the value of health care. The essential problem
is that without price and quality signals, or incentives to use them, consumers have
no way to compare either treatments or providers and to impose market discipline
to reward efficiency and drive down prices and costs.

The presence of intermediary "middleman" insurance organizations both com-
plicates and presents opportunities for reform. Those organizations have a strong
incentive to control costs at least as well as their competitors, and they have price
and outcome data. But they have to attract broad provider panels, and pay more,
to compete in a world where customers do not directly obtain the savings from nar-
rower provider panels and other economies. The 1990s rebellion over heavy-handed
"gatekeeper" HMO requirements, that reversed the trend to HMO insurance and led
to the vast rise in PPO insurance, illustrates the potency of the problem. In the final
analysis, insurers are in a market where deep pocket payers-employers and tax-
payers-routinely pay the going rate, however high that is, to maintain the status
quo. Something has to change.

Meanwhile, there are roughly 45 million uninsured (most voluntarily so), and an-
other 5 million or so who face significant cost sharing. In total some 50 million peo-
ple have to cope with a market that provides virtually no functional price signals
as to how to save money by choosing lower cost treatments or providers, and only
weak quality signals.

In assessing this data chasm, its possible bridging remedies, and their possible
outcomes, it is useful to draw sharp distinctions among various categories of infor-
mation. Consider a consumer with a diagnosis that will involve high costs, such as
childbirth, breast cancer, severe carpal tunnel syndrome, or prostate cancer. Sup-
pose this consumer has no health insurance but an option to join or change plans
in open season. Such a consumer would need need six categories of consumer infor-
mation. Together with his or her own preferences, such information would enable
an informed choice among options. Far more importantly, if all consumers had such
information this would drive the health care market over time to more effective and
efficient outcomes. The six categories are:
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(1) Alternative courses of treatment,
(2) Likely outcomes of those alternative treatments,
(3) Monetary and other costs of such treatments on average,
(4) Costs of using particular providers,
(5) Quality and outcomes using particular providers, and
(6) Estimates of which health insurance plan is the best buy, taking into account

both premiums and out-of-pocket costs, for the next plan year.
Today, I will cover briefly the current availability of consumer information on

each of these topics, recent progress and efforts under way, problems and opportuni-
ties in filling gaps, and long run consequences of filling those gaps. I will try to il-
lustrate some of my findings and conclusions with examples using the diseases or
conditions mentioned above, and a few other situations.

Current availability of Consumer Information. Consumer information across these
six types today ranges from scarce to nonexistent to abundant but flawed.

There are innumerable books, articles, and learned opinions on (1) alternative
courses of treatment. For example, for a woman expecting no complications of mater-
nity, using a midwife represents a huge saving compare to hospital delivery. There
is abundant information on the very low risks of delivery, and a slim but not insub-
stantial body of literature on the slightly larger risks of using midwives. For a
woman with breast cancer, there is abundant literature on the various mastectomy
and lumpectomy alternatives, taking account of different stages of disease progres-
sion. For prostate cancer, there are four major treatment modalities, one of which
is benign neglect (old age will usually kill the patient faster than this cancer). For
carpal tunnel syndrome, there are several inexpensive treatment options with ex-
pensive surgery the only effective option in many severe cases.

While medical science is constantly advancing, and there are huge gaps in infor-
mation, to say nothing of diseases or which there are not yet any effective treat-
ments (e.g., Alzheimer's disease), it is fair to say that consumers and their advisors
(notably physicians) do not lack access to whatever information exists. One could
fill libraries with medical advice literature, on or off the Internet, in books, articles,
and snippets from disease-specific Web sites, and more.

The Internet has greatly advanced low-cost access to this information by con-
sumers, through sources such as Medline, trusted Web sites such as WebMD, and
forums for patient groups.

The Healthline Web site (www.healthline.com), of which you are hearing some-
thing today, is itself proof that treatment information is there-Healthline special-
izes in sifting through the vast Internet resources to find the best information. But
even without the Internet, the information is available. Books and journals are
available in public libraries and bookstores throughout America.

Likewise, there is abundant information on (2) likely outcomes of alternative treat-
ments. This information deals not only with straightforward measures such as sur-
vival rates, but also with qualitative outcomes important to patients. Many women
(though. a small minority) positively prefer the experience of childbirth at home with
a midwife. Breast cancer alternatives differ hugely in preservation of women's per-
ceived attractiveness and potential complications. Prostate cancer treatments differ
in major ways not only as to prognosis but also as to such complications as inconti-
nence and impotence.

Access to treatment outcome information is almost as widely available at low cost
as information on treatment options. There is far less outcome information, but con-
sumers have access to whatever is known, in print or on the Web.

There is also a recurring problem with respect to outcome information, a problem
that grows progressively worse as we move from overall outcomes to provider spe-
cific outcomes. Data that are not risk-adjusted or case-mix adjusted can be very mis-
leading. Breast and prostate cancer outcomes depend on the stage of progression of
the disease, the condition of the patient, and other variables. For example, in both
of these cancers the age of the patient has a huge effect on whether or not drastic
surgery is indicated.

Information on the (3) average monetary costs of treating diseases or conditions
is, in sharp contrast, almost nonexistent for consumers. I have repeatedly used
Internet search engines to try to find, for example, the cost of an appendectomy or
childbirth. Google and other search engines will find thousands of "hits" when terms
such as "cost childbirth" are entered, but the links found are invariably dry holes.
A relative of mine recently had surgery for carpal tunnel syndrome. I ran a Google
search on "carpal tunnel surgery cost" and obtained a half million hits. After skim-
ming a few hundred of them I found none that provided any data whatsoever about
price or cost, and gave up.

A major development in the last several years has been the provision of treatment
costs on the Web sites of some major insurance firms. These include Aetna and
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Tufts, for example. Consumer-driven health plans such as Lumenos (see
www.lumenos.com for a useful demonstratjon) also provide such information, as you

are hearing today. These information sources are tightly restricted to plan members,

and hence unavailable to virtually all of the 50 million Americans who need such

information for obvious financial reasons, and another 240 million insured Ameri-

cans who might wish to impose lower costs on their fellow insureds, even though

they save little or nothing. There are also some- far small firms that are beginning

to provide such data, though often restricted- to enrollees (see, for example,

www.healthia.com and www.healthmarkets.com).
A recent Business Week article -(February 20, 2006) praised Aetna -for the best

consumer information on its Web site of three major insurance firms compared. I

haven't reviewed all of these or -other sources, but I certainly agree that- Aetna is

developing.a fine set of information for its enrollees. However, the reality-is that

the :Aetn a Web site. only covers about 60 conditions, albeit with different levels of

severity for most of them.
Of. the several conditions .I have previously- mentioned, the Aetna- Web site di-

vulges that the estimated cost of an -uncomplicated pregnancy, with either vaginal-

or cesarean delivery, is approximately $7,700 ($3,600-for the hospital, $2,600 for the

physician, $100 for prescription drugs; and $1,400 for tests.) You are reading this

estimate today in a breakthrough public disclosures Just try to find such an esti-

mate in any other. document. You can find many Web sites that sell maternity in--

surance, but none of them estimate the-cost without insurance.-In preparing this

testimony I ran a Google search on "maternity cost"-that found almost 9 million hits

and no discernable information on price or cost. Alas, Aetna provides no cost esti-

mates for breast or prostate -cancer (or for that matter, for any other cancer) or for

appendectomy-or carpaLktunnel surgery, and no-estimates for alternative treatment
modalities, such as nurse-midwives.=

In other words, even for Aetna enrollees, the information is profoundly limited. -

For the rest. of-us even this limited information is simply unavailable- And thi5;is

the state of the market! In sum-, so far as I can determine. consumers today- cannot
find reliable information on the costs of major medical conditions and their treat-
ments from any.publicly available free resource.

Nor do consumers have ready access to-information on the -costs of most individual
procedures. Aetna provides- some- such information- to its enrollees, but only for
about three dozen of them. These are among the most common (e.g:-, "office consulta-
tion for moderate to severe problems" with a specialist, or "new patient office visit

for moderate problems" with a generalist), but there are-approximately 10;000 am-

bulatory procedures and the listed procedures are but a drop in that bucket. No sur-

gical procedures are listed.
Turning to (4) information on the costs of using particular providers; information.

is even sparser. Perhaps the greatest innovation of the Aetna information for its en-
rollees is the provider-specific charge information available on its Cincinnati Web
site. Assuming, illustratively, that Aetna has thirty percent of the Cincinnati mar-
ket, and that this market comprises one million individuals, approximately one
tenth of 1 percent of Americans have access to information on provider-specific
prices. Even adding in-Tufts and Lumenos and a few other firms, as a practical mat-

ter information on the charges of- specific providers is essentially unavailable to the

public today. There are a few seeming exceptions, such as California hospital

charges, but as a practical matter that information is unusable by consumers (see

the Anderson testimony referenced below).
Contrast this -with the situation for medical procedures not.ordinarily covered by

insurance. Lasik is- the fashionable example- but there are-- many. others. See
www.beyourbest.com for price quotes on breast augmentation- ($3,000), liposuction
($2,000), and many other plastic surgery procedures. at "guaranteed lowest..prices."
Where consumers pay, price matters. Contrast medical procedures -with- other major.
purchases, such as automobiles or, airline tickets or any of the thousands of goods

sold on- e-Bay or through department stores. Not only is price information routinely
available, there are many- services specializing in enabling consumers to- quickly
compare prices before making a choice (e.g., Orbitz and Travelocity, among many,
many others for airline, hotel, and rental care prices). Imagine using Healthline not
only to obtain treatment information,- but also for price and cost information.

This is not a trivial gap for the approximately 50 million American consumers
who shop for health care with no insurance or with insurance gaps. As notoriously
shown by the recent California-requirement that hospitals make their charges avail-

able to consumers, charges to uninsured individuals are typically double, triple, or
quadruple the charges to clients of major insurers (a description of the utter irra-

tionality of hospital charges as they have developed over time, and a good deal of

sensible advice on price transparency issues can be found in the testimony of Gerard
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Anderson of Johns Hopkins University before the House Energy and Commerce
Committee in March of this year at httpJ/energycommerce.house.gov/108/Hearings/
03152006hearingl8l3/Anderson2771.htm).

The availability of information on the (5) outcomes of using particular providers
is actually far greater. In one of its most important actions for consumers ever
taken, the Centers for Medicare and Medicaid Services (then HCFA) made available
about 20 years ago data on hospital mortality and adverse outcome rates for all
Medicare-participating hospitals (i.e., virtually all hospitals), both overall and for a
dozen or so major types of procedures. Originally CMS published these data. In the
last decade it has simply made them available as data files. At least two organiza-
tions, Washington Consumers CHECKBOOK and HealthGrades, continue to use
those files to make risk-adjusted data available, for sale (e.g. Consumers' Guide by
Hospitals, by the editors of Consumers' CHECKBOOK Magazine, 2002, also avail-
able online and updated at www.checkbook.org). While these data are not free, they
are available to all American consumers.

While the risk of an adverse outcome is certainly the single most important meas-
ure of hospital quality, there are many others. CHECKBOOK surveys physicians to
see which hospitals they rate highly. In effect, experts are used to rate other ex-
perts.

More recently, CMS has led a major reform effort to initiate the collection of data
from Medicare-participating hospitals on a set of quality measures that focus on the
most common hospital procedures, and those shown by research to be among those
most prone to failure. For example, the failure to provide Aspirin to patients admit-
ted with a heart attack is a major and not uncommon quality failure. As another
example, this initiative also addresses one of the most vital steps owed to all pa-
tients: whether they are given discharge instructions when they leave the hospital.
With collaborative partners, most notably the Hospital Quality Alliance and the
Agency for Health Care Research and Quality (AHRQ), CMS now makes available
a wide range of performance measures (see http:l/www.hospitalcompare.hhs.govl).
These measures are also used in "Pay for Performance," a major initiative now set
in statute that conditions up to 2 percent of a hospital's payment from Medicare on
it performance on measures of quality in comparison to other hospitals. Expansion
of Pay for Performance in traditional Medicare is arguably as, if not more, impor-
tant to future restraint on the growth of health care spending than the addition of
Medicare Advantage plans as alternatives to traditional Medicare.

Early reports show that this collaborative but competitive system has had major
effects in upgrading the quality of hospital performance. The consumer information
is not just static, read by some consumers and ignored by most, but a spur to im-
proved performance by hospitals that cannot afford, literally and figuratively, to be
regarded as inferior.

CMS also now publishes on the Web comparative data on the quality of perform-
ance of other providers, such as Nursing Homes and Home Health Agencies.

There are more specialized efforts that indicate both the potential and the prob-
lems of developing outcome/quality measures for providers. For many years the
United Network for Organ Sharing (UNOS) has devoted substantial resources to de-
veloping measures of patient and organ survival, by institution, that would not only
allow consumers to compare outcomes and quality, but also provide them risk-or
case mix-adjusted data that would account for the differences among hospitals in
the severity of patients that they serve. In the world of transplants, sufficient exper-
tise and consensus has been developed to allow a robust system of comparing pro-
vider outcomes for each type of transplant (www.srtr.org). Any transplant candidate
can compare the performance of every transplant center in the United States before
deciding where to "list" for a transplant.

But there are few if any other complex medical procedures for which comparable
data are publicly available today. One notable bright spot is the Pennsylvania
Health Care Cost Containment Council, with quality information on a number of
procedures including provider-specific data on coronary bypass surgery (http:l I
www.phc4.orgldefault. htm).

The big gap in quality-related outcome data has been in the performance of indi-
vidual physicians and physician groups. While CMS and AHRQ. are diligently work-
ing to develop outcome-related measures of ambulatory quality through the Ambula-
tory Care Quality Aliance (AQA) (see www.ahrq.gov/qual/aqastart.htm), the only
widely available quality measures today use such crude measures as board certifi-
cation or disciplinary actions, or what is arguably the best measure of all: ratings
by other physicians. For example, CHECKBOOK publishes what is essentially a na-
tional system of physician ratings, by specialty, in Consumers' Guide to Top Doctors
(2002, updated on the Web at www.checkbook.org). The Washingtonian magazine,
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and other publications, also use surveys to rate physicians in particular metropoli-
tan areas.

In summary, quantitative measurement of quality and outcomes for ambulatory
care providers generally, and physicians: in particular, remains -a work in- early:
stages of progress. Performance of several other major types of:providers, such as
hospitals, is further advanced. But progress- is certain to: be slow,, expensive,2 and .
complex.

