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How Do You Control Growing 

Healthcare Spending?
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Typical Solution #2:

Shift Costs to Patients

$ SAVINGS

Higher
Cost-Share &
Deductibles
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Typical Solution #3:

Delay or Deny Care to Patients
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Needed Care
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Results of the Typical Strategies

ÅSmall providers forced out of business

ÅConsolidation of providers to resist cuts in fees

ÅShifts in care to higher-cost settings

ÅIncreases in utilization to offset losses in revenue

ÅPatients avoiding necessary care due to high cost-sharing

ÅLarge increases in health insurance premiums

ÅInability to afford health insurance
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Results of the Typical Strategies

ÅSmall providers forced out of business

ÅConsolidation of providers to resist cuts in fees

ÅShifts in care to higher-cost settings

ÅIncreases in utilization to offset losses in revenue

ÅPatients avoiding necessary care due to high cost-sharing

ÅLarge increases in health insurance premiums
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IS THERE A BETTER WAY?
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The Right Focus: Spending 

That is Unnecessary or Avoidable
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Avoidable Spending Occurs

In All Aspects of Healthcare

NECESSARY
SPENDING

AVOIDABLE
SPENDING

$



10© Center for Healthcare Quality and Payment Reform  www.CHQPR.org

Avoidable Spending Occurs

In All Aspects of Healthcare
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SURGERY
ÅUnnecessary surgery
ÅUse of unnecessarily-expensive implants
ÅInfections and complications of surgery
ÅOveruse of inpatient rehabilitation
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Avoidable Spending Occurs

In All Aspects of Healthcare
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Avoidable Spending Occurs

In All Aspects of Healthcare
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CHRONIC DISEASE
ÅER visits for exacerbations
ÅHospital admissions and readmissions
ÅAmputations, blindness



14© Center for Healthcare Quality and Payment Reform  www.CHQPR.org

The Right Goal: Less Avoidable $, 
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The Right Goal: Less Avoidable $, 

More Necessary $
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Win-Win for Patients & Payers
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Barriers in the Payment System

Create a Win-Lose for Providers
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Barrier #1: No $ or Inadequate $ 

for High-Value Services
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Inadequate Payment for:

ÅServices delivered
outside of face-to-face
visits with clinicians, e.g.,
phone calls, e-mails, etc.

ÅServices delivered by
non-clinicians, e.g., 
nurses, community health
workers, etc.

ÅCommunication between
PCPs and specialists to
manage patient needs

ÅNon-medical services,
e.g., transportation

ÅAdditional time for patients 
with higher intensity needs
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Barrier #2: Avoidable Spending 

May Be Revenue for Providersé
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Revenue Hospitals Depend On
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éAnd When Avoidable Services 

Arenôt Deliveredé
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éProvidersô Revenue 

May Decreaseé
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éBut Fixed Costs Donôt Vanish
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Many Fixed Costs of Services
Remain When Volume Decreases
ÅLeases & staff in physician practice
ÅCosts of hospital emergency room

and other standby services
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éBut Fixed Costs Donôt Vanish

and New Costs May Be Addedé
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Many Fixed Costs of Services
Remain When Volume Decreases
And New Costs May Be Incurred,
ÅCosts of nurse care managers
ÅCosts of unpaid physician services
ÅCosts of collecting quality data
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éLeaving Providers With Losses 

(or Bigger Losses Than Today)
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A Payment Changeisnôt Reform

Unless It Removes the Barriers
BARRIER #1

BARRIER #2
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Critical Access Hospitals Are

Split Between 2 Payment Systems
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Payment
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Cost-Based Reimbursement 

Avoids the Problems With FFS
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FFS
Payment

ÅFlexibility to deliver services patients need

ÅNo loss in margin with fewer services
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But Payers Donôt Want to

Pay Based on Costs
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FFS Payments Donôt Cover 

Hospital Costs at Low Volumes
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Hospitals Seek More FFS Patients 

for Enough Revenue to Cover Cost
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But More FFS Patients Shifts

the Allocation of Costsé
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éWhich Reduces Cost-Based

Reimbursementé
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éAnd May Make the Hospital

Less Strong Financially
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éParticularly With Broader Efforts

to Reduce Avoidable Utilization
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Does ñValue-Based Paymentò

Fix Fee for Service?

FFS
ÅNo payment for 
services that 
will benefit 
patients
ÅLower 
revenues from 
reducing 
avoidable costs

VALUE-
BASED

PAYMENT
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ñValue-Based Paymentò is Mostly 

FFS + Small Bonuses/Penalties

FFS
ÅNo payment for 
services that 
will benefit 
patients
ÅLower 
revenues from 
reducing 
avoidable costs

P4P

FFS
ÅNo payment for 
services that 
will benefit 
patients
ÅLower 
revenues from 
reducing 
avoidable costs

ñValue-Based
Paymentò

ÅHospital Readmission 
Penalties

ÅHospital-Acquired Condition 
Penalties

ÅHospital Value-Based 
Purchasing

ÅPhysician Value-Based 
Modifier
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Small P4P/VBP Bonuses 

Usually Wonôt Offset the Losses
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Providers May Be Penalized for

Having Patients With Higher Needs 

JAMA Intern Med. Published online September 14, 2015. doi:10.1001/jamainternmed.2015.4660
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HHS Announced Goal to Move 

Away From VBP & FFS+P4P

FFS
ÅNo payment for 
services that 
will benefit 