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“Increased spending does not
drive quality improvement, more money

doesn’t necessarily buy better care”
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ost of us who toil in
the field of health care
quality are so focused

on the work before us

that we sometimes forget to notice how
far we've come in the last 10 to 15 years.
It’s important every now and then to lift
our eyes from our work and take stock
of how much has changed, thanks to the
collective efforts of so many people and
organizations.

Today, quality is a priority for purchasers, payers, health plans, and providers.
There is widespread agreement that quality can and must be measured, and that
accountability for improving quality of care and service can improve outcomes
and reduce costs. And at long last, quality is also a growing priority for patients.
There is greater awareness among the public that health care quality varies, and
that information about quality and performance is a useful decision-making tool.
The progress we have made toward informed consumers and a health system
that reliably provides and rewards high-quality care is encouraging. But as everyone
involved knows, we have a long way to go. And the steps that lie ahead may in fact
be harder to travel than the miles we have already come, and our pace must quicken.
We must begin by broadening our focus from quality to value. Much of the
essay that follows this letter is focused on value in health care, and the revealing work
of Elliott Fisher and others at Dartmouth, showing the inverse relationship between
spending and quality: increased spending does not drive quality improvement,
more money doesn’t necessarily buy better care, that money spent on care that is
not of proven value is money wasted, and that unnecessary care may cause harm.
We have long known that many of the incentives embedded in our system
are perverse, rewarding quantity of care over quality. Changing this, moving toward
a system that spends money wisely, will require more and better measurement,
greater transparency, and wider accountability so that purchasers, payers, providers
and consumers can identify, demand and reward care of proven value. In order to
achieve this kind of health care system, stakeholders must identify their common
ground and work together toward their common goals. Last year, our annual

report looked at flourishing partnerships — between plans and providers, among
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care delivery organizations and physicians offices, and even among individual
providers themselves — that help to advance quality. This report explains why
even greater efforts to work together — exemplified by Aetna and Virginia Mason
Medical Center, whose collaboration is described in this report — are essential if
we are to create the kind of health care system we all want and deserve.

NCQA has always sought to be a leader in this effort, a driving force in
bringing stakeholders together, and we will continue to do so. We are pleased that
HEDIS has become the gold standard in measuring and improving quality in
managed care organizations, but we also recognize that this accounts for only about
a quarter of health care consumers. That’s why we are working to broaden the
framework of accountability at the health plan level, so that people and purchasers
deciding among various insurance options can understand not just what they are
paying, but what they are actually buying. In this regard, we are pleased that several
large PPOs such as CIGNA and Aetna are leading the way by committing to
reporting HEDIS results in 2006 and 2007.

Good information about quality is a great and essential beginning, but
information alone is not enough to cause the kind of changes we need. Information
must be backed by a collective will to change and by concerted action to improve
the entire system in a coordinated fashion, rather than by chain reaction to changes
made in one isolated part or another. Some stakeholders’ interests are more aligned
than they know, and most — though admittedly, not all — suffer because too
much money is spent on care of little or no value instead of proven, effective care,
and too much money is spent on treatment rather than on prevention.

Purchasers are voting with their feet — shifting costs to patients and many
dropping insurance altogether — which threatens to unravel our insurance system,
flawed as it is. Providers are increasingly alarmed by this trend, and should channel
that alarm into collaborative action. The growing prevalence in the U.S. of obesity,
diabetes, heart disease and related health problems, and the demands this places
on our already stressed health system and the resulting pain and suffering, lends
even more urgency to our task.

Though the challenge of creating a high-value health care system remains
significant, I believe the outlook for success is promising. I base this belief on the
extraordinary commitment, hard work, and clear thinking of people I work with
every day, both within NCQA and in the broader health care world. Their talents
and skills are leading us toward our goal, a health system that helps us stay healthy,
and that provides us with the right care — and only the right care — when we are

in need.

Sincerely,

\H'.

Margaret E. O’Kane

President
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health care — how to make it
more reliable, accessible, affordable,
equitable, safe and effective —
the enormity of what’s really at stake
is rarely articulated. Getting it right is
vitally important because the job of
our health care system is to safeguard
and manage an invaluable national
asset: our nation’s health.

In an ideal world, the health of our citizenry would be regarded as a precious
national resource, and health policy and regulation would be driven by the desire
to protect and optimize it. But in our real world, conflicting interests and
competing incentives seem to make this virtually impossible.