I have for almost three decades provided -consumer information on (6) comparing
health plans, in my annual CHECKBOOKs Guide to Health Plans for Federal- Em-
ployees. My Guide provides-information to approximately 8 million Federal employ-
ees and retirees on which of the health plans they can join- provide the best value.
In essence, this is simply a-matter of comparing thetotal costs of consumers of en-
rolling in plan A versus plan B, assuming that each plan: pays the promised propor-
tion of medical bills incurred. The Guide performs this calculation, and-shows every
year that family enrollees who select the best deals available can save (a) a thou-
sand dollars a year or more by choosing an.HMO, and which HMOs provide such-
savings and how much savings, or (b) a thousand dollars a year or more by choosing-
the lower cost PPO or FFS plans, and which. ones provide these savings and how
much. These dollar savings estimates take account of both premiums (a "for sure"
expense) and expected out-of-pocket costs at various spending levels. -

The Guide also rates plans on several- quality measures. In the early years, I fo-
cused on "quit rates" as a measure of service. Office of Personnel Management data
on disenrollment rates grew increasingly unreliable over--the- years; and I had to
abandon this measure (which, incidentally, required:complex statistical adjustments
using multivariatesregression analysis.)

In more recent years we have included customer survey data on satisfaction with
plans. Unfortunately, such data as currently published suffer from two inherent de-
fects: (1) only a relatively few plan enrollees face life- and wallet-threatening events,
and hence the most severe cases get negligible weight in overall ratings that count
all consumer equally, and (2) elderly enrollees on average rate health plans far more
highly than younger enrollees. As a result of these defects, and the failure of na-
tional accrediting organizations to address them by appropriate statistical tech-
niques, customer satisfaction data as published today are extremely weak as meas-
ures of plan quality.

Another major approach to health plan comparison has been pioneered by CMS.
For prescription drug expenses, which for most people are stable from year to year.
CMS has developed a "Plan finder" tool (see plan comparison at www.Medicare.gov)
that shows how much each participating Medicare- prescription drug plan costs en-
rollees for the drugs they use today. Like the Guide, this tool takes into account
both premium and out-of-pocket costs. Unlike the Guide, the approach is "current
usage" specific rather than actuarial. In essence, it assumes that drug costs will
usually not change, while the Guide assumes that future hospital, medical, and drug-
costs are only partially predictable, and always subject to random events. Both ap-
proaches have substantial strengths, and both approaches have-saved millions of en-
rollees a great deal of money by steering them to plans that are better buys.

The CHECKBOOK Guide is available for a fee; the Medicare Plan finder at, no
charge. Historically, the Guide was sold in paperback to individual employees and
retirees. However, at present the majority of Federal agencies provide "free" copies
to all employees. Unfortunately, most agencies do not broadcast the availability of
the Guide effectively, and lose the very substantial savings they could realize if a
larger fraction of employees realized how much they could save and chose plans
with lower employer as well as employee premiums.

For both Medicare and the FEHBP, data are available showing that even with
a minority of consumers using- plan comparison -information, consumer choices
among plans to select better buys save billions of dollars to -both enrollees and pay-
ers.

Unfortunately, plan comparison tools such as these have only limited applica-
bility. The vast majority of Americans do not have available a wide range of plans.
Federal employees and retirees typically have about 15 or 20 plans to- choose from.
Medicare beneficiaries typically have about 40 or 50 plans to- choose from. Most
workers are provided at most two or three plans by their employers, such as one
HMO, one PPO, and one fee-for-service plan. Since one of these three plan types
is usually strongly preferred for reasons other than cost, the effective range of choice
is usually one plan.

As a result, until or unless most Americans are given a broader range of insur-
ance plan choices, powerful plan comparison decision tools such as these are of lim-
ited help in improving the health care market.
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Problems and Opportunities in Filling Gaps. As the analysis above suggests, the
availability of consumer information varies significantly by category.

Arguably, the most important gaps to fill are (a) data on provider payments or
prices by procedure or condition or both, (b) the same information on a provider spe-
cific basis, e.g. "what this doctor would charge compared to that doctor,' and (c) data
on ambulatory care provider quality and effectiveness.

Are the consumers there to use the information? Most consumers have no incen-
tive to seek information on costs, and to reduce costs by shopping, in a world of first
dollar coverage. Nonetheless, with approximately 50 million people having a vital
interest in keeping their costs low, it is clear that there are plenty of willing con-
sumers of price information, if there were not other barriers to its dissemination.
All 290 milion consumers have a substantial interest in quality and effectiveness
information.
* "Consumer-driven" health care through high deductible plans and Health Savings
Accounts adds to this potential demand, and brings a substantial number of higher
utilizers (sicker and older) and well-educated consumers to the missing market for
price information. But growth in consumer-driven plan enrollment is neither nec-
essary nor sufficient given the substantial numbers of consumers who need such in-
formation already. What is needed is rapid rather than glacial movements by the
insurers, both public and private, who have the data on payments and outcomes.

Overall payment and price data are simultaneously easy and difficult to provide.
Every insurer in American knows what it pays each physician in its network. The
data could be made available on the Web virtually overnight.

However, what each insurer pays is a trade secret. If competitors learn the pay-
ment rates, they could offer slightly better rates to attract preferred providers, or
bargain harder with providers, or both. Providers know what they charge patients
(usually different rates depending on which insurer is involved). However, they have
an equally grave problem. It is not in their interest to make it widely known that
they have settled for price X from payer A and price Y from payer B. Payers can
use this information to ratchet down rates. A major firm, Subimo, today makes a
great deal of its revenues from the sale of price data to insurance companies and,
to a far lesser degree, to consumers (www.subimo.com). While Subimo and others
could prosper from a different business model (imagine free price information with
revenue from advertisements paid by low cost providers), there may be legal and
other impediments to such a transformation.

The one player with no self-interest barrier to wider discloser of payment informa-
tion is HHS. HHS provider payment systems are calculated using statutorily man-
dated formulas and procedures, and within specified geographic areas are "one size
fits all." However, HHS faces a potential barrier in disseminating physician (but not
hospital) payment information by the contractual agreements, long since struck,
that commit it to using proprietary medical procedure codes that have been copy-
righted by the American Medical Association (AMA). The AMA position, enforced by
a willingness to impose major legal costs by suing alleged violators, is that "Com-
mon Procedural Treatment" (CPT) codes can only be used with AMA permission.
Such AMA permission is never given to anyone who would publish procedure prices
for broad consumer use. This posture is largely rationalized by the traditional eth-
ical strictures against price competition in medical care. Other motives can be in-
ferred.

In a case decided almost a decade ago, the AMA position was upheld against a
private publisher by the Ninth Circuit Court of Appeals (Practice Management Infor-
mation Corporation v. American Medical Association, 121 F.3d 516 as amended at
1333 F 3d 1140). The Supreme Court denied cert.

HHS could practicably publish consumer-friendly versions of its physician, out-
patient, and inpatient payment schedules. These schedules are currently online, but
require fairly substantial computer expertise to download and translate into under-
standable units, such as "What does it cost in dollars in my area and nearby?"
Therefore, as a practical matter they are currently unavailable to consumers. Unfor-
tunately, it is possible that the physician procedures would have to be recoded and
presented in terms of ICD-9 or ICD-10 codes (alternatives to CPT) to meet legal
concerns. This in turn raises issues about which codes would be used in practice and
hospital management and billing systems, and some very expensive changes. I think
that these issues could probably be decoupled, and the public information provided
without depending on future code system decisions, but the job may be harder than
I predict. One option might be to publish information coded under all three systems
simultaneously, which would work for most procedures, but would require a good
deal of work.

Procedure payment amounts are arguably not as useful as estimates of the costs
of treating a disease or condition, but these serve different purposes. A consumer
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seeking to save money could seek a low cost obstetrician and low cost hospital as
separate decisions, constrained only by physician privileges. Moreover, in the case
of hospitals the CMS reimbursement system is primarily based on condition ("Diag-
nosis Related Group") and hence avoids most of the problems posed by itemized
charge systems. The bargaining mode for a woman seeking a good price for mater-
nity care should be "Let's start with the Medicare payment that you already accept."

Providing disease and condition-specific cost information taking into account all
types of provider and service is harder, since it requires an additional step; How-
ever, it is possible to search any major public or private insurer's payment records
to find one or several common clusters of services. Presumably, this is what Aetna
did to create its estimate of maternity costs.

In either case, what might otherwise be a gargantuan problem is greatly sim-
plified by starting with relatively limited numbers of procedures and disease. The
most common 100 physician, 100 outpatient, and 100 inpatient procedures, and the
100 most common diseases or conditions, would be a relatively.easy starting point.

This in essence is what Aetna, Lumenos, and some other insurers are doing. The
problem is that they are providing the information only to their own customers, who
represent only a small share of those facing strong incentives to use price informa-
tion. By definition, none of the uninsured has access to information.limited to those
enrolled in a company's insurance plans.

Provider-specific price, charge, or payment rates are arguably both the most need-
ed and most. difficult information to provide. However, they are quite likely to
emerge over time as a by-product of shopper behavior using system-wide rates.
Competition begets competition and there is no reason why we could not expect to
see in the future advertisements such as "Use Doctor A and Hospital B for your
pregnancy and delivery and get the bargain rate of $6,300, 20 percent off and $1,400
less than the average cost of maternity care."

But we need not await that development. A consumer with access to Medicare
payment rates, knowing that the great majority-of providers accept these rates for
Medicare patients, wields a potentially mighty club. "Hospital B (or Doctor A), why
shouldn't you give me the same deal you give most. of your other patients? If you
won't I can try one of your competitors."-So far bargaining tactics have met with
limited success, but consumer efforts have barely begun, and the Medicare payment
rates are a vital tool for future bargaining.

Meanwhile, Aetna, Tufts, and others are experimenting with providing provider-
specific payment rates to their enrollees. Armed with three pieces of information-
average rate for a procedure in. the network, average rate outside the network, and
the precise rate charged by Doctor-A-and Hospital B-enrollees are given the vital
information they need to decide whether, and how hard; to shop.further. around:

Data on provider quality and effectiveness is the most difficult challenge- by far.
Without these data consumers cannot complete the ',value" equation.

HHS, primarily throughAHRQ and CMS, is devoting immense intellectual capital
with its alliance partners to creating such information. There are valuable systems
already in place for some dimensions of hospital and nursing home quality. Other
and more ambitious efforts are underway through the Hospital Quality Alliance and
the Ambulatory Care Quality Alliance! I am.sure that Dr. CarolynsClancy is ad-
dressing those in her testimony today in great detail. Dr. Mark McClellan,-the CMS
Administrator, has testified several times on these issues before. other Committees
of the Congress.

One of the biggest problems in developing such measures is that without case-mix
adjustment they may often mislead.:.The best.surgeon may take the hardest cases
and wind up with success rates lower than those of.the average surgeon: Statistical
validity also requires a significant.sample size (rarely fewer than- 25 or more cases)
and many procedures are not performed in high volume-by most physicians. There
are also substantial issues in developing actual quality measures, especially for pro-
cedures that do not usually lead to simple outcomes. For these and other reasons,
efforts to create quality and effectiveness information that will be genuinely useful
to consumers must be measured in-years, and will indeed never-be complete.

Luckily, we already have a good deal of information on.both ambulatory and inpa-
tient quality. It resides in the heads- of physicians and other health professionals,
who observe their peers directly and through their informal information networks.
It is made available to consumers through direct advice from their own physicians
on questions such as "Which specialists would you recommend as the next step for
me to take, and how would you compare them?" It is also available through publica-
tions such as CHECKBOOK' Consumers' Guide to Top Doctors, which surveys phy-
sicians themselves as to whom they would recommend most highly in other special-
ties.
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Health plans make decisions on which physicians and other providers to enlist as
preferred providers, based on both willingness to accept the insurer's payment rates
and appraisals of performance. These appraisals may be crude and simple, or may
reflect statistical analysis of insurance records over time, but in either case serve
as an important check to weed out poor performers. Thus, simply using preferred
providers is an easy quality (as well as financial) rule for consumers. (Unfortu-
nately, some of the very best physicians often opt out of such panels over payment
levels-a problem that would lessen over time if plans would be more flexible in
paying more for higher quality, which in turn requires new quality measures.)

There also remains the possibility of using insurer data to provide more informa-
tion. For example, simply knowing the volume of a certain procedure performed is
often immensely valuable to the consumer because for a large number of procedures
research has shown that high volume correlates strongly with quality. Such infor-
mation is readily available in Medicare files. For many procedures (though a small
proportion of the universe of procedures) the information could be reasonably used
with minimal statistical refinement. According to recent press reports (Robert Pear,
in the New York Times, April 10, 2006), employers are now pushing HHS to disclose
these and other Medicare data on physician performance. Unfortunately, it appears
that HHS feels constrained by a 1979 court case that interpreted the Federal Pri-
vacy Act as preventing the release of records identifying individual physicians. How-
ever, that case dealt with an entirely different situation that could not arise under
current Medicare payment procedures. It is also arguably irrelevant given that the
Congress has since 1979 mandated a wide range of quality measurement and im-
provement efforts by CMS. CMS now has a legal duty to use information on pro-
vider quality, and without public access to that information, the performance of
CMS itself cannot be evaluated. Under the Freedom of Information Act, an evalua-
tive purpose arguably trumps the Privacy Act. Moreover, the 1979 decision was a
District Court decision, never affirmed by higher courts. The outcome of further
legal analysis, or court action, remains to be seen.

Consequences of Filling These Gaps. Some analysts denigrate the value of making
price, payment, and quality, information available to consumers. They argue, for ex-
ample, that most medical care costs are spent on high-cost cases that are fully in-
sured, and that as a result market forces will be greatly attenuated. These pes-
simists may be right. Even if they are right these reforms should be made, however,
simply because some 50 million Americans will get substantial benefit.

But the pessimists are most likely wrong. Market forces, if unleashed, will drive
behaviors of consumers and providers, and insurers, in ways that we simply cannot
predict. It is not just a matter of a minority of consumers haggling and bargaining
with a minority of providers:

* Some providers may seek the opportunity of using market information to posi-
tion themselves as cheaper and better ("I am Doc Sawbones and I score 99 percent
on the official government quality measure and charge only three-fourths of the av-
erage payment rate.").

* The invention of lower-rather than higher-cost technology may be spurred.
Why pay for the $20,000 pacemaker from your health saving account or on your
credit card when there is a $10,000 model available that has fewer features but is
more reliable?

* New forms of low cost health care organization may arise (we may need to look
no further than the health care centers that Walmart is installing).

. Medicare is already moving in a significant way to 'Tay for Performance" for
hospitals rather than "one price fits all." This has revolutionary implications if it
can be expanded to more Medicare payments, to other insurers, and to additional
measures of hospital outcomes. Few conceivable payment systems are more lunatic
than those so widely used today by Medicare, Medicaid, and most private insurers,
that in effect pay more for less effective service.

* Quality and outcome measures are particularly important for insurance reform.
Consumers can select providers based on reputation. Third party payers need more
objective, measurable information.

* Consumer advice on dealing with health problems would be able to include com-
parative information integrated in ways that steer consumers to high value courses
of treatment, and help them control costs.

. If price information becomes widely available as a point of comparison, pro-
viders may elect to bundle services at a discount.

