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 A lthough the complete rules and regula-

tions for government-driven healthcare 

reform are not yet known, a few inevitable 

realities have emerged:

   New health plan products and incentive pro-

grams will be designed to change the way care 

is delivered and reimbursed.

   Provider organizations (hospitals and medi-

cal groups) will be challenged to accept and 

successfully operate under contracts that 

reward care coordination, cost efficiencies and 

evidence-based care. 

   The new agreements will require providers to 

change their overall contracting strategy to bet-

ter support the larger organizational strategy.

   Aligning contracting and organizational strategy 

may seem daunting, but this article explores 

three fundamental steps that providers can 

initiate to navigate changes in managed care 

contracting and develop a successful contract-

ing strategy. 

Step 1: Determine Which Value-Based Payment 
Models Support Your Organization’s Strategy

Value-based payment methodologies are 
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The most important rule 

of entering into risk-based 

agreements is that providers 

should only accept risk for 

care elements over which 

they have control. 
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under careful study by both the Centers for 

Medicare & Medicaid Services (CMS) and 

commercial payors. As reimbursement 

trends shift from payments based on fee-for-

service (FFS) to a more value-based system, 

risk will shift from payors to providers. The 

first step in developing a successful contract-

ing strategy is to prepare for that shift by 

assessing the architecture, advantages, and 

disadvantages of value-based payment mod-

els to determine which model will help meet 

your organization’s strategic objectives now 

and over time. 

To date, four primary payment models 

are garnering the most attention; Fig. 1 for 

a brief overview.1

PAY FOR PERFORMANCE

P4P is intended to promote adherence to 

evidence-based care and eliminate incen-

tives for performing unnecessary services. 

Unlike traditional FFS models, which tend 

to reward volume, P4P offers a payment 

platform to reimburse providers based on 

achievement of preset quality and perfor-

mance measures. 

Providers were initially slow to adopt 

P4P programs due to concerns about mea-

sure reliability and infrastructure costs. 

However, a recent surge in participation 

resulted from a combination of factors, in-

cluding quality and performance measure 

enhancements, private and public payor 

desires to control costs, and CMS’s wide-

spread promotion of the Physician Quality 

Reporting Initiative (PQRI).

One challenge facing providers entering 

into P4P-based contracts is that the mea-

sures vary from program to program and 

across payors (Fig.2). The measures re-

quire frequent updates to ensure relevan-

cy, and the administrative burden associ-

ated with tracking and reporting on such a 

wide range of measures may outweigh the 

limited dollars that are tied to outcomes. 

BUNDLED PAYMENTS

The term “bundled payment” is typically de-

fined as a payment that encompasses more 

than a discrete patient encounter, including 

global and packaged payments. Global pay-

ments are made to more than one provider 

for all covered services during a specific time 

period. Packaged payments are designed to 

cover specific conditions or care episodes. 

Fig. 3 illustrates both payment types.2

According to the Medicare Payment 

Advisory Commission (MedPAC), bun-

dling all Medicare payments for an epi-

sode of care has the potential to improve 

incentives for providing the right mix 

of services at the right time. Currently, 

CMS is preparing to pilot bundled pay-

ments for eight select conditions begin-

ning in 2013, and any Medicare provider 

will be eligible to apply as long as the 

provider has an appropriate arrange-

ment with an acute care hospital. The 

bundled payment would be made to a 

Medicare provider to cover the costs of 
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at the commercial and federal/state levels, but they share three es-

sential features:6  

   Separate designation as an accountable care entity.

   New payment approaches.

   Increased performance measurement.

By January 2012, the HHS Secretary must establish a Medicare 

Shared Savings Program that promotes accountability for a defined 

patient population. The contractual requirements for participation 

are noted in Fig. 5.  

acute care inpatient and outpatient hospital services, physician 

services, post-acute care, and any rehospitalizations that occur 

during that time period.3  

If the pilot succeeds in reducing costs and increasing quality, the 

Secretary of the U.S. Department of Health and Human Services 

(HHS) would be required to submit an implementation plan in FY 

2016 to become part of Medicare in FY 2018. 

PATIENT-CENTERED MEDICAL HOMES

The National Committee for Quality Assurance (NCQA) defines 

the Patient-Centered Medical Home (PCMH) as a model of care 

in which each patient has an ongoing relationship with a personal 

physician who leads a team that takes collective responsibility for 

patient care.4 Generally, PCMH models provide intensive, primary-

care-oriented patient management – with the use of health IT and 

auxiliary staff such as RNs, pharmacists, nutritionists, and health 

educators. Fig. 4 highlights the differences between the current 

primary care model and the PCMH model.2

The PCMH concept is expanding, as states, payors and providers 

work to control costs through improved care delivery. The Patient 

Centered Primary Care Collaborative reports that 44 states and the 

District of Columbia have passed more than 330 laws relating to 

the medical home or are considering such legislation.5  

Improved outcomes, care efficiency, and patient satisfaction 

reported in initial studies have prompted commercial and gov-

ernment payors to implement pilots throughout the country. In 

fact, CMS announced in November 2010 that the PCMH concept 

will be tested through an eight-state, multi-payor pilot that could 

include up to 1,200 medical homes and serve as many as 1 million 

Medicare beneficiaries.