So it is particularly encouraging that health care stakeholders are working
toward that ideal anyway, harder than ever before. And it is particularly gratifying
that they are doing this in the only way it can be done: by collaborating in new
and sometimes surprising ways with those who once sat across the negotiating

table from them.

A Collective Resolve to Change

In health care, there is plenty to feel discouraged about. Costs are rising to
unprecedented levels, yet reimbursements are often inadequate. Quality remains
spotty, and access is uneven. Far too many people are uninsured or underinsured.

And health care professionals are working harder than ever.
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Still, many insiders are more optimistic about the
future of health care now than ever before, in part because
they are able to see how much progress has been made
in the past decade or two, especially in terms of quality
measurement. Health care quality measurement and
public reporting are widespread and increasingly expected.
More and more purchasers, payers and even consumers
rely on information about quality to help them make
informed health care choices. The introduction of better
information about health care and greater accountability
is one of the industry’s continuing success stories.

It is an important accomplishment, but only a
partial one, because the 65 million patients covered by
HEDIS, for example, represent only about a quarter of
health care consumers. NCQA is actively working to
apply the lessons learned from HEDIS more broadly
to the rest of the health care universe, most recently by
releasing new Physician and Hospital Quality standards
that will encourage health plans to measure the quality
and efficiency of their provider networks. But the
complexity of the health care system requires a broader
solution than any one organization can provide.

“Part of the difficulty is that no one is in charge.”
This is how Gary Mecklenburg, President and CEO of
Northwestern Memorial HealthCare in Chicago, and
former Chairman of the American Hospital Association,
puts it when he talks about the challenges of fixing the
American health care system. “I've known this for more
than 30 years,” he says, “but it really sunk in recently
when I was talking with some leaders in the British
National Health Service, where someone really is in
charge of making system-wide decisions.”

Here in America, where there is no centralized
authority, the impetus to fix the system must come from
within the system itself. A collective resolve to address
the system’s shortcomings, especially in terms of quality
and safety, must come from all of health care’s stakeholders:
payers, providers, purchasers, the government and patients
themselves. Many experts believe that that resolve has
built to the tipping point, in part because the marketplace
has demanded it.

Recognizing Thar More Isnt Better

The very idea that the marketplace pushes toward better
health care quality is a rather recent one. A decade of
major transformation has made health care more market
driven, says Mecklenberg. Consumers are a real force now.
Patients have better information, are more proactive, and
are participating in decisions about their care. More
importantly, consumers are beginning to understand that
making good health care choices is not just about the money.

But of course, so much of health care 7s about the
money. And it turns out that money can’t buy health any
more than it can buy happiness.

Professor and researcher Elliott Fisher, MD, MPH,
and his colleagues at Dartmouth Medical School have been
studying the connection between cost and quality in health
care, continuing the pioneering work of their colleague
John Wennberg, MD, MPH, on variations in practice.
Fisher’s findings are disturbing. “What has emerged is a
picture of a system where there is no clear relationship
between how much care we give people and how good
the outcomes and quality of care are,” he says. Specifically,
the research shows that in areas with greater health care
spending on doctor visits, specialists, diagnostic testing,
and hospital and ICU stays, quality of care and outcomes
appear to be no better, and are sometimes slightly worse.

“More care isn’t necessarily better care,” says Fisher.
“In fact, everything suggests that it is slightly the opposite:
the higher cost systems have worse outcomes.” In one
study of regional variations in Medicare spending, Fisher
and his colleagues found that mortality rates were two
percent to five percent higher in regions that spent more.

But is it because the care is of inferior quality, or
because extra care is intrinsically bad for patients? It may
be a little of both. Fisher found there is not enough

spending in high-cost regions on things like preventive









care or proven treatments for heart attack patients. At the
same time, patients who undergo more tests, treatments,
and hospital stays are inevitably exposed to more risks.
Eliminating unnecessary care eliminates some of the harm
that is an inevitable side effect of care.

And in this too, money plays a critical role. Health
care’s perverse financial incentives encourage spending on
the wrong things — unnecessary MRIs or even surgery —
and discourage delivery of the right things, such as preventive
care and screenings, and chronic care. And nowhere in the
reimbursement system is quality factored in.