* Providers may simply be forced, by the existence of lower cost competitors, to
accept lower payments. We see this already in the growing numbers of American
patients going to India or the Caribbean to obtain high quality care at a fraction
of the price in the United States. What happens to overall spending when con-
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sumers see that high quality alternatives are available at half or less the going
rate?

All these potential effects loom larger because of the unsustainable growth rate
of health care spending in. America. We need not dwell on the impending Medicare
insolvency data (estimated as 2018 for the. hospital trust fund in the just-released
Trustees report) to consider that the average cost of a family health insurance policy
providing first dollar coverage is today approaching -$10,000, and that- the average
cost of a Medicare beneficiary for-hospital care, medical care, and drugs already ex-
ceeds $10,000; and will within'a few years exceed the cost of the average Social Se-
curity benefit.

At the same time, the Dartmouth experts estimate that one-third of Medicare
spending is wasted on unnecessary care (E.S. Fisher et al, "The Implications of Re-
gional Variations-in Medicare Spending," Annals of Internal Medicine, February 18
2003, http:I /www.annals.org/cgi /content/full/ 138141273).

We cannot predict how rapidly or how far direct market forces -using price and
quality information will operate to-reduce the growth-in health care costs or improve
health outcomes. But we cannot afford not to try. The other alternatives such as
direct rationing, triple-digit premium increases (in contrast to- the double-digit in-
creases we .see today), or draconian tax increases, are unpalatable in the extreme.

It certainly appears that the current Administration "gets it." Drs: McClellan and
Clancy have worked-tirelessly and effectively for years on-these issues. The White
House has opined forcefully. HHS Secretary Leavitt recently assembled hundreds of
executives of his Department to issue -his top. priorities for- the next.3 years, and
No. 1 on the list was "Health Care Value Incentives" aimed at restraining the
growth of health care costs "because consumers [should] know the comparative costs
and quality of their health care." However, I do not think that this is a partisan
issue. In the usual disjuncture between public policy reforms and subsequent out-
comes, it is likely that the next.Administration, of whichever party, will not only
endorse, but get much of the credit for the reforms begun in the first years of the
21st century.

As a concluding comment, there are a number of bills pending in the- Congress
that deal with these issues-in one-fashion or another. Former Speaker Gingrich has
mentioned the-possibility of "right to know" legislation -that would require doctors
and hospitals to post prices. (For hospitals, that would stimulate immediate change
because hospital charges generally bear little or no relation-to either their costs or
what insurers pay them.) Congressman Shadegg is sponsoring a bill-that would en-
able health insurance -to be sold across state lines,- and make other- reforms that
would open up consumer-driven insurance -to millions of consumers, including many
of the currently uninsured who are prohibited by State law from buying the insur-
ance plans available to most Americans. There is a companion Senate bill. And both
the Ways and Means-and Senate Finance Committees are considering pay for per-
formance- legislation. I have not studied these bills and have no specific rec-
ommendations on details of legislation at this time. However, in the light of the sub-
stantial legal difficulties that HHS faces in releasing payment -and performance in--
formation in a form that would either be directly useful to consumers or be useful
after analysis by expert researchers, I suggest that if any bill nears enactment it
include provisions that wilL-help in overcoming any legal barriers.

Disclaimer: I have affiliations with three organizations mentioned in this testi-
mony, Washington Consumers CHECKBOOK, the- Centers for Medicare and Med-
icaid Services, and the United Network for Organ Sharing. Nothing in my testimony
represents the views of any of these organizations, or relies in any way on informa-
tion that these organizations do not provide to the public at large.
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Oral Testimony

Information Therapy: Prescribing information to tap the power of the
patient

Mr. Chairman and members of the Committee,
My name is Don Kemper. I live in Boise, Idaho.
Thank you for this opportunity.

I have a simple message. The greatest untapped resource in health care is the consumer:

If we don't find a better way to inform and engage people in their own care, we will fall
deeper and deeper into the health care cost crisis.

o More technology, alone, is not the answer.
o Shifting costs, alone, is not the answer.
o Transparency, alone, is not the answer.

The answer requires helping people do more for themselves.
o More to avoid illness
o More to avoid medical errors
o More to avoid unneeded health care costs
o And more to ensure that they get the care that will really make a difference

For the past 31 years I have led a not-for-profit organization whose sole mission is to help
people make better health decisions. We create information that is used on the nation's
most popular health Web sites, by 9 of the 10 largest MCO health plans, and by hundreds
of hospitals across the United States.

For 31 years I have relentlessly sought ways to improve consumer health.
o In the 70s I helped start the medical self-care movement.
o In the 80s I helped start the wellness movement.
o And in the 90s I helped bring good consumer health information to the Internet.

Each of those efforts has made a big difference. But none have been enough.

The recommendation I would like to make to you today is the most powerful of them all.

It is simple-remarkably simple. But it has the power to impact the quality and cost of
care like nothing else that has ever come before this Committee.

This is it: Prescribe information to every patient. Prescribe information to every patient,
at every moment in their care.

Donald W. Kemper. MPH
Heatthwise
www.healthwise.org
1.800.706.9646
May 10, 2006



84

Today, patients are left in the dark much of the time. Our doctors have neither the tools
nor the time to help us learn what we can do for ourselves.

We forget half to four-fifths of what our doctors tell us-instantly. And, by the time-we
get home, much that we do remember, we remember wrong. The only way out of the
health care cost spiral is to better inform and engage all of us-every patient.

Imagine this:
o Imagine a world in which your doctor prescribed to you the information you need

to make better decisions.
o Imagine that you always knew your treatment options, and understood them.
o Inagine that your doctor prescribed decision aides and action plans that actually

helped you improve your health.

What you are imagining is called "information therapy" or "Ix". And, it is alive and
thriving in, at least a few, leading health care organizations. Let-me tell you how it works.

[Chart #1]
1. Ix starts with "information triggers'? from the diagnosis and treatment codes

already known about the patient.
2. The triggers predict the patient's "moment irr-care."'As soon as a person's

moment in care is known; it's easy to determine the questions she likely has and
the decisions she is likely facing.

3. Then, the doctor or the system can prescribe information that helps-to answer the
questions and support the decisions. -

Group Health Cooperative, in Seattle, gives information therapy prescriptions to-every
patient. Kaiser Permanente, the VA; and the DoD have all begun information therapy
initiatives. Ix is coming. But, enlightened federal policy could help it reach the
mainstream sooner.

My written testimony presents ten ways in which Congress could accelerate health care
improvement through information therapy. [Chart #2] But if I had to pick a single policy
area, I would focus on three changes within Medicare. [Chart #3]

1. I'd start by adding a consumer health portal to Medicare:gov-the only major
American health plan that doesn't have one.

2. Next, I'd prescribe an annual preventive services guide personalized to every
beneficiary.

3. Finally, I'd prescribe a personalized self-management plan to every chronically ill
Medicare patient.

For a modest investment in these three things, Medicare would gain a huge payoff in a
short time. The consumer is the greatest untapped resource in health care. Information
therapy will tap it. Thank you.

Donald W. Kemper, MPH
Healthwise
www.healthwise.org
I.800,706-9646
May 10, 2006
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Supplemental Written Testimony

The Top Ten Ways for Federal Policy (and funding) to Improve Health
Care Quality and Lower its Cost Through Information Therapy

I. Add Information Therapy (Ix) to Medicare.gov

Every major health plan in the United States is investing heavily in providing and
prescribing consumer health information to its members. Medicare should do the
same. The Medicare Lx Initiative should develop each of the following functions over
the next 2-5 years.

o Create within Medicare.gov a robust consumer health information portal to serve
the information needs of beneficiaries. The portal would begin with evidence-
based medical information and decision guides accessible by anyone. Later, cost
and quality information on hospitals, physicians, tests, and drugs would be added
and integrated with core consumer health content. The portal would provide a
single trusted source of information to support any health care decision or self-
management plan.

o Develop an information service to provide each Medicare beneficiary with an
annual, personalized plan for.medical screening and prevention services. An
updated plan would be delivered by mail or e-mail to each person in advance of
their birthday each year. The plan would be based on both demographic
parameters and the diagnosis and treatment data collected by CMS from the
claims records. Beneficiaries would be able to access their plans at any time,
correct inaccuracies, and engage, at their discretion, reminder systems for the
timing of preventive services throughout the year. Anyone not wanting to use the
system could opt out. However, some incentives might be.provided to ensure a
high level of participation.

o Deliver for each Medicare beneficiary with one or more chronic illnesses a
personalized self-management plan that takes into account their co-morbidities,
treatment histories, and self-management preferences. Each-interactive plan
would allow the beneficiary to control the frequency of messages to be received
in support of the plan. The plan could be deactivated or reactivated at the control
of the beneficiary. Consider such a plan as a part of one or more of the CCIP
Medicare-Health Support pilots now ongoing.

o For each CMS quality indicator identified within a disease category, develop
predictive modeling strategies to select patients for whom the indicators are
relevant. Then present decision support information therapy campaigns to the
selected beneficiaries to encourage improved quality performance based on the
indicators.

o Provide, as an administrative service, a method for each beneficiary to review
their treatment history based on CMS claims data; and include with each claim

Donald W. Kernper, MPH
Hcalthwise
www.heatthwise.org
I.800.706.9646
May 10, 2006
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report information about the diagnosis, drugs, tests, or treatments involved.
Beneficiaries should be given control over whether they would like notification
when updates to the history are made. As e-claims submittal becomes common
and the claims history service becomes closer to "real time," the benefit to the
Medicare members will grow rapidly.

o Allow physicians to prescribe information from the Medicare.gov Web site and
provide economic incentives to encourage widespread adoption. CMS would
work collaboratively with its information partners and the developers of physician
office and hospital EMR and e-prescribing software to ensure compatibility and
ease of use.

2. Add Ix to Medicaid
Medicaid beneficiaries are increasingly gaining access to Internet resources, either on
their own or through friends and family members. While Medicaid is administered by
the states, federal policy can encourage the use of information therapy services to
both improve the quality of care received by Medicaid beneficiaries and to reduce the
cost of unnecessary services. Federal policy should pre-approve waiver programs for
states wishing to implement information therapy programs that would otherwise be
blocked by federal mandates.

3. Add Ix Coding to EMR and e-Prescribiog Standards
Federal grants and contracts through HRSA and other agencies are helping to
establish long-needed technical and quality standards for the development and use of
electronic medical records (EMRs), computerized physician order entry (CPOE)
systems, and e-prescribing applications. In addition, federal funding is going to
support regional health information organizations (RHIOs) and other health
information exchange efforts. Unfortunately, virtually none of the RHIO efforts, to
date, have focused on helping to get information to the patient. HRSA and others
should designate some developmental funds for establishing quality and technical
standards for consumer health information exchange to patients based on clinical
encounter information delivered to or through the RHIOs.

4. Add Ix Within the FEHB Program
OPM should follow the lead of employer health coalitions around the country in
requiring that health plan applicants in the FEHB program have robust systems for
delivering evidence-based medical information to their enrolled members. At a
minimum the same portal, preventive services plans, and self-management plans
discussed for Medicare could be expected to be delivered by FEHB programs.

5. Expand Ix Within the DoD
The Medical Treatment Facilities (MTFs) of the DoD provide an ideal platform for
the delivery of high quality information therapy to the service men and women and
their families who receive medical services from them. The FY06 DoD
Appropriations Bill includes a modest allocation for the development of an
information therapy program within DoD Medical Treatment Facilities and
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TRICARE. The Congress should encourage and support the DoD in expanding the
reach and depth of the program to include the same elements as described for the
Medicare program above. The Congress should also support the accelerated
development by TRICARE of a- Personal Health Record system that would allow
information prescriptions to be triggered out-of events recorded in the EMR. Because
there is already a start for Ix within the DoD, increasing resources and focus can
quickly add great-value to our service men and women.

6. Expand Ix within the VA
The Veterans Administration has long been admired for its leadership both in
electronic medical records and in quality improvement. The VA's VistA system
combined with its MyHealtheVet Web site provides the perfect foundation for a fully-
functioning information therapy system. In a 2001 study, 62% of veterans reported
that they had access to the Internet.
(haip i./www.va.gov/vetdataiSurvevResults/nsv/final/ADA50SflINTRODUCTION.pd f)-
With more veterans going online each-year; the threshold for a robust information
therapy program has been reached. The Congress should continue support for further
development and expansion of the groundbreaking MyHealtheVet patient portal to
ensure its universal availability for launching information prescriptions for veterans
receiving care at VA facilities.

7. Ask AHRQ to Evaluate the Cost Effectiveness of Ix
Research will bolster the success of information therapy. The leadership of AHRQ
has a clear.view of the potential importance of information therapy to health care
improvement. AHRQ has invited discussion about how best to engage mainstream
medical researchers in Ix evaluation work. A conference of researchers and research
sponsors has been envisioned but delayed because of limited resources. Supplemental.
funding to AHRQ could accelerate the creation of an -Information- Therapy Research
Agenda and common metrics that could be used- in-all Ix research.

8. Ask HRSA to Help Extend Ix to Hard-to-Reach- Populations
Most information therapy content has been-developed for the.mainstream, English-
speaking American. HRSA would do well to allocate.a portion of its research and
development budgets to improving Ix content and tearning what works best for
different socioeconomic groups, ethnic groups, and other hard-to-reach groups. Our
health care system-supports diverse populations-so should our information therapy
programs.

9. Allow increased HSA Contributions When Ix is Used
A weakness of the current IRS rules around HSA contributions blocks the ability to
increase contributions for employees who are known to be suffering from-chronic
conditions. Because effective sclf-management of chronic illness is the only way to
avoid or reverse the expected increases in the cost of chronic care, a rules change that
would allow excess HSA contributions to be-given as incentives to employees who
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actively participate in disease self-management efforts would result in lower overall
costs.

10. A Congressional Ix Appeal to All Americans
Health care is an issue of national economic security. When our congressional
leadership comes together in solidarity with our administrative leadership to
encourage every American to become better informed and more deeply engaged in
their own health care and health behaviors, we will all win. The power of leadership
can be significant.
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State of the Art: Information Therapy in the United States today

The Center for Information Therapy
Professional development of the information therapy field in the United States is focused
around the work of the Center for Information Therapy (IxCenter) in Washington, D.C.
The IxCenter is an independent, 501(c)3 tax exempt not-for-profit that aims to advance
the practice and science of information therapy to improve health, consumer decision
making, and healthy behaviors. Launched in 2001, the IxCenter acts as a catalyst for
health care delivery innovation by diffusing Ix strategies through research, education, and
collaboration. A core function of the IxCenter is engaging with Ix proponents and
industry leaders through its IxAction Alliance.

