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The purpose of this memo is to inform the LACES Advisory Workgroup of the different components of performance measures, performance-based monitoring, management, and contracting.   The points in this memo provide some very basic information.  Additional information, points of reference and articles will be provided to the group as we proceed with this work.
Please note that when speaking of performance, it reflects information that impacts the treatment program; whereas, when speaking of outcomes, one is referring to the individual client.  As such, client outcomes can be assessed which are different than program performance. LACES and ADPA will focus first on aspects of program performance.

There are essentially three phases that will lead to the implementation of performance-based contracting.  These include development of performance measures, performance-based monitoring, performance-based management; all support the development of a performance-based contracting system.  Performance measures must be developed first in order to guide the other two phases.
Phase 1: Performance Measures

Performance measures are developed in order to assess program performance in areas of interest to the funding organization. Performance measures are needed to establish clear standards of accountability, which will eventually lead to improvement in quality of care for people with AOD disorders. Quality and accountability will be promoted in the delivery and management of substance abuse services.

The development of performance measures will improve services in the substance abuse field and will eventually bring it closer to mainstream health management. The overall goal is to improve care for people with AOD disorders. 

Prior to implementing a performance-based contracting system, performance-based monitoring and performance-based management must occur first.  During these initial phases, programs that participate are monitored and managed, and if their performance falls short of the set standards, then these programs will not be found “at fault” but instead will receive additional training and technical assistance.  

Each of the phases is described briefly below along with some examples from the literature.

Phase 2: Performance-based Monitoring 
Performance-based monitoring is the process whereby programs are provided with standards or performance goals to achieve.  Their actions toward achieving these goals are assessed and changes or adjustments may be made to the performance measures based on this initial phase.
The point of performance-based monitoring (management/contracting) is not to create competition among providers.  Instead the system should be designed to foster collaborations to improve the treatment system as a whole.  During this period of monitoring, performance criteria will be adjusted to determine the best way to assess programs based upon their individual capacity.  In addition, provider-wide performance standards may also be developed. 
As noted above, at this step, providers are not held “financially responsible” for their performance and the performance criteria may be adjusted depending on the measured performance of the programs involved.
Example from Maine
· The state of Maine developed contracts that required providers to submit service and financial reports as well as their admission and discharge forms for every client treated in their programs. After performance-based contracting was implemented, “the new contract specified that the performance outcomes of these programs would influence the allocation of funding for the next year” (Shen 2003). 

· Maine used three categories of performance indicators: 

· Efficiency – units of treatment services the providers had to deliver in a contract year

· Effectiveness – the minimum percentage of discharged clients who had attained certain outcomes (i.e. reduction in frequency of drug use before discharge) and 
· Special populations – the requirement that a target percentage of clients be drawn from specific populations that were “difficult to treat” such as the homeless, youth, females etc. 
· The goal was to give non-profit providers more incentive to care for high-priority clients in a cost-effective manner.

Phase 3: Performance-based Management
Performance-based management takes performance monitoring one step closer to performance-based contracting.  At this step, more emphasis is placed on the performance of programs to achieve or surpass the set parameters.  By this phase, the parameters will be finalized and those programs that do not meet the required level of performance will be more closely monitored to determine the best way to provide assistance, training, etc. to bring the provider’s performance to an acceptable level. 

At this phase, the provider is still not held “financially responsible” for their level of performance.  However, if the additional training and technical assistance does not help improve provider performance, that provider may expect to have additional problems when performance-based contracting is implemented. Additional areas will also be closely monitored at this phase including provider “creaming”, which entails providers only admitting treatment participants that are most likely to allow the program to achieve the required level of performance.  For example Shen (2003) found some providers engaged in activities aimed at attracting less severe clients because these clients were easier to treat and would “improve” their performance. As a result, Shen recommends that regulators and payers (i.e. state and local governments) evaluate programs comprehensively and take this into consideration in addition to adjusting performance measures for client severity level.

In expectation that implementation of performance-based contracting will be the next and final phase of this endeavor, a determination should be made regarding how performance incentive dollars will  be calculated and reimbursed to the programs each month, rather than in a lump sum at the end of a year. It is understood that a close contiguity between behavior and incentives (rewards) is critical to ensuring the success of this process. 

Example from Delaware
· The Delaware Experiment used a three step formula: length of time in treatment, attendance at treatment sessions, and incentive targets are met.
· Completion of the program was operationally defined as active participation in treatment for 60 days, achievement of goals in the treatment plan, and submitting four consecutive urine samples.

· Programs were asked to take clinical (and now financial) responsibility for engaging and retaining patients in the treatment process. 

Phase 4: Additional Tasks to Support the Future Development of Performance-based Contracting

The development and implementation of this final phase will support the development of performance-based contracting.  It will rely heavily upon the successes and lessons learned from the prior phases.  Implementation of performance-based contracting will entail changes to the contracts, the reimbursement/funding system, revisions to the data management system, as well as other changes yet to be determined.  The specifics of this phase are in planning and as such will not be detailed here, however, below are some points obtained from others who have implemented similar systems.
Lessons from others

· Providers are encouraged to try any legitimate set of administrative and clinical procedures they thought might enhance performance; and to share those “best practices” with the other programs. 
· In the Delaware Experiment, McLellan et al. (2008) used both positive incentives (additional dollars) and penalties (loss of base dollars).
· Earned incentives in the Delaware Experiment were given on a monthly basis.

· With the implementation of performance-based contracting, providers who achieve good outcomes could be rewarded with more funding in the fiscal year.
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