“Procedure X is rewarded no matter how well or
poorly it is done,” observes Dolores L. Mitchell, Executive
Director of the Massachusetts Group Insurance Commission.
“That’s ingrained in the system.” Mitchell, who since 1987
has overseen the agency that provides life, health, disability
and dental and vision services to 250,000 state employees,
retirees and their dependents, also serves on the board
of the Massachusetts Health Data Consortium, a group
of health care organizations that collaborate to develop,
collect, analyze and disseminate information and policy
initiatives to improve the region’s health and health care.

Mitchell says she too feels the focus on fixing the
system has sharpened recently, because the warning signs
are clearer. “When you see a precipitous drop in the number
of employers offering benefits, that’s not just a warning
bell, that’s a cry of anguish. When coverage for retirees is
dropped, that’s the canary singing in the mine. There’s

nothing like a crisis to focus people.”
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Changing the Financial Incentives

Mitchell says purchasers have been looking at issues of
quality as well as cost for many years, and have introduced
a variety of measures to try to promote the former and
contain the latter. But, she says, the necessary changes will
only come from a more collaborative, and more difficult,
effort. “We have got to do the one thing we have been
reluctant to do, and that is to look at the system itself and
make some qualitative judgments about performance.”

Many employers share this view, including Boeing,
says Theresa Helle, Boeing’s Manager, Health Care Quality
& Efficiency Initiatives. Headquartered in Chicago, and with
major operations in the Puget Sound area of Washington
State, southern California and St. Louis, Boeing employs
more than 153,000 people in the U.S. and worldwide.

“Our strategy is to focus on quality, performance, and
value,” says Helle. “We want to engage our employees in
thinking about how important it is to identify and pursue
good quality health care, not just the lowest cost or most
convenient option.” This means evaluating and sharing
information with employees about the quality and efficiency
of the health care goods, services and providers available
to them.

Helle says that while Boeing might conceivably save
money if employees choose the most effective providers, “in
the near-term it's not likely to be significant. Our primary
focus is on raising awareness among our employees about

seeking quality care and avoiding unnecessary care.”

“Dialogue and debate begin
to break down barriers and

that’s good for everyone.”
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That's why Kaplan and his colleagues were surprised
when Aetna, in the process of creating high-performance
provider networks based on clinical performance and
efficiency, told them they werent measuring up.

“They said, ‘How can this be?” They wanted to see
our data,” says Troyen Brennan, MD, JD, MPH, Senior
Vice President and Chief Medical Officer of Aetna Inc.
“They especially wanted to see the views of key employers,
the people who are actually paying for health care. And
they wanted to work with us to put things in place to
improve their performance.”

Together, the two organizations, along with a group
of key purchasers, identified specific opportunities for
improvement, including the care processes for low back
pain, reflux disease, and prescriptions for certain conditions.
For example, their investigation revealed that there were
too many MRIs being ordered within a short time of a
patient’s presenting with back pain. “The guidelines about
back pain are relatively conservative, with physical therapy
as a recommended first step,” says Brennan. “You look
inefficient when you immediately go to the MRI and
refer to the orthopedic surgeon.”

Using value-stream mapping — a key component
of the Virginia Mason Production System — Kaplan and
his colleagues were able to identify waste in specific care
processes and make appropriate changes. Now patients
with back pain go to physical therapy first, which, as Kaplan
says, “relieves their symptoms faster, and is more affordable.”
This is good for the patient, and good for the payer.

The problem is, it’s not always so good for the
provider. “When you take out those high-margin activities,
you hurt yourself financially,” says Kaplan. And this, he
says, is where the innovative partnership with Aetna really
kicked in.

“There are a lot of things in health care that are
gray in terms of whether or not they are indicated,” says
Kaplan. “But they often have a high margin associated
with them. We want to break that paradigm without going
broke ourselves. So we worked with Aetna and the plan
sponsors to increase the reimbursements for low-margin
services that are better choices clinically.”

Now, he says, Aetna is saving money, and although
“we are not making as much as wed like,” Kaplan feels
strongly that “doing the right things for the right reasons
for the right patients” is the right strategy for the long term.
“If we can change our care delivery pathways and create
higher value and better, faster, and more affordable care,

then we are using our methods to their fullest advantage

to benefit our patients and the parties who pay the bills.”
Of course, he adds, “the economics have to work from
the provider side to even think about taking the risk.”
He hopes this collaborative pilot program will spread to
more payers and providers. “It’s all about doing the right
thing, and that’s why I think it has huge potential.”