Current membership of the IxCenter Board (formerly known as the Information Therapy
Commission) is made up of prominent thought leaders in health care including:

o Susan Edgman-Levitan, PA Executive Director, John D. Stoeckle Center for
Primary Care Innovation, Massachusetts General Hospital

o James L. Field Executive Director, The Advisory Board Company
o Alan Greene, MD, FAAP Chief Medical Officer, A.D.A.M.
o James F. Hereford Executive Vice-President, Strategic Service and Quality,

Group Health Cooperative, Seattle
o Jessie Gruman, PhD President and Founding Executive:Director; Center for the

Advancement of Health.
o Donald W. Kemper, MPH Founder and CEO, Healthwise
o Albert.G. Mulley, Jr., MD, MPP Chief, General Medicine Division,

Massachusetts General Hospital.
o Annette M. O'Connor, RN, MScN, PhD Canada Research Chair in Health..Care

Consumer Decision Support and Professor, University of Ottawa
o Margaret E. O'Kane President, National Committee for Quality Assurance
o John W. Rowe, MD Chairman and President, Aetna
o Paul Wallace, MD (Chair) Executive Director, Care Management Institute,

Kaiser Permanente
o Andrew Webber President and CEO, National Business Coalition on Health
o Gale Wilson-Steele Founder and Chief Strategic Officer, MedSeek

IxAction Alliance
The IxCenter has created a membership program called the IxAction Alliance with a
growing list of members in both the Ixlmplementers and IxSolution Partner categories as
follows:

IxImplementers
. Aetna
* Cheshire Medical Dartmouth Hitchcock-Keene
• Group Health Cooperative (Seattle)
* Group Health Cooperative (Madison)
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* HealthPartners
* Kaiser Permanente's Care Management Institute
* Massachusetts General Physicians Organization
* MGH's Stoeckle Center for Primary Care Innovation
* PCHI (Partners Community Healthcare, Inc.)
* Priority Health
• St. Alphonsus Regional Medical Center
* United HealthCare Group
* University of Wisconsin Medical Foundation

LxSolution Partners (organizations that provide vehicles for Ix delivery)
* Enhanced Medical Decisions
• Healthways
• Health Dialog
* Health Outcomes Sciences
* Healthwise
* HPN WorldWide
* MedSeek
* Resolution Health
* Rightfield Solutions
. Telemedik
. WebMD

In addition, the IxAction Alliance includes a group of lxSupporters including the eHealth
Initiative, the Foundation for Informed Medical Decision Making, and other notable
groups.

Annual Information Therapy Conference
Since 2002, the IxCenter has hosted the annual Information Therapy Conference in Park
City, Utah. The dates for the 2006 conference are September 25-27. The Ix Conference
provides the centerpiece of the IxCenter's efforts to exchange ideas, evaluate results, and
develop opportunities in the Ix field.

International Interest in Information Therapy

The United States is currently a net exporter of consumer health information products in a
small but fast-growing market. While U.S. consumers have always led the way for the
world in the area of patient education and involvement, other countries are increasingly
recognizing the value of an informed and engaged patient as a part of a cost-effective and
modernized health care system-

Canadian Consumer Health Experience-The BC HealthGuide Program
The BC HealthGuide Program provides reliable health information and advice by phone,
through handbooks and online, 24 hours every day for the people of British Columbia.
Information is presented to help people understand, manage, and make decisions about
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their health. While the information used in the program is licensed from Healthwise, a
U.S.-based organization, it has been comprehensively localized to correspond to the
health care system and information needs of Canadians.

UK Plans for Information Prescriptions
On January 30, 2006 the UK Department of Health released a major White Paper entitled
Our Health. Our Care. Our Say: A new direction in community services. The paper
proposes to 'give all people with long-term health and social care needs and their carers
an 'information prescription'"

Individuals and organizations both within and outside of the National Health Service
have embraced the proposal and are working to make information therapy a reality within
the NHS.

Other Indications of International Interest
Healthwise has been invited to present seminars and conference presentations in the UK,
the Czech Republic, India, and the Netherlands. In every case, both public and private
interests are focused on the potential for an informed and engaged patient to better
manage medical decisions with their doctors and self-manage chronic illness at home.
Currently there is opportunity for further exporting of health information abroad once the
issues of localization and translation are resolved.

Information Therapy of the Future: A look ahead

While the technologies, infrastructures, and attitudes of today are adequate for launching
comprehensive and cost-effective information therapy programs, three innovations
expected to occur over the next few years will bring far greater value to the information
therapy sector. Each of the three changes is discussed below.

1. Real-Time Information Triggers
A key part of prescribing the right information to the right person at the right time is
getting the time right. Often a person's need for information is very time-specific.
You don't need information on a back surgery decision until you are faced with the
surgery, and then you need it immediately. That's no problem when information
therapy is delivered in a clinical setting with the help of an EMR-it happens at the
right time. But, when the information description is delivered by a health plan, the
currency and the accuracy of the information triggers become critically important For
example, if a patient doesn't receive decision support information for a surgery until
after the surgery is over, it can do no good.

A good number of health plans are now engaged in initiatives designed to reduce
administrative costs by using Web-based, automatic claims adjudication systems.
Physicians are given the incentive of being paid faster if they shift to the Internet. The
shift will have exciting implications for information therapy. If the information
prescription can get to the patient within 24 hours of a clinic visit, it has a much better
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chance of getting both attention and results. If the information prescription can be
sent instantly while the patient and-the doctor are still together, it can provide for a
smooth integration of clinic care and home care as one interconnected continuum.

2. A Personal Coach for Every Health-Decision
In an ideal world, every individual would have a trusted nurse or doctor with the
following characteristics:
o Always up-to-date on the medical issues involved with the health problem you are

experiencing today and always ready to support you in making a decision..
o Knows you well and remembers everything you have said in previous

appointments.
o Has earned your trust that he or she is focused solely on your best interests.
o Is available to you 24x.7 and with no one ever in the waiting room:
o Has a kind, patient, and respectful voice and manner.

Rarely is the world that perfect. At best, you may be able to telephone your doctor for
a quick discussion, Otherwise you likely need to go through the appointment process,
which greatly-increases both the time and cost commitment.

Enter the virtual coach. Through the use of an interactive conversation interface (iCi)
that provides the pace and responsiveness of a real conversation; the patient is-coaxed
into dispelling the known belief that he or she is talking with a computer. These
virtual conversations must be meticulously designed, developed, and refined. But
with careful study and execution, they can become significantly effective-though.
never quite as effective as the ready professional in the ideal world. Within the next
few years these virtual coaches will become commonplace and provide a great relief
for the manpower shortages in health care today.

3. Cell-pbone and PDA Delivery Anytime, Anywhere
The third transformational opportunity comes in digital cell phone technology. In the
future many people will access the Internet not through.a PC but through a cell phone.
Already in India, 100 million people have digital cell phones, far outpacing the
number of computer Internet hookups. The combination of a cell phone digital
display and a voice-centered-virtual coach guiding people through the information
could produce a breakthrough that revolutionizes the patient's expectations regarding
consumer health information.

Concluding. Thought
Without a change in the patient's-role in making informed decisions about care, the
health care crisis has no plausible solution. Information.therapy informs and engages the
patient in a way that reduces waste and emphasizes getting the care that really makes a
difference-to the patient. With an enlightened federal policy to promote the use of
information therapy for everyone, we can improve the quality of care and lower its cost.
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Chart #1

How Ix Works

Information triggersr > ICD-9/10, CPT-4, SNOMED

OMoments in care
>Diagnosis, Treatment, Discharge
>Questions & Decisions Faced

Information prescription

Donald W. Kemper, Healthwise 5/10106 JEC Testimony
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Chan #2

Top-Ten Ways for-Federal Policy to Improve Quality-
and- Lower Cost Through Information. Therapy

1. Add Ix to Medicare.gov
2. Add Ix to Medicaid
3. Add Ix Coding to. EMR-and e-Prescribing Standards,
4. Add Ix within the FEHB Program
5. Expand Ix Within the DoD
6. Expand Ix Within the-VA
7. Ask AHRQ to Evaluate the.Cost-Effectiveness of Ix
8. Ask HRSA to Extend Ix to Hard-to-Reach Populations
9. Allow lncreased- HSA Contributions When Ix is Used

10. A Congressional lx Appeal to All Americans

Donald W. Kemper, Healthwise 5/10/06 JEC Testimony
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Chart #3

Add Information Therapy to Medicare.gov

* Start with a consumer health portal
- Every medical condition

- Every medical treatment
- Every medical test

* Prescribe an annual preventive services guide
personalized to every Medicare participant.

* Prescribe a personalized self-management
support plan to every Medicare participant with
a chronic illness.

Donald W. Kemper, Healthwise 5/10/06 JEC Testimony
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Testimony to the Joint Economic Committee of the U.S. Senate

Providing Health Information to Consumers to Improve the
Efficiency and Effectiveness of the U.S. Healthcare System

By
Douglas G. Cave, Ph.D., M.P.H.

President of Cave Consulting Group (CCGroup LLC)
May 10, 2006

Thank you for your invitation to present some of the most recent experience with consumer
health information from CCGroup LLC and additional observations relating to the experience of
the health insurance industry. My name is Douglas Cave, and I am the President of CCGroup.
CCGroup is a company focused on improving the efficiency and effectiveness in the healthcare
delivery system. We recognize the need to address all components of medical trend (and not just
service price discounts), if efficiency and effectiveness are to be improved and medical trend is
to be controlled. Today, CCGroup works-with some of the largest health insurance companies in
the country in the areas of consumer health care transparency, pay for performance (P4P)
programs, high performance network (HPN) building, and network tiering based on practitioner
efficiency and effectiveness.

My testimony summarizes some current health services-literature and "in practice" findings with
respect to measuring practitioner efficiency and effectiveness as well as presenting consumers
with health information. There are accurate and reliable methodologies available for measuring
practitioner efficiency and effectiveness using medical claims data. Understanding the
methodologies that work (and-do not work) is very important. If practitioner efficiency and
effectiveness are not accurately measured, then consumers cannot be provided with meaningful
practitioner information. The-end result will be that the efficiency and effectiveness of the
current U.S. healthcare system may not be improved further through-greater levels of consumer
health information. This is because many practitioners may be inaccurately measured as
efficient and effective.(or, conversely, inaccurately measured as inefficient and ineffective), and
the consumer may be inadvertently guided to the less efficient and less effective practitioners.

1. Vision for Consumer Health- Information

Background

A trend in the health insurance industry today is to build consumer-directed health benefit plans.
A definition of consumer-directed benefit plans is health benefit plans that: (1) incentivize
consumers to select more affordable and/or higher quality health care options; and (2) provide
consumers with cost and/or quality information on practitioners and.medical conditions with
which consumers can make more informed choices.

A stated objective of consumer-directed-health benefit plans is to increase consumer engagement
in health care decision making, rather than relying solely on-practitioners and hospitals in the
decision-making process. The thought is that improved consumerism will result in improved
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efficiency and effectiveness (or quality) of care in the U.S. healthcare system, thereby reducing,
or at least controlling, current healthcare expenditures. I define here efficiency as using the
appropriate level of medical services in an appropriate setting to treat a patient's medical
condition and achieve a desired quality of patient care. Thus, efficiency is a function of unit
price, volume of service, intensity of service, and quality of service. Effectiveness means
coordinating medical services for a patient based on process of care and/or outcome measures
that are established by national expert panels.

Whether consumer-directed health benefit plans will succeed depends largely on providing
consumers with accurate and reliable physician-level information. Moreover, looking beyond
the current debate over the value of consumer-directed health benefit plans, we have to provide
consumers with physician-level efficiency and effectiveness information if we desire to improve
or reform the current U.S. healthcare system. The reason is that providing this information
drives competition, whereby a consumer is expected to choose based on product price, quality,
and convenience. This fact is no different than in any other competitive industry.

Available Methodologies for Accurate and Reliable Efficiency and Effectiveness Scores

There are several methodologies that will provide accurate and reliable physician "efficiency"
information. This is important, as consumers will come to trust and utilize the efficiency
information when the data is accurate and stable from year-to-year. Using this information, a
"star" rating system (or another easily understood consumer rating system) may be used to rank
more efficient and less efficient physicians by specialty type. The star system may apply to a
physician's overall efficiency score or to a physician's medical condition-specific efficiency
score.

On the other hand, there are many methodologies being employed in the market that will
calculate physicians' efficiency scores, but the scores are not accurate or reliable. In essence,
this means a physician's efficiency score will be jumping around from year-to-year. For
instance, in 2005 the physician may appear efficient (using less resources as compared to a peer
group or best practice), but in 2006 the physician may appear inefficient (using more resources
as compared to a peer group or best practice). Consumer health information based on non-stable
scores will not be meaningful or helpful in reforming the U.S. healthcare system.

There are several methodologies that will provide accurate and reliable physician "effectiveness"
information. Using this information, a star rating system (or another easily understood consumer
rating system) may be used to rank more effective and less effective physicians by specialty type.
The star system may apply to a physician's overall effectiveness score or to a physician's
medical condition-specific effectiveness results.

In applying any effectiveness measurement methodology, we need to define a good set of
medical condition-specific effectiveness measures. A large amount of work has been performed,
or summarized, in this area by the Agency for Healthcare Research and Quality (AHRQ) and
other expert organizations with respect to medical condition-specific process and outcomes of
care (especially those measures that may be calculated using medical claims data): RAND,
National Quality Forum (NQF), National Committee for Quality Assurance (NCQA), and
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Ambulatory Care Quality Alliance (AQA). The richness of this effectiveness information should
be recognized and utilized.

As with efficiency methodologies, there are effectiveness methodologies being employed in the
market that will calculate physicians' effectiveness scores, but the scores are not accurate or
reliable. In using these methodologies, the consumer health information will not be meaningful
or helpful in improving the quality of care in the U.S. healthcare system.

Claims Experience Data to Rate Physician Efficiency and Effectiveness

Medical claims data is the largest single source of information that a health plan has available to
rate physician efficiency and effectiveness. Therefore, health plans will continue to use claims
data as the primary information source for individual physician and hospital evaluation and
measurement.

However, in any geographic region of the country, the membership base for many health plans
is not large enough to generate enough claims data experience to measure all physicians in their
network. A general rule of thumb is that a health plan's claims data may be able to measure the
efficiency and effectiveness of about 60% of the health plan's network physicians (which
equates to about 30% of all practicing physicians in the region because not all physicians are
under contract with the health plan). Of these 60% of network physicians, about 75% will have a
lower volume of assigned episodes of care (typically under 50 episodes) for efficiency and
effectiveness measurement.

The question becomes, "How does a health plan obtain enough claims data to accurately and
reliability rate the efficiency and effectiveness of all (or most) physicians?" One answer is for
the health plan to pool its claims data with competing plans in a geographic region. However,
health plans are hesitant to pool their claims data with competing plans out of fear the negotiated
unit price discounts with physicians and hospitals may be revealed to a competitor health plan.
Then, the competitor health plan may try to replicate these discounts.