ACOs & SHARED RISK MODELS

The accountable care organization (ACO) concept is based on the 

principle of improved value for patients with the aim to reward clini-

cal integration and care coordination among multiple providers. 

ACOs are designed to encourage providers to think of themselves 

as a group with a defined patient population, care delivery goals, and 

performance metrics. Various ACO models are under consideration 

Current Model PCMH

Care is episodic and based on illness and  
patient complaints.

Care is coordinated and focused on a long-term healing relationship.

Providers operate in silos with limited 
communication.

A physician-led care team takes responsibility for all patient care needs, arranging for referrals as  
appropriate. Communication among providers and the patient (and family) is continuous.

The patient is a passive participant with limited 
say in treatment.

Patients actively participate in decision making, and patient feedback is sought to ensure that  
expectations are being met.

Practice patterns vary widely according to 
physician preference.

Evidence-based medicine and clinical support tools guide consistent decision making.

Payment is procedure-based, and volume is 
rewarded.

Payment recognizes the value of care management and communication with the patient outside of 
face-to-face visits. Measurable and continuous quality improvements are rewarded. 

FIG. 4 - MODELS OF CARE: DIFFERENCES
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FIG.5 - 

  Agree to become accountable for the quality, cost, and overall care for 
a designated set of Medicare beneficiaries.

  Agree to a minimum 3-year participation period.

  Establish formal management and legal structures that include clinical 
and administrative systems and allow the ACO to receive and distrib-
ute payments for shared savings to participating providers.

  Include PCPs that are sufficient for a minimum of 5,000 Medicare 
FFS beneficiaries.

  Define processes to promote evidence-based medicine, report on 
quality and cost measures, and coordinate care.

  Demonstrate that it meets patient-centered criteria as determined 
by HHS.

These standards require a degree of integration that few health-

care delivery systems currently achieve. Any organization wishing 

to become an ACO must first create a system of care based on op-

timizing healthcare value over production. 

Step 2: Achieve Organizational Interdependence
As ACO and other risk models mature, providers wishing to 

adopt them must demonstrate a high degree of clinical delivery 

and financial integration. Currently, hospitals and physicians align 

through a variety of relationships, such as employment, co-man-

agement and hospital/physician organizations. 

To be sure, an integrated system can be achieved through any one 

FIG. 6 - KEY ATTRIBUTES OF INTEGRATED/
INTERDEPENDENT PROVIDER ORGANIZATIONS

  A physician-governed multispecialty group, closely aligned with the 
network, that has built the culture, systems, and incentives to promote 
value.

  A distributed network of hospitals and ambulatory sites that share 
in the vision of value over production and are organized to balance 
patient desire for access with the prudent use of resources.

  A network of affiliated post-acute care and complementary medi-
cine providers.

  An economic operating model that seeks and manages global pay-
ment risk and links the network together through an enduring and 
mutually exclusive structure.

  A commitment to evidence-based medicine and the ongoing 
pursuit of quality improvement and error-free patient care.

  The sophisticated application of IT to promote information-driven 
care that reflects evidence-based standards and active patient 
management.

  Shared governance to ensure that decisions optimize performance.

  A culture and environment that attracts and retains excellent physi-
cians and staff.

  The ability to deliver a patient experience that is markedly superior 
to the current competitive standard.

  Transformation of physician roles in management across the 
continuum of care.

of these approaches; however, the true hallmark of a successfully in-

tegrated system is interdependence among institutions and practi-

tioners. This interdependence, in turn, facilitates collaboration and 

information sharing with a focus on improved clinical outcomes and 

efficiencies. Key attributes of highly aligned, integrated and interde-

pendent provider organizations are highlighted in Fig. 6.  
Achieving true interdependence takes a significant investment 

of resources and time. Providers must begin solidifying their hos-

pital/physician alignment strategies now in order to be prepared 

to successfully operate under value-based payment arrangements 

in the future.

Step 3: Assess the Financial Impact
As reimbursement trends shift to a more value-based system, 

risk will shift from payors to providers. As such, providers must 

understand all potential financial implications of new reimburse-

ment methodologies. 

This can be accomplished by developing a comprehensive contract 

model that not only includes significant financial terms and adjudica-

tion rules, but accounts for other variables that may affect the organi-

zation’s overall revenue flow. Example variables to incorporate into the 

model include downstream revenue impact of enhanced care man-

agement, incentive structures, risk-sharing structures, distributions, 

payment draws and physician compensation structures. 

The most important rule of entering into risk-based agreements 

is that providers should only accept risk for care elements over 

which they have control. Additionally, providers should structure 

agreements to incrementally increase risk instead of accepting full 

risk from the outset. Providers must be able to track and manage 

their risks, which means increased coordination and communica-

tion with physicians, clinical departments, and payors to ensure 

that data accuracy and transparency are paramount. 
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