Aetna’s Brennan agrees that collaboration is the key.
“The idea that there are adversaries in health care leads
to unnecessary friction, and undermines collaboration,
which likely leads to higher costs. The real enemy is the
unaffordable cost of care,” he says. “Our intention at
Actna is to work with more physician groups, and increase
the number of people we work with as colleagues and
collaborators rather than adversaries. The great thing about
our work with Virginia Mason is it demonstrates how
effectively a medical group and a payer can collaborate.”

Elliott Fisher says this is exactly the kind of effort
that is required for real and effective change. “Everyone
makes money off of health care, and the kinds of reforms
that are necessary are likely to lead to some losses for
some of the parties,” he says. “It will require engagement
by business leaders and across the stakeholder groups to
be willing to invent a better path forward.”

That better path forward will undoubtedly be paved
with ideas and initiatives that will not ultimately work,
but these are the natural by-products of innovation and
leadership. The challenge for all health care stakeholders is
to help one another travel that path together, despite the
difficulty of the journey and the diversity of the travelers.
NCQA is proud to work with stakeholder groups from across
the health care industry. We applaud the growing spirit of
collaboration that is beginning to produce effective change,
even as we recognize how much hard work remains. We
have always sought to be a driving force in bringing these
constituents together to find common ground, and we intend
to continue doing so, working together to create a health care
system that truly serves its highest purpose: to protect and

enhance the health of all the patients it serves.



PUBLISHED the ninth annual Sztze of Health Care
Quality report, focusing on pay-for-performance and
provider recognition. The report received extensive

media coverage.

RELEASED, in partnership with US News ¢ World
Report, a cover story on ‘America’s Best Health Plans.’
Print issue and accompanying coverage reinforced quality

message for more than 10 million Americans.

ISSUED final standards for Member Connections and
Care Management and Health Improvement, the first two
sets of Quality Plus standards. Scheduled more than 100

surveys on the first two sets of standards.

PRESENTED NCQA' third set of Health Quality
Awards. Awardees included former Speaker of the House
Newt Gingrich, Senator Hillary Rodman Clinton, Mary
Tyler Moore, Dr. Marion Nestle and Dr. Brent James.

CONDUCTED 274 accreditation and certification
surveys. Achieved a record-low turnaround time of 35

days or less for all programs.

SUBMITTED more than 16 research grants and
subcontracts for funding in 2005. Funded research
projects focused on key strategic areas including physician
level measurement, measuring value and efficiency,

chronic care management, and disparities in health care.

WON funding to plan and execute three national

conferences pertaining to physician-level measurement.

SUBMITTED more than 25 peer-reviewed abstracts
and manuscripts for presentation at national conferences

or publications.

COLLABORATED with the American Medical
Association to develop a set of ambulatory care performance
measures that won the endorsement of the National

Quality Forum.
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DEVELOPED a new Web-based version of Quality
Compass, featuring streamlined search and data export
capabilities, enhanced reporting and PPO benchmark

data. The Web-based Quality Compass also allows real-

time data and system updates.

COLLECTED more than a terabyte of data over the
life of NCQA’s Accreditation, Certification and Recognition
programs—the approximate equivalent of the information

contained in a small county library.

COLLABORATED with the American Board of
Internal Medicine (ABIM) to allow ABIM diplomates
seeking board maintenance of certification to automatically
seek NCQA Recognition. Developed a data transfer interface
program to allow an automatic population of their data

to NCQA’s Recognition Program database.

FIELDED 4,416 inquiries in our Web-based Policy
Clarification Support line.

AGGREGATED and reported data for the second
year of the California Pay for Performance project, which
resulted in seven large health plans paying more than $56

million in rewards to 225 medical groups in California.

CONVENED a national technical expert panel and
updated the Physician Practice Connections Recognition
program to reflect current thinking on the systematic
practice of medicine and adoption of information

technology to improve care.

EXPANDED the reach of Physician Recognition
programs by supporting the programs’ incorporation
into 10 new initiatives to reward physician excellence.
Provided recognition data to nine publishers of
provider directories, including five that publish

directories nationwide.