Another answer is for the Centers for Medicare and Medicaid Services (CMS) to provide access
to the full CMS Part A and Part B claims databases, holding back only to the extent necessary to
protect the privacy of individual Medicare beneficiaries. Initial testing shows the CMS databases
may be able to measure the efficiency and effectiveness of 80% of "all" (not just the health
plan's network physicians) practicing physicians in a geographic region. This percent of
physicians measured is more than enough to provide consumers with meaningful, physician-level
efficiency and effectiveness information.

It is important to recognize that even using the full CMS claims database, many of the measured
physicians will have a lower volume of assigned episodes of care (generally under 70 episodes)
for efficiency and effectiveness measurement. Consequently, we need to always consider the
Law of Low Episode Numbers when developing and implementing methodologies that will
accurately and reliably measure practitioner efficiency and effectiveness.
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Where Is the Market with Respect to Providing Consumer Health Information?

Most health plans desire to provide physician efficiency and effectiveness information to their
plan members. The most frequent way expressed by health plans to disseminate this information
is through a secured Internet website (as opposed to a hardcopy network provider directory or
other media).

To date, the most commonly offered comparisons have been limited to prescription drug options,
surgical procedures, and diagnostic tests. With respect to these services, the information has
been on a unit price basis charged by the physician, pharmacy, or hospital: The information has
not been presented on a medical condition-specific, longitudinal episode of care basis, which
accounts for all components of medical expenditures, which include unit prices, volume of
services, and intensity of services. Presenting only unit prices to a consumer is problematic, and
may provide misleading signals of relative efficiency. For example, health services researchers
have documented that lower negotiated unit prices generally induce physicians to provider a
greater volume of services and/or more resource-intensive services.

There are three main reasons as to why health plans have elected to start consumerism efforts
with unit price information:

* A key component of consumer-directed health benefit plans has been to provide consumers
with information to make more informed healthcare decisions. The most readily available
information to share with consumers has been unit prices. Therefore, health plans have
started with unit price comparisons for physicians, hospitals, and pharmaceuticals.

* Health plans have been reticent to be the first health plan in a geographic region to present
consumers with physician efficiency and-effectiveness information out of worry that
physicians will threaten to drop out of the network or, alternatively, will negotiate lower
price discounts then currently exist. To date, most health plan networks have been buitt on
physician and hospital price discounts alone. Therefore, health plans do not want to upset the
balance they presently have with network providers.

* Some health plans do not have enough claims data experience (at least is some geographic
regions) to measure enough network physicians to have a successful physician efficiency and
effectiveness measurement program. In these instances, the health plan would have little
consumer health information to share with their plan members.

The present comparisons aside, many health plans recognize the need to produce more detailed
consumer health information. Of these health plans, most are in the process of developing a
program that provides physician level (or physician-group level) efficiency and/or effectiveness
information. The employer benefit consultant community and larger employers have been vocal
to health plans about the urgent need to present this type of meaningful consumer health
information. Most health plans are attempting to meet this strong market demand, but each
health plan is going about the process in its own unique manner.
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2. Overview of CCGroup

About CCGroup

CCGroup believes market efficiency and effectiveness will be improved once practitioner and
hospital efficiency and effectiveness are accurately and reliability measured, practitioners are
informed of their performance results, and patients have knowledge of- and are directed to-
the most efficient and effective practicing providers. Moreover, transparency of practitioner
practice patterns to the consumer (patient) will continue to grow. Practitioner pay-for-
performance programs will prevail as a key mechanism to improve practitioner performance.
Finally, we believe market efficiency and effectiveness will be improved once patients with
unstable chronic medical conditions are accurately identified and properly managed.

We began measuring the efficiency and effectiveness of practitioners' practice patterns in 1990
- and published our first article in 1992. Since this time, we have worked with many leading
HMOs, insurance companies, employers, physician-hospital organizations, and third party
administrators. Today, CCGroup works with some of the largest health insurance companies in
the country.

Efficiency and Effectiveness Measurement Software

The CCGroup Marketbasket SystemTM compares physician efficiency and effectiveness to a
specialty-specific peer group using a standardized set of prevalent medical condition episodes
with the intent of minimizing the influence of patient case mix (or health status) differences and
methodology statistical errors. The efficiency and effectiveness of physician groups may also be
compared.

Derivations of the CCGroup Marketbasket System™ have been validated, published, and tested
on over 48 million members and 398,000 physicians in health plans, TPAs, ASOs, Medicare, and
Medicaid, with over a decade of research and development.
The CCGroup Marketbasket System™ is made up of four key components:

* The Cave Grouper™. The Cave GrouperTm groups over 14,000 unique ICD.9 diagnosis
codes into 526 meaningful medical conditions. The 526 medical conditions in the Cave
Grouper™ account for 100% of all medical conditions and expenditures as identified by
ICD.9 medical condition diagnostic codes.

* CCGroup EfriciencyCareTm Module (physician efficiency measurement software). The
CCGroup EfficiencyCareTa Module takes the output from the Cave Grouper™ and develops
specialty-specific physician efficiency scores that compare individual physician efficiency
(or physician group efficiency) against the efficiency of a peer group of interest.

* CCGroup EffectivenessCarem (physician effectiveness or quality measurement
software). The CCGroup EffectivenessCare™ Module takes the output from the Cave
Grouper™m and develops specialty-specific physician effectiveness (i.e., process of care
quality) scores that compare individual physician effectiveness (or physician group
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effectiveness) against the effectiveness of a peer group of interest. There are over 100
effectiveness metrics derived from national expert resources.

CCGroup MediScreen"m (high-cost patient predictive model and patient health-risk
stratification software). The CCGroup MediScreenTm Module takes the output from the
Cave Grouperrm and develops accurate and reliable scores for predicting the chance of being
a high-cost patient next year. Moreover, the CCGroup MediScreen Module™ allows the
user to health-risk stratify patients across all medical conditions.

The purpose of the CCGroup Marketbasket SystemT™ methods and software system is to
compare physician efficiency and effectiveness to a specialty-specific peer group, using a
standardized set of prevalent medical condition episodes, with the intent of minimizing the
influence of patient case mix and methodology statistical errors.

3. Episodes of Care for Measuring Practitioner Effectiveness and Efficiency

In measuring physician efficiency and effectiveness, the health insurance industry has turned to
using medical condition episodes of care. The purpose of episode of care groupers is to form
longitudinal episodes of care for a patient using medical claims data. A longitudinal episode of
care is defined as all services linked together that are used to treat a patient's medical condition
within a specified period of time-including all ambulatory, outpatient, inpatient, and
prescription drug experience. This linkage allows examination of a physician's (or several
physicians') global patterns of treatment for a specific patient with a specific condition, such as
diabetes and arthritis. The longitudinal episode of care may also be used in patient disease
management, patient health promotion and wellness, and many other healthcare programs.

For acute conditions (e.g., upper respiratory infections), the patient's episode duration is
specified by a time period, or window period, that defines the maximum number of days between
contact with a provider for which follow-up care is still reasonable. Each of the acute medical
conditions has its unique window period. If the date of service for a patient's episode is separated
by a longer period than the window period, the latest date of service is considered the start date
for a new condition-specific episode of care.

For example, the window period for upper respiratory infections may be 60 days. Assume that a
patient had three treatments in January and two in the following August. Because the treatments
in the series were separated by more than 60 days, these would be two episodes of care.

For chronic conditions, once the episode starts, the episode continues on. By definition, a
chronic episode does not stop during a defined study period. However, for the practitioner
efficiency and effectiveness analysis, we need to ensure a constant and defined number of days
for each condition-specific episode. This number of days generally is 180 days or 365 days. For
example, we may examine the initial 180 day period after the first diagnosis of the medical
condition occurs being the study period.
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4. Law of Low Episode Numbers

The Law of Low Episode Numbers states that no matter what health plan membership base is
examined, about 75% of those practitioners that can be measured in a health plan network will
have less than or equal to 50 episodes assigned to each practitioner. The other 25% of network
practitioners may have greater than 50 episodes assigned to each practitioner.

Therefore, the majority of practitioners in a health plan's network have a low volume of
episodes. The Law of Low Episodes Numbers means that we have to pay very close attention to
potential efficiency and effectiveness measurement errors. Otherwise, an employed
methodology will provide practitioner efficiency and effectiveness scores, but these scores may
not be accurate or reliable (i.e., stable).

The Law of Low Episode Numbers also applies to the Centers for Medicare and Medicaid
Services (CMS) Part A and Part B claims databases (the 100% non-sample files). A strong
advantage of using the CMS databases is that we can measure the efficiency and effectiveness of
a significantly greater number of practitioners:

* For instance, in a given geographic region, a health plan's claims data may be able to
measure the efficiency and effectiveness of 60% of the health plan's network physicians
(which equates to about 30% of all practicing physicians in the region because not all
physicians are under contract with the health plan). Of these 60% of network physicians,
about 75% will have a lower volume of assigned episodes of care (typically less than 50
episodes) for efficiency and effectiveness measurement.

• In this same geographic region, the CMS claims data may be able to measure the efficiency
and effectiveness of 80% of'"all" (not just a health plan's network) practicing physicians. Of
these 80% of physicians, about 70% will have a lower volume of assigned episodes of care
for efficiency and effectiveness measurement.

These findings show that the Law of Low Episode Numbers also will apply in using the CMS
claims databases.

Consequently, we need to always consider the Law of Low Episode Numbers when developing
and implementing methodologies to accurately and reliably measure practitioner efficiency and
effectiveness. Otherwise, any consumer health information based on practitioner efficiency and
effectiveness measurement will not produce healthcare improvements. The Law of Low
Episode Numbers does not disappear when using very large claims-based databases.
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5. Examples of Practitioner Measurement Accuracy and Reliability Issues

One of the most frequent questions being asked by health insurance companies is, "Why do my
physician efficiency and effectiveness scores change between time periods, or when small
changes are made to my current methodology?" This question brings into light some of the
difficulties with accurately and reliably measuring practitioner efficiency and effectiveness.

I present here summarized results from three different studies that illustrate the lack of agreement
and reliability within and between measurement systems. Then, I present three of the top
methodology reasons that lead to this lack of agreement and reliability. These methodology
issues are particularly pronounced with the Law of Low Episode Numbers.

Health Plan Study on Reliability of Scores Over Time

The first study was performed by a large, national BlueCross BlueShield health plan (results
presented at a 2005 managed care conference). This study was designed to examine the
reliability of physician efficiency results from time period T I (2002-2003) to time period T2
(updated 6 months of claims data added to the 2002-2003 Ti claims data), whereby the same
exact episode-based physician efficiency methodology was employed in TI and T2.

The following is a summary of key methodology elements:

* To be included in the analysis, a physician needed to have 30 or more episodes in both TI
and T2. There were 11,951 physicians that met this study criterion.

* TI was January 1, 2002 - December 31, 2003. Then, six months of new claims data was
added to the TI claims data, and the initial 6 months of claims data in TI was removed from
the study. This became the T2 claims data set. Therefore, the T2 claims dataset had 25% of
new claims data added to it; 75% of the T I claims data remained exactly the same with the
T2 claims data.

* In this study, "efficient" physicians received a score of 0.95 or less (whereby the peer group
comparator was a 1.00). Physicians practicing of or around the "peer group" efficiency
received a score of 0.96 - 1.04. "Inefficient" physicians received a score of 1.05 or more.

The following table summarizes the results from this health plan study:

* In the shaded diagonal area, good correlation of physician efficiency scores would have
resulted in 100% of the physicians being in the yellow highlighted areas of the table (or
perfect correlation of scores between TI and T2). Instead, we observe that 78% of the
physicians are in the yellow highlighted areas.

* Moreover, we observe that only 67% of the physicians ranked an "inefficient' in T I were
also ranked as "inefficient" in T2. We determine this 67% correlation between TI to T2 by
dividing the 21 % (which is the percent of physicians ranked inefficient in both TI and T2) by
the 32% (which is the percent of physicians ranked "inefficient" in T I) in the below table.
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* Yet, these inefficient physicians are the very physicians we want to accurately identify for
the implementation of and success for a consumer health information initiative.

T2 Analysis with 6 Months New Data

Efficient or
Score Type Peer Group Inefficient Total

Efficient or
Peer Group 57% 11% 68%

Inefficient I 11% I -21% I 32%

Total 25% 25% 100%

TI Original
Analysis

Conclusions: The study results showed that the utilized episode-based efficiency methodology
resulted in fairly unstable year-to-year practitioner efficiency scores. Furthermore, this
instability occurred when 75% of the claims data remained the same between Ti and T2. We
expect the results to be substantially worse with no overlap in claims data between TI and T2.

There appear to be two main methodology issues for this low reliability in physician efficiency
scores over time (which will be detailed in Section 6). These issues appear to be more prominent
with the Law of Low Episode Numbers:

* Issue #1: Inadequate patient case-mix adjustment
• Issue #2: Standard deviation statistical bias.

Academic Study on Accuracy of Scores in One Study Time Period

The second study was performed by Thomas, Grazier, and Ward (William Thomas, Kyle
Grazier, Kathleen Ward. A Comparative Evaluation of Risk-Adjustment Methodologies for
Profiling Physician Practice Efficiency. A report to the Robert Wood Johnson Foundation,
September 2002; work recently published in Health Services Research, August 2004, Economic
Profiling of PCPs: Consistency Among Risk-Adjusted Measures.) This study was designed to
examine the inter-rater agreement between six physician efficiency methodologies in measuring
physician efficiency within one time period (TI). Some of the methodologies were not episode-
based, but instead, were "overall charges per member" based.

In summary, the study applied about a 100,000 member claims-based database (time TI) to six
efficiency measurement systems. The thought was to observe how well these systems agreed
with each other in ranking a physician as inefficient:
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* The results showed that when one system ranked a physician as inefficient, sometimes only
one of the other five systems ranked that same physician as inefficient.

* After some statistical bias corrections, the authors found that sometimes two of the other
physician efficiency measurement systems ranked that same physician as inefficient.

* The results showed generally 30% agreement or less across measurement systems in ranking
the same physician as inefficient.

* Yet, these inefficient physicians are the very physicians we want to accurately identify for
the implementation of and success for a consumer health information initiative.

Conclusions: The study results showed that the employed efficiency methodologies resulted in
low agreement between systems in ranking a physician as inefficient. Thomas et al concluded
that there may be at least two methodology issues for this low agreement in physician efficiency
scores over time (which will be detailed in Section 6). These issues appear to be more prominent
with the Law of Low Episode Numbers.

* Issue #1: Inadequate patient case-mix adjustment
* Issue #2: Standard deviation statistical bias.

CCGroup Study on Accuracy and Reliability of Scores

The third study was performed by CCGroup in working with a large health plan's claims data.
This study was designed to examine the agreement and reliability (both) of two physician
efficiency measurement systems - both using a medical condition, episode-based approach. The
first system was the CCGroup Marketbasket System method and software. The second system
was the health plan's intemal efficiency measurement system.

The CCGroup Marketbasket System adjusts for the two main methodology issues resulting in the
low agreement and low reliability of physician efficiency scores: (I) inadequate patient case-
mix adjustment; and (2) standard deviation statistical bias. The second system does not adjust
for these two issues.

In this study, CCGroup initially examined the inter-rater agreement between the two physician
efficiency methodologies in measuring physician efficiency within one time period (TI
calendar year 2003). The following is a summary of key comparison elements:

* To be included in the analysis, a physician needed to have 35 or more episodes present in the
time period TI under both physician efficiency methodologies. We examined different
specialty types. However, only the family and general practitioner (FP/GPs) results are
presented here. There were 227 FP/GPs that met the minimum episode criterion.
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* After receiving an efficiency score, physicians were separated into quartiles (1, 2, 3, and 4).
Quartile I physicians used fewer medical resources to treat the patient episodes-of-care as
compared to their physician peer group. Quartile 2 and Quartile 3 physicians were the next
quartiles of physicians in terms of the amount of resources used to treat the patient episodes-
of-care. Quartile 4 physicians used greater medical resources to treat the patient episodes-of-
care as compared to the physician peer group.

* If there was perfect agreement between the two efficiency measurement systems, then we
would expect results as found in the following table. Note that 100% of physicians should
fall along the diagonal because the Quartile 1, Quartile 2, Quartile 3, and Quartile 4
physicians should be exactly the same between the two systems.

Health Plan's
Internal Efficiency

Measurement System

CCGroup Marketbasket System

Quartile Q1 Q2 03 Q4 Total

Q1 25% 0% 0% 0% 25%

Q2 0% 25% 0% 0% 25%

03 0% 0% 25% 1 0% 25%

04 0% 0% 0% 25% 25%

Total 25% 25% 25% 25% 100%

N = 227 Family/General Practitioners with >=35 episodes of
care in both efficiency measurement systems.

The next table summarizes the results from this agreement study:

* We observe that only 41% of the physicians are in the yellow highlighted diagonal area - and
not 100%.

* As importantly, we observe that only 11% of the most inefficient physicians (Quartile 4)
matched between the two systems - and not the desired 25%.

* Furthermore, 23% of the physicians are two or more quartiles away between the two
measurement systems.
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CCGroup M tasket stem

Quartile Q1 02 Q3 04 Total

Q1 12% 7% 3% 3% 25%

Q2 5% 9% 6% 5% 25%

03 5% 5% 9% / 6% 25%

Q4 3% 4% 7% 11% 25%

Total 25% 25% 25% 25% 100%

Health Plan's
internal Efficiency

Measurement System

N = 227 FamilylGeneral Practitioners with >35 episodes of
care In both efficiency measurement systems.

Conclusions: The study results showed that the employed efficiency methodologies resulted in

low agreement between-the two systems in ranking a physician as inefficient. As with the other

two studies defined above, the health plan's internal efficiency measurement system maintained

the two main methodology issues: (1) inadequate patient case-mix adjustment; and (2) standard

deviation statistical bias. The CCGroup Marketbasket System adjusted for these two main

methodology issues.

The next step in this study was to examine the reliability of physician efficiency scores from time

period Ti and T2. For the CCGroup Marketbasket System, TI equaled the 2002 calendar year,

and T2 equaled the 2003 calendar year. There was no overlapping claims data between Tl and

T2. For the health plan's internal efficiency measurement system, TI equaled the two year

period 2002-2003, and T2 equaled the two year period 2003-2004. Thus, about 50% of the

claims data remained the same between T I and T2.

The reason for performing the reliability analysis is as follows. We wanted to determine if one

of the systems has a better reliability of physician efficiency scores between TI and T2. If yes,

then this system may be considered to be more accurate and more reliable then the other system.

However, if both systems have the same reliability between Ti and T2, then we cannot judge

that correcting for the two main methodology issues has any relevance to improving the accuracy

and reliability of efficiency scoring.

CCGroup employed the Pearson's correlation coefficient (r) to determine the agreement between

physician efficiency scores for the two measurement systems. The correlation coefficient varies

between 0.00 and 1.00. The closer the score is to 1.00, the stronger the agreement between TI

and T2 (or the stronger the correlation).
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CCGroup Markethasket System~

Family and General Practitiioners
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The results showed the following:

* The TI and T2 correlation results for the FP/GPs was 0.88 using the CCGroup Marketbasket
System methodology. (Refer to the inserted diagram above.) This is a strong indicator that
the physician efficiency scores are accurate and reliable. For the other tested specialties, the
TI and T2 results showed a correlation of between 0.70 and 0.95 - with the average
specialty-specific correlation being about 0.79.

* The TI and T2 correlation results for the FP/GPs was 0.42 using the health plan's internal
physician efficiency measurement system. These results indicate that the physician
efficiency scores are not very accurate or reliable. Many of the other tested specialties had
TI and T2 correlation results in a similar correlation (r) range - with the average specialty-
specific correlation being about 0.39.

Conclusions: The results indicated that the CCGroup Marketbasket System methodology
resulted in fairly stable year-to-year physician efficiency results (r = 0.88). The CCGroup
Marketbasket System did adjust for the two main methodology measurement issues. The health
plan's system, which maintained the two main methodology measurement issues, had a
significantly lower year-to-year correlation. This finding indicates that correcting for the two
main methodology issues does have a positive impact on physician efficiency score accuracy and
reliability.
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6. Main Methodology Errors/lssues with Respect to Practitioner Efficiency and
Effectiveness Measurement, and How to Correct for These Errors/lssues

An accurate and reliable practitioner efficiency and effectiveness methodology needs to address

the main sources of accuracy and reliability error. This error reduction is important to consider -
if market efficiency and effectiveness are to be improved through consumer health information.
Otherwise, consumers may be inadvertently guided to the less efficient and less effective
practitioners, when the actual objective of consumer health information is to direct consumers to
the more efficient and more effective practitioners.

I discuss here three of the most important measurement methodology issues/errors, and provide
one example of how to correct for each measurement methodology issue/error. There may be
additional ways to correct for each measurement methodology issue/error. The three issues are
the following:

* Issue #1: Inadequate patient case-mix adjustment
* Issue #2: Inadequate standard deviation statistical bias adjustment
* Issue #3: Inadequate episode of care severity of illness adjustment.

Issue #1: Inadequate Patient Case-Mix Adjustment

Many practitioner efficiency and effectiveness methodologies continue to examine "services per

1,000 members" or "all non-outlier episodes of care" treated by a physician. These approaches
probably add the most to efficiency measurement error.

These methodologies attempt to adjust "services per 1,000 members" or "all episodes of care"
treated by a physician by age and gender-and then compare one practitioner's utilization
pattern to a peer group average. However, age and gender explain less than 5% of the variance

in a patient's medical expenditures. This means that over 95% of the variance is unexplained,
and may be attributed to differences in patient health status (or case mix). Patient health status
and patient case mix are used inter-changeably in this Section 6.

Some methodologies adjust "services per 1,000 members" or "all non-outlier episodes of care"
based on specific ICD.9 (or diagnosis) algorithms that measure expected resource intensity. The
idea is that a patient's diagnosis codes will provide more predictive power than age/gender alone.
However, the most predictive of the published and marketed models explain only 20% to 30% of
the variance in a patient's medical expenditures. This means that 70% or more of the variance
continues to be unexplained, and may be attributed to differences in patient health status.
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The best predictive models on the market today explain only 20% to 30% of the
variance in a patient's medical expenditures. (This includes DxCGs, ACGs, ERGs, and
other adjustment tools.) This means that 70% or more of the variance is unexplained,
and may be attributed to differences in patient health status. Consequently, including
all-or almost all-patients in practitioner efficiency measurement will result in
unstable and inaccurate ratings.

This is a particular problem because of the "Law of Low Episode Numbers" in that
each physician generally has only 20-50 assigned episodes (refer to Section 4). With
the Law of Low Episode Numbers, we need a case-mix adjustment that explains about
70% to 90% of the variance in a patient's medical expenditures - and claims data is just
not sensitive enough to obtain this predictive power.

In addition, practitioners often criticize the "services per 1,000 members" and "all episodes of
care" methodologies for not appropriately adjusting for differences in patient health status -
rightly stating that their patients may be "sicker."

What does this mean with respect to measuring individual physician efficiency? If all claim line
items (CLIs) and/or episodes of care (tracked to a physician) are used in the efficiency or
effectiveness analysis, then up to 70% of the observed utilization difference between physicians
may be attributed to patient health status differences. Therefore, you are not measuring
individual physician efficiency differences, but patient health status differences.

This weakness in current case-mix adjustment tools means that we cannot examine all CLIs or
patient episodes of care treated by a physician. Instead, an isolated set of more prevalent
medical conditions, stratified by severity of illness (SOI) level, needs to be examined across
physicians of a similar specialty type. In effect, the idea is to eliminate patient health status (or
case mix) background noise by isolating down what medical condition-specific episodes are
examined in a practitioner efficiency and effectiveness analysis.

Yet, many existing physician efficiency methodologies continue to examine all non-outlier
episodes of care assigned to a physician:

* An actual weighted average episode charge is calculated.

* Then, an expected weighted average episode charge is calculated. The actual weighted
average episode charge is compared to the expected weighted average charge - and an
efficiency score is calculated.

* Finally, this efficiency score is adjusted by DxCGs, ACGs, or another case-mix index. The
problem is that these indices are all less than 30% predictive. With the Law of Low Episode
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Numbers being the norm for a physician, these tools are not adequate to perform the case mix
adjustment.

* Consequently, those physicians with a higher case-mix of patients may continue to be rated
as inefficient as compared to a peer group.

One Way to Vinimize Patient Case Mix Adjustment Error?

A key to improving the accuracy and reliability of efficiency and effectiveness measurement is to

remove the confounding effect of patient case mix (or health status) differences between
practitioners. CCGroup uses marketbaskets of the most common medical conditions for each
specialty type (i.e., CCGroup Marketbasket SystemT ¶9. The following is a portion of the
cardiology marketbasket. (Not all medical conditions are included in this example. Sal in the
table means severity-of-illness.)

4. CARDIOLOGY
Medical

Order Condition SOt
Number Number Level

1 10.13 1
2 10.13 2
3 17.4 1
4 17.4 2
5 10.21 1
8 10.5 1
9 10.4 1

10 10.1 1
12 36.19 1
13 10.10 1
14 10.16 1
15 10.17 1
18 10.8 1
19 10.12 1
20 36.18 1

Medical Condition
Short Description

schernric heart disease
Ischemic heart disease
Diabetes with circulatory
Diabetes wth circulatory
Acute myocardial nirci, active
Supraventricutar afthtAias
Ventricular arrhythmiss
Abnormal heart beat
Chest pain
Conduction disorders
Congestive heart fature
Cardiomyopathy
Angina pectoris
Rheumatic heart disease
Dysonea

Market-
basket
Weight

0.150
0.050
0.050
0.050
0.075
0.050
0.060
0.050
0.050
0.050
0.050
0.050
0.025
0.025
0.025

r__ _ en _ < nuuu
For aS 20 medical conrdions 1,sUV

The Marketbasket System examines only common medical condition episodes for a particular
specialty type. This results in a fair apples-to-apples comparison of each practitioner's practice
patterns. Under this approach, patient case mix (or health status) differences are significantly
controlled as compared to examining all episodes of care assigned to a physician, and then
applying a commercially available case-mix adjustment tool. Therefore, the variation in practice
patterns is related to actual practitioner efficiency, and not to sicker or healthier patients.

Medical conditions are placed in a specialty-specific marketbasket if they are a prevalent part of
the particular specialty type's practice - generally accounting for 75% to 90% of the episodes

Testimony by Douglas G. Cave, Ph.D., MPH
President, CCGroup LLC



112

treated by that specialty type. The medical conditions are selected for the marketbasket in work
effort order-a function of the prevalence rate and average medical condition charges.

Medical conditions are placed in a specialty-specific marketbasket if they are a
prevalent part of the particular specialty type's practice-generally accounting for
75% to 90% of the episodes treated by that specialty type.

Therefore, the specialty-specific marketbaskets comprise a large percent of a PCP's
and specialist's practice and are very representative of the patients treated in their
given practice area.

Summary to Patient Case-Mix Adjustment

A solution to controlling for episode patient case-mix in physician efficiency and effectiveness
analysis is not the following. You should not assign all non-outlier episodes to a physician and
then apply a case-mix adjustment tool, such as DxCGs or ACGs, to control for the significant
remaining differences in episode case mix. With the "Law of Low Episode Numbers" per
physician, all available patient case-mix adjustment tools are not sensitive enough, as the health
services literature well defines that up to 70% of the patient case-mix differences may remain.

Instead, the Marketbasket System builds a marketbasket of prevalent medical conditions, and
examines a consistent set of episodes by severity-of-illness lcvel from these medical conditions.
In effect, this is the CCGroup case-mix adjustment tool. This technique removes patient case
mix background noise that cannot be adjusted with any case mix tool. Another way to think
about this is that CCGroup has developed a more robust outlier episode analysis whereby only a
defined large grouping of condition-specific episodes are examined for a physician as compared
to the peer group.

Issue #2: Inadequate Standard Deviation Statistical Bias Adjustment

Practitioners of a specialty type generally treat similar medical conditions. However, for a given
health plan and with the Law of Low Episode Numbers, many specialists (of a given specialty
type) will have a significantly different set of condition-specific episodes with a marketbasket of
conditions as compared to the other specialists.

For example, one cardiologist's assigned episodes may be a quite homogeneous set of routine
hypertension episodes. On the other hand, another cardiologist's assigned episodes may be the
severity-of-illness two (S0I-2) ischemic heart disease patients. This second cardiologist has a
patient population that is very "heterogeneous" as compared to the first cardiologist. With the
Law of Low Episode Numbers, we know the second cardiologist will have a significantly greater
standard deviation around this cardiologist's mean episode charge.
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Health services research shows us that there may be a significant statistical bias present when
two cardiologists have the chance for a different standard deviation around their mean episode
charge. As I will demonstrate below, this statistical bias disadvantages those cardiologists (and
any other practicing PCP or specialist) that have an assigned episode composition of a higher
case mix. These physicians with a higher case mix episode composition have a greater
probability of being rated as inefficient, as compared to physicians that have an assigned episode
composition of a lowercase mix.

Statistical Bias Results From Direct Standardization

Many efficiency methodologies examine a practitioner's actual episode composition as
compared to a specialty-specific peer group -and then compare the efficiency of that
practitioner to another practitioner. This is called "direct standardization." Under direct
standardization, each physician's episode distribution is applied to determine that physician's
observed and expected efficiency results.