2005

accomplishments
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We gratefully acknowledge the following sponsors, whose We warmly thank the 2005 Health Quality Awards sponsors:

support in 2005 furthered our mission of improving the

quality of health care:

Agency for Healthcare Research and Quality

American Diabetes Association

American Heart Association/American Stroke Association

AstraZeneca, LP

Boehringer Ingelheim Pharmaceuticals, Inc.
The California Endowment

California HealthCare Foundation

The Commonwealth Fund

Centocor, Inc.

Compliance 360, Inc.

DaimlerChrysler Corporation Fund
The Disease Management Association of America
Ford Motor Company

Forest Laboratories, Inc.

General Motors Corporation
GlaxoSmithKline

HealthExtras

Eli Lilly and Company Foundation
Lynx Investment, LLC

Merck & Co., Inc.

NCR Corporation

Novo Nordisk, Inc.

Pfizer, Inc

Procter & Gamble Pharmaceuticals
Quest Diagnostics Incorporated

The Robert Wood Johnson Foundation
sanofi-aventis

sanofi pasteur

Schering-Plough Corporation

Wyeth

2005

Sponsors

AARP

Aetna Inc.

American Academy of Family Physicians
American Academy of Ophthalmology
American Osteopathic Association
American Society of Clinical Oncology
AmeriChoice Health Services, Inc., PA
AmeriChoice Health Services, Inc., VA
Aronson and Company

BlueCross BlueShield Association
Bochringer-Ingelheim Pharmaceuticals, Inc.
Boston Scientific Corporation
California HealthCare Foundation
Compliance 360, Inc.

CorSolutions, Inc.

Crosby Marketing Communications
DaimlerChrysler Corporation

The Eden Communications Group
Ford Motor Company

Forest Laboratories, Inc.

General Motors Corporation
GlaxoSmithKline

Health Alliance Plan

Health Dialog, Inc.

The HSM Group, Ltd.

Independence Blue Cross

InformEd, LLC

Johnson & Johnson

Kaiser Permanente

Lockheed Martin Corporation
McKesson Corporation

MEDecision, Inc.

Merck & Co., Inc.

MGM Mirage

Microsoft Corporation

Motorola, Inc.

Novo Nordisk, Inc.

Pfizer Inc

Dr. Harvey Picker

The Procter & Gamble Company
Quest Diagnostics Incorporated
sanofi-aventis

Schering-Plough Corporation

Sun Healthcare Group, Inc.

SunTrust Banks, Inc.

Target Corporation

UnitedHealth Group

Verizon Communications Inc.
Williams & Connolly LLP

Wyeth
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directors

JAMES P. BRADLEY (Past Chair)

Consultant

DAVID F. DURENBERGER
National Institute of Health Policy

ROBERT S. GALVIN, MD

General Electric Company

WILLIAM GOSS

Cain Brothers

JEROME P. KASSIRER, MD
Tufts School of Medicine
Yale School of Medicine

PETER V. LEE, JD
Pacific Business Group on Health

ROBERT J. MARGOLIS, MD (Chair)
HealthCare Partners Medical Group

RALPH W. MULLER
University of Pennsylvania Health System
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DEBRA NESS

National Partnership of Women and Families

JOSEPH NEWHOUSE
Harvard University

MARGARET E. O’KANE

National Committee for Quality Assurance

STEVE SLEIGH

International Association of Machinists and Aerospace Workers

ELLEN STOVALL

National Coalition for Cancer Survivorship

JOHN TOOKER, MD, MBA, FACP

American College of Physicians

I. STEVEN UDVARHELYI, MD
Independence Blue Cross

L.L. “WOODY” WILLIAMS

General Motors
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ASSETS
2005

$11,555,572
2004

$10,465,554
2003

$9,226,330
2002

$8,024,792
2001

$8,772,659
LIABILITIES
2005

$6,857,811
2004 .

$5,929,823
2003

$5,083,450
2002 .

$4,580,340
2001

$5,328,207

NET ASSETS

2005 .
$4,697,761

2004
$4,535,731

2003
$4,142,880

2002 .
$3,444,452

2001

$3,444,452
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REVENUE
2005 .

$26,065,507
2004 .

$24,993,280
2003

$24,449,560
2002

$23,113,962
2001

$22,849,414
EXPENSES
2005

$25,903,477
2004

$24,600,429
2003

$23,751,132
2002 A

$23,113,962
2001

$23,099,709
MARGIN
2005

$162,030
2004

$392,851
2003

$698,428
2002

$0
2001

financzals
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