However, in using direct standardization, the differences in each practitioner's patient case-mix
composition results in differences in variability (i.e., the standard deviation) around a
practitioner's average episode treatment charges. This variability is not due to the efficiency or
inefficiency of a practitioner, but instead results because longer and more resource-intensive
medical conditions generally require more services and, therefore, have more potential
variability around the average (or mean) episode treatment charges. Moreover, more resource-
intensive conditions generally have a lower prevalence rate, also contributing to the variability,
or heterogeneity, around the average episode treatment charges.

For example, easier-to-treat upper respiratory infection (URI) episodes may have the following
mean and standard deviation (with outlier episodes removed): $185 + $65. Here, the standard
deviation around the mean is not large-and is 0.35 the size of the mean (i.e., 65 / 185 = 0.35).

However, easier-to-treat pediatric asthma episodes may have the following mean and standard
deviation (with outlier episodes removed): $1,650 + S850. Here, the standard deviation around
the mean is larger than for URI episodes-and is 0.52 the size of the mean (i.e., 850 / 1,650-
0.52).

The variation difference between the two conditions is 49% greater for asthma than URls [(0.52
- 0.35) / 0.35]. This variation difference occurs for two reasons: (1) more resource-intensive
conditions require more services to treat; and (2) there generally are a small number of episodes
available to examine in a given practitioner efficiency study as compared to the universe of
episodes that could actually be studied-and a smaller number of episodes results in a higher
chance for variability around the mean. (On the other hand, this variation is not the result of
practitioner practice pattern differences.)

If the statistically based variability around the mean is not corrected, then substantial error may
enter into the practitioner efficiency measurement equation. Consequently, the final practitioner
efficiency score differences may be attributed to the statistical condition-specific variability
around the mean episode charge (due only to the case-mix of episodes treated).

Testimony by Douglas G. Cave, Ph.D., MPH
President, CCGroup LLC



114

We showed above that the variation difference may be 50% or more (around a condition-specific
mean episode value). Logically, then, if we examine all episodes treated by practitioners and
calculate efficiency scores, there has to be some statistical bias present. A significant statistical
bias generally is present:

* Using a more traditional episode-based efficiency measurement methodology, lower-
episode-volume practitioners treating patients with a higher case-mix index score are more
likely to receive an inefficient ranking as compared to lower-episode-volume practitioners
treating patients with a lower case-mix index score.

* This finding results because a physician with higher case-mix patients treats episodes having
more variability (i.e., a greater standard deviation) around average episode treatment charges.
With a low volume of episodes (most often the norm, and not the exception), this physician
needs only a few higher-cost episodes then the peer group average to make his/her treatment
pattern appear significantly higher than the peer group comparator.

* However, a physician with lower case-mix patients treats episodes having less variability
around average episode treatment charges. With a low volume of episodes, this physician's
practice pattern will not be as influenced by one or two higher-cost episodes as compared to
the peer group average. Consequently, his/her practice pattern does not appear (as often)
significantly higher than the peer group comparator.

Using "direct standardization," a correlation analysis shows that lower-volume
practitioners with a higher patient case-mix index for episodes treated are more
likely to receive an inefficient score as compared to practitioners with a lower
patient case-mix index.
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Comparing Results From Direct Standardization and Indired Standardization

The following graphical insert shows the medical condition episodes treated by Physician A and
Physician B (both cardiologists). Notice that Physician A treats a higher case mix episode
composition than Physician B. Also, notice the significant variance around Physician A's mean
episode charges - attributed to Physician A's higher case mix patient population.

Next, we examine the above Physician A's actual weighted average episodes of care using
"direct standardization and "indirect standardization". Whereby direct standardization uses each
physician's episode distribution to comprise observed and expected efficiency results, indirect
standardization uses an outside standard set of weights that is applied to comprise observe and
expected efficiency results. This set of weights is applied in the same exact manner for all
physicians of a given specialty type in determining the weighted average episode charges. Most
often, the indirect standardization set of weights is formulated using the peer group's episode
distribution.

Physician Efficiency Measurement
Error 2: No Adjustment to Reflect the Heterogeneity in Lower
Prevalence, ilore Resource Intensive Medical Conditions

Coefficient of Variation Statistical Error From Direct
Standardization: Different patient case-mix composition results in
different variabilrtyfound physician's average episode charges

/Meant

Mean / Both Cardiologists A and B brea N=30,y\ ' . n onnoutlier, cardiboreltwed episodes

CrdrologistA-1Ky_1-tp

LOWER CASE-MIX. widiarrelated HIGHER CASE-MIX, cardiac-eiated
episodes of care episodes of care
DECREASED CHANICE of being rated as INCREASED CHANCE of being rated
ineffilcent Istatistical war)n as inefficient (statistical errorl

M., ~ ~ / \5 Isw cos\ln

C~fid-i ftf-.O~ M Cm .R-~.. ftbSnGroep.LLC

Physician A's actual results using direct standardization are found in the top table immediately
below. Physician A's actual results using indirect standardization are found in the bottom table
immediately below. The example is fairly self-evident:
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* You will observe that by using direct standardization, the cardiologist receives an efficiency
score of 1.29. However, we will determine that this score is not accurate or reliable, and is
based on only one S0I-2 episode of ischernic heart disease - which has significant
heterogeneity.

* On the other hand, you will observe that by using indirect standardization, this same
cardiologist's efficiency score is 1.04. This score is more accurate and more reliable.
Indirect standardization controls for the significant heterogeneity found in the one non-outlier
episode of S01-2 ischemic heart disease assigned to the cardiologist.

* Note that only Column 2 in the below tables changes, which is the weights used to comprise
the weighted average episode charges across all assigned episodes of care.

Cardiologist A's Efficiency Results (Patient Case-Mix Index = 1.25)

DIRECT STANDARDIZATION: PHYSICIAN A
Efficiency Score = 1.29 (54,491 1 $3,473) Non-Outlier Episodes = 32 Episodes
One (1) Ischemic Heart Disease S01-2 Patient $ S30,000 Case Mix Index = 1.25

T Physn ANs Physn ANs Physn AXs
Actual Actual Peer Group Expecsted

Physn A's Actual Episode Weighted Episode Weighted
Sol Episode Average Average Average Average

Level Medical Condition Short Distribution Charges Charges Charges Charges
(I) Description (2) (3) (4) 5) = (4)x(3) (5) (7) = (6)x(3)

1 Ischemic heart disease 0.300 $2.450 $735 $2.550 $765
2 Ischemic heart disease 0.125 $14.500 $1,813 $5,500 $688
1 Diabetes with circulatory 0 200 $3,950 $790 $4,100 $820
2 Diaietes MM circulatory 0.125 s8,250 $1.031 $8,500 $1.003
t Hyipertension 0.250 $490 $123 $550 $138

= Overall Sum 1.000 - $4,4911_ $3,473

INDIRECT STANDAitDIZATiON: PHYSICIAN A
Efficiency Score = 1.04 ($2,962 I $2,846) Non-Outtier Episodes = 32 Episodes
One (1) Ischemic Heart Disease S01-2 Patient = $30.000 Case Mix Index = 1.25

Physn As Physn A's Physn A's
Indirect Actual Actual Peer Group Expected

Standardization Episode Weighted Episode Weighted
SOl Episode Average Average Average Average

Level Medical Condition Short Distribution Charges Charges Charges Charges
(1) Description (2) (3) (4) (5) = (4)x(3) (6) 1(7) = (6)x(3)

I schermc heart disease 0.300 52.450 $735 $2,5501 $765
2 Ischemic heart disease 0.025 514,500 $363 $5,500 $138
1 Diabetes with circulatory 0.275 $3,950 $1,086 $4,100 $1,128
2 Diabetes with circulatory 0.075 $8,250 $619 $8,500 $638

1Hypertension 0.325 $490 $159! $550 1 $17
- Overall Sum 1.000 -- i-. . $2,92 .- s - $2,848
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CCGroup's approach to correct for the differences in variability around average episode charges
examines a consistent set of medical conditions for each specialty type. The methodology uses
indirect standardization for weighting together the episodes within the core group of medical
conditions in a consistent fashion - thereby allowing each practitioner's efficiency performance
to be more accurately compared to one another. That is, each practitioner now has the same
chance for variability around his/her average episode treatment charges. The same standardized
weights are applied, regardless of each practitioner's actual episode composition.

In effect, to eliminate, or greatly reduce, the variation statistical bias, each physician must have
the same opportunity for the same heterogeneity (or variation) around his/her weighted average*
episode charges. As we will describe below, the Marketbasket System method with "indirect
standardization" allows each physician of a given specialty type to have the opportunity for the
same variation around his/her weighted average episode charges:

* The Marketbasket System efficiency measurement method is as follows. Each medical
condition in a specialty-specific marketbasket is assigned a weight factor that reflects the
importance or relevance of that medical condition to the marketbasket. The weight factors
are used to compute the overall marketbasket weighted average value of a charge or
utilization service category - across medical conditions - for a peer group or a physician
("indirect standardization"). The sum of the weight factors in a marketbasket equals 1.00.

* Therefore, regardless of a physician's (or physician group's) actual episode work effort, we
standardize each physician's (or physician group's) actual work effort to a static set of weight
factors - most often the peer group's episode composition. These weight factors represent
the work effort that an average specialty-specific physician treats in medical practice -
where work effort is a function of the prevalence rate and the average charges to treat an
episode of care.

Indirect standardization allows each physician (or physician group) of a given
specialty type to have the "same opportunity" for the "same variation" around
his/her weighted average episode charges.

Refer to the standardized weights in the last column of the following table, which shows many of
CCGroup's copyrighted and patent-pending Family/General Practitioner Marketbasket medical
conditions.
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1. FAMILY AND GENERAL PRACTITIONERS

Medical Market-
Order Condition SOI Medical Condition basket

Number Number Level Short Description Weight
I 10 2 1 Hypertension 0.100
2 31.9 1 Low back pawn 0.050
3 31.8 1 Cervical spine pain 0.025

11 9.7 1 Pneumonia 0.050
12 13.13 1 Noninfect gastroent & colitis 0.050
13 9.11 1 Asthma 0.025
14 10.13 1 Ischemic heart disease 0.025
15 36.19 1 Chest pain 0.025
16 13.6 1 Gastroesophageal reflux 0.025
17 13,5 1 Gastritis and duodenitis 0.025
18 19.4 1 Disorders of lipid metabolism 0.025
19 16.3 1 Hypothyroidism 0.025
20 22.3 1 Urinary tract infections 0.025
21 34.17 1 Nonpsychotic depression 0.025
27 36.17 1 Abdominal pain 0.020
28 29.6 1 Skin keratoses 0.015
29 29.1 1 Itt-defined integument sym 0.015
30 36.15 1 General presenting symptoms 0.015

For All 30 Medical Conditions 1.000

Summary to Standard Deviation Statistical Bias Adjustment

A solution to controlling for standard deviation statistical bias is to employ "indirect.
standardization" when calculating a practitioner's average weighted episode charges. Otherwise,
a statistical bias will remain because of the "Law of Low Episode Numbers" and the fact that
physicians of a particular specialty type with a higher episode case mix have significantly more
heterogeneity (or a larger standard deviation) around their weighted average episode charges.
This heterogeneity causes a standard deviation statistical bias, which unfairly scores those
physicians as inefficient that have a higher episode case mix.

Issue #3: Inadequate Episode of Care Severity-of-Illness adjustment

Severity-of-illness is defined as the probability of loss of function due to a specific medical
condition. Some claims-based episode groupers and methods do not have a severity-of-illness
index by medical condition. This issue is the third most important factor leading to efficiency
measurement error because the episodes for a given medical condition have significant
heterogeneity due to patient severity-of-illness. Consequently, the end result may be practitioner
efficiency differences that are attributed to inaccurate episode severity-of-illness adjustment-
and not to practitioner practice patterns variation.

Moreover, some claims-based episode groupers stratify formulated episodes for a medical
condition by the presence or absence of a specific surgery or service (e.g., knee derangement
with and without surgery; ischemic heart disease with and without heart catheterization). The
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reason for performing this stratification is to reduce episode heterogeneity for a medical
condition. In effect, the stratification serves as a sort of severity-of-illness adjustment.

However, the presence of surgery or a high-cost service results is not necessarily a reflection of
differences in severity-of-illness, but often a difference in practice patterns. Stratification based
on the presence of surgery or a procedure may result in at least two practitioner efficiency
measurement errors:

* Obscure the practice pattern variation we need to examine to determine practitioner
efficiency and effectiveness differences; and

* Divide episodes unnecessarily into smaller episode groups whereby practitioners may not
have enough episodes to examine in any one smaller group.

Consequently, the stratified episodes based on surgery, or a high-cost event, need to be
recombined for accurate practitioner efficiency and effectiveness measurement.

The following table shows an example of a procedure-based grouper (based on searching for
specific CPT-4 and/or HCPCS codes to stratify episodes of care by medical condition):

* The columns on the right-hand side of the table show that this orthopedist had 100 non-
outlier episodes of low back pain. Seventy (70) of these episodes had some type of
procedure.

* When we examine those 70 episodes with a procedure, the results show that the physician's
observed average charge per episode was $2,765. The physician's expected average charge
per episode (based on the peer group of orthopedist results) was S3,568. Therefore, this
orthopedist's efficiency score is 0.77 (or $2,765 divided by $3,568) - or the orthopedist
appears to be a very efficient physician.

* However, this is contradictory to what we expect because the physician performed a
procedure on many low back pain patients. The reason is as follows. Once you stratify
based on a procedure, you can only study the practice pattern within those low back pain
episodes that had a procedure. In this example, the orthopedist performed a procedure on
many marginal patients (i.e., those that may not have needed a procedure). Consequently,
the healthier patients with a procedure resulted in the orthopedist having a significantly lower
average charge than the peer group. The result is that this orthopedist appears efficient.

This result is not accurate or reliable, and shows why an episode-of-care grouper cannot be based
on the presence or absence of a procedure. Otherwise, the consumer may be inadvertently
guided to the less efficient and less effective practitioners, when the actual objective of consumer
health information is to direct consumers to the more efficient and more effective practitioners.
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Diagnosis Code-Based Grouper Procedure Code-Based Grouper
(Based on ICD.9 Codes) I (Based on CPT-4 Codes)

Assume an Orthopedist has 100 episodes of Low Back Pain, and 70
of these episodes have a surgical event present (and, therefore.

.30 episodes do not have surgical event present).'

Epslode Distribution Episode Distribution
Area of Interest Sal-I1T SOi-2 S01-3 With Surgery Without Surgery

Episode Distribution 86 12 2 70 30
Physician Observed
Weighted Avg Results $752 $2,143 $10.826 $2,765 $280
Physician Expected
Weighted Avg Results $308 $3,750 $14,598 $3,568 $297

Efficiency Score by Cell 2.44 2 0 57 Nat exermn 0.77 0.94
T721 = U4 tor prvl6 o

Overall Efficiency Score Low Back Pain low 0.84 = 01 for Low Back Pain

Note: A surgical event may be a spinal fixation, spinal decompression, or a more routine
surgery such as a spinal manipulation. Not all surgeries are significantly Invasive and high cost.

Note: This orthopedist provides surgeries on many healthier low back pain patients. Consequently,
the physician's average charges per episode are lower within the With Surgery' procedure class.

An Appropriate Methodfor Episode Severity-of-Illness Adjustment

Accurate practitioner efficiency and effectiveness measurement requires an episode grouper that
has a valid and tested severity-of-illness index by medical condition to reduce the heterogeneity
in longitudinal episodes of care.

The grouper, such as the Cave Grouperlm, should use a severity-of-illness index based only on
ICD.9 diagnosis codes to assign a patient's episode with a severity-of-illness marker. On the
other hand, the grouper should not define severity-of-illness by resource utilization within the
patient's condition-specific episode (such as whether a surgery or a resource-intensive diagnostic
test was present in the patient's episode of care).

Using this diagnosed code-based severity index, each patient's condition-specific episode is
labeled with a severity-of-illness marker to reduce the heterogeneity of episodes within a medical
condition. There may be three (3) or more severity-of-illness (SOI) levels for a medical
condition, with.SOI- I being the least severe (routine, noncomplicated) and S01-3 being the most
severe. Some medical conditions have only one or two severity-of-illness levels, depending on
the specificity of the ICD.9 coding for that medical condition of interest.

The above table shows an example of a diagnosis-based grouper (based on searching for specific
ICD.9 diagnosis codes to stratify episodes of care by medical condition):

Testimony by Douglas G. Cave, Ph.D., MPH
President CCGroup LLC



121

* The columns on the left-hand side of the table show that this orthopedist had 100 non-outlier
episodes of low back pain. There were 86 episodes that fell into severity-of-illness Level I
(SOl- I ).

* When we examine those 86 episodes in SOI-I, the results show that the physician's observed
average charge per episode was S752. The physician's expected average charge per episode
(based on the peer group of orthopedist results) was $308. Therefore, this orthopedist's
efficiency score is 2.44 (or $752 divided by $308) - or the orthopedist appears to be a very
inefficient physician.

* This result is the appropriate, accurate result. The physician is providing too many
procedures as compared to the peer group comparator of orthopedists.

From a consumer health information perspective, employing a grouper based on diagnosis codes
is important to guide the consumer to the appropriate efficient and effective practitioners. This
more accurate information will help to ensure the consumer's health outcome will be improved.

7. Effectiveness Measurement

For accurate and reliable practitioner effectiveness measurement, a methodology also should be
employed that adjusts for the three main methodology errors/issues defined above for
practitioner efficiency measurement. One technique is to utilize the Marketbasket System
approach that employs a specialty-specific standard set of medical condition episodes and
indirect standardization.

Moreover, an established set of criteria needs to be developed for selecting effectiveness
measures by specialty type (e.g., PCPs, cardiologists, orthopedists, and other specialty types).
These criteria need to "fit" within the method used to adjust for the three main methodology
error/issues in efficiency and effectiveness measurement. Since I have selected the
Marketbasket System as a suggested adjustment approach, the criteria listed below will fit to the
Marketbasket System methodology.

The following rules may be used to determine whether a measure may be included, or not
included, in the effectiveness analysis:

I . The effectiveness measure needs to apply to a condition-specific, episode of care
environment.

2. The effectiveness measure needs to be quantified and analyzed using medical claims data,
understanding the limitations posed by claims data such as often missing data. Many
potentially sound quality metrics may not be used because they cannot be quantified using
claims data.

3. The effectiveness measure, although often process of care oriented, should be tied whenever
possible to the outcomes of patient care; this is a National Quality Forum (NQF) criteria as
well.
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4. The effectiveness measure should be obtained from an expert source to ensure physician
acceptance. CCGroup uses four main sources to evaluate potential quality metrics by
physician specialty type: (I) RAND Health Quality of Care Reports, a meta analysis of the
clinical literature; (2) AHRQ/AHCPR condition-specific guideline measures; (3) NQF and
Ambulatory Care Quality Alliance (AQA); and (4) NCQA.

5. The effectiveness measure should apply to a medical condition treated by various specialty
types and, therefore, specialty-specific marketbaskets (e.g., quality metrics for hypertension
apply to family/general practitioners, general internists, and cardiologists).

6. The effectiveness measure should be from a higher prevalence condition so the individual
physicians may be compared to one another. CCGroup generally avoids lower prevalence
conditions whereby most physicians cannot be compared on a condition-specific basis.

CCGroup currently maintains 108 different condition-specific effectiveness measures that meet
the above six criteria. However, this number may differ based on the specific criteria being
implemented to meet the needs of the methodology employed to adjust for the three main
efficiency and effectiveness errors/issues. Many of the medical conditions with at least one
effectiveness measure may be found in more than one specialty-specific marketbasket (a
criterion listed above). Consequently, the 108 measures are found across many different
specialty-specific marketbaskets.

CCGroup implements effectiveness and efficiency marketbaskets of medical conditions for each
of the following 31 physician specialty types. Of the 31 specialty-specific marketbaskets,
CCGroup maintains one or more effectiveness measure for 29 of these specialty-specific
marketbaskets; only dermatology and oral maxillary do not have one or more measure(s). Note
in the following table that cardiology has 48 measures, cardiothoracic surgery has 36 measures,
endocrinology has 20 measures, etc.
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Marketbasket Specialty Types for Efficiency and Effectiveness
Market- Physician Physician Current
Basket Efficiency Effectiveness Process

Number Marketbasket Specialty Type Measurement Measurement Measures
1 Family and General Physicians Yes Yes 51
2 General Internists Yes Yes 51
3 Allergy Yes Yes 10
4 Cardiology Yes Yes 48
5 Cardiothoracic Surgery Yes Yes 36
6 Chiropractic Yes Yes 26
7 Dermatology Yes No 0
8, Emergency Medicine Yes Yes 37
9 Endocrinology Yes Yes 20
10 Gastroenterology Yes Yes 8
11 General Surgery Yes Yes 11
12 Nephrology Yes Yes 16
13 Neurology Yes Yes 12
14 Neurosurgery Yes Yes 14
15 Obstetrics/Gynecology (OB/GYN) Yes Yes _ 17
16 Oncology/Hematology Yes Yes 17
17 Ophthalmology Yes Yes 15
18 Oral Maxillary Yes No 0
19 Orthopedics Yes Yes 32
20 Otolaryngology (ENT) Yes Yes 10
21 Pediatrics Yes Yes 17
22 Plastic Surgery Yes Yes 5
23 Podiatry Yes Yes 16
24 Psychiatry Yes Yes 10
25 Psychology Yes Yes 8
26 Pulmonology Yes Yes 21
27 Rheumatology Yes Yes 21
28 Sports/Physical Medicine Yes Yes 27
29 Urology Yes Yes 11
30 Vascular Surgery Yes Yes 15
31 Critical Care (Intensivist) Yes Yes 21

By utilizing the Marketbasket System approach, certain additional consumer health information
objectives are achieved:

* First, every physician that receives an efficiency score should also receive an effectiveness
score. This is important because a consumer will desire to understand both the practitioner's
efficiency and effectiveness of care.
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* Second, the same episodes examined in the efficiency analysis may be examined in the
effectiveness analysis. Therefore, a consumer may more easily understand the basis for the
practitioner's efficiency and effectiveness scores. I will present some practitioner efficiency
and effectiveness results in the next section that illustrate how this information may be used
to support consumer health information initiatives.

8. Examples of Consumer Health Information on Practitioners

One of the most important components of consumer health information is to ensure accurate and
reliable efficiency and effectiveness measurement methodologies are employed in the measurement
process. Otherwise, consumers may be inadvertently guided to the less efficient and less effective
practitioners,-when the actual objective of consumer health information is to direct consumers to
the more efficient and more effective practitioners. The end result is that we will miss the
significant efficiency and effectiveness improvements that may be realized from providing
consumers with meaningful health information.

This material presents example results for a cardiologist using the Marketbasket System approach to
physician efficiency and effectiveness measurement, which is one method for building accurate and
reliable scores. Cardiologist XYZ has a lower effectiveness score and a lower efficiency score as
compared to the cardiology peer group. The specific reasons for the lower effectiveness and
efficiency scores are stated in the inserted tables below. In summary, Cardiologist XYZ may not be
monitoring patients appropriately through effective lab and diagnostic testing, resulting in a higher
hospital admission rate.

With respect to consumer health information, the health plan market is attempting to determine
the most appropriate way to display this physician level (and physician group level) information
to the consumer:

* A common method is to use a "star" system. For instance, Cardiologist XYZ would receive
I Star for effectiveness, and I Star for Efficiency (where I Star indicates lower effectiveness
and lower efficiency as compared to a peer group or best practice). Generally, feedback from
consumer user groups has favored a simple starring system (or similar graphic display) to
indicate practitioner efficiency and effectiveness.

* The next step is to determine a drill-down mechanism whereby the consumer can gain more
meaningful information at the medical condition level. For example, in the overheads below,
we observe that Cardiologist XYZ treats ischemic heart disease SOI-1 with lower efficiency
and lower effectiveness than the peer group of cardiologists. By providing this information
to the consumer, the consumer may be guided away from Cardiologist XYZ and towards
cardiologists with better efficiency and effectiveness results.

This type of information is valuable in terms of improving the consumer's potential short-term
and longer-term health status, while simultaneously improving the efficiency of the U.S.
healthcare system.
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In the following overheads, please observe that the same medical condition-specific episodes are
being examined for the effectiveness and efficiency analyses. For example, Cardiologist XYZ has 8
episodes for ischemic heart disease, severity-of-illness one (SQL-1). There are 6 episodes for
ischemic heart disease S01-2. You will observe the results for these 8 episodes and 6 episodes on
both the effectiveness and efficiency reports.

The marketbasket for cardiology and the indirect standardization weights (for efficiency and
effectiveness measures) are provided in the following slide.

Physician Effectiveness and Efficiency Results
Marketbasket for Cardiologists

4. CARWDOLOGY (10 of 20 Marketbasket Conditio ns Have Quality Metrics)

Medical
Order Condition SOt Medical Condition

Number Number Level Short Description

1 10.13 1 Ischemfc heart disease
2 10.13 2 Ischemicheartdisease
3 17.4 1 Diabetes with circulatory
4 17.4 2 DOabetes with circulatory
5 10.21 1 Acute myocardialnirct. actve
8 10.5 I Supraventncular aniytlhmias
9 10.4 I Ventricular arrhythmias

10 10.1 1 Abnormal heart beat
12 38.19 1 Chest pain
13 10.10 1 Conrtuction disorders
14 10.16 1 - Congestive heart faiure
15 10.17 1 Cardomyopathy
18 10.8 1 Angina pectoris
19 10.12 1 Rheumatic heart disease
20 36.16 1 Dyspnea

Market- C
1

Quality
basket Process
Weight Measure?

0.150 Yes
0.050 Yes
0.050 Yes
0 050 Yes
0.075 Yes
0.050 No
0.050 Yes
0.050 No
0.050 No
0.050 No
0.050 Yes
0.050 No
0.025 Yes
0.025 No
0.025 No

Quality
Marketbasket

Weight
0 200
0075
0.100
0 075
0.125

0.100

0.100

0.050

-.. -- .. . .... --- ---.iJ~l
For M1420 medical conditons I.000 1 si)W

Cave
_ Conuoting

Group LLCC o n C n e a f n g r o i, i c J .e m n ry ti, M e
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Physician Effectiveness and Efficiency Results

Cardiologist #1: Poor Effectiveness and Poor Efficiency
[Practitioner ID = XYZJ

Effectiveness Score = 0.86 (Quartile 4) Higher is better

Efficiency Score = 1.11 (Quartile 4) Lower is better

* Poor effectiveness results influenced by:
v Lower serum cholesterol monitoring: ischemic, diabetes
* Lower IHD labs monitoring: ischemia heart, angina
* Lower urine protein monitoring: diabetes

Lower HTN lab monitoring: hypertension
* Lower diagnostic test monitoring: CHF, arrhythmias

tr Poor efficiency results influenced by:
* Higher hospital admissions

Higher professional inpatient services
Higher outpatient facility usage

Note: lower lab services than peers Cav
Consuftiag

C.. Cuml1ttg CroP, LLC J.-Y M IS Group, LLC
CDShdr.rtl Inado.rDo No, CMpy or rodue WVfttmo, f.,di.
Do No, Sar, 'otb A., Orho, OrPoRadon or Forty Voitotl Pormisoc
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Physician Effectiveness and Efficiency Results
Cardiologist #1: Poor Effectiveness Results

Practitioner Nanm:
Specialty Tye: CARDIOLOGIST
Practitioner ID: XYZ
Agg Group Name: Region 1
Marketbasket Cardiology

i. :cle: 4 I! es ricr~ive)
Decilen 10

Effectiveniss Score: 0.86 (lorer is bet-2r;
Significant Difference: Yes
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Physician Effectiveness and Efficiency Results
Cardiologist #1: Poor Efficiency Results

Practitioner Name:
Specialty Type: CARDIOLOGIST
Practitioner ID: XYZ E-' !
Agg Group Name: Region I Signifiecant I
Marketbasket Cardiology (P<U2)

Afa*rbasiatt CAISOOLOGY

Quartile: 4 (Ies5 Ž:iint)
Decile: 8
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9. Budget-Neutral Opportunity for Congress to Assist in Promoting Consumer
Health Information

One of the highest-priority initiatives for Congress to assist in promoting consumer health
information is to provide health plans and health insurance companies with access to the full
CMS Part A and Part B Medicare claims databases, holding back only to the extent necessary to
protect Medicare beneficiary privacy. Initial testing shows the CMS databases may be able to
measure the efficiency and effectiveness of 80% of "all" (not just the health plan's network
physicians) practicing physicians in a geographic region. This percent of physicians measured is
more than enough to provide consumers with meaningful, physician-level efficiency and
effectiveness information.

With respect to the full Medicare claims databases, current CMS rules restrict access to research
studies that generally benefit the Medicare and Medicaid programs. However, in the view of
most external legal experts; wider access to the full CMS claims data is not restricted by the
statutory language of HIPAA or the Privacy Act - provided Medicare beneficiary privacy is
protected.

Congress should clarify the HIPAA and Privacy Act regulations with CMS, and encourage CMS
to revise its regulations to public access to the full CMS Medicare claims databases. The
Medicare beneficiary identifiers must be encrypted for ful protection of beneficiary privacy;
other beneficiary protections can also be addressed to meet HIPAA regulations.

Without release of the full Medicare claims databases, many health plans and health insurance
companies will fall short of their objective of providing consumers with physician-level
efficiency and effectiveness information. Yet, this information is a requirement to drive
competition in the healthcare system. Consumers need physician-level information to choose
based on efficiency, effectiveness, and convenience. This fact is no different than in any other
competitive industry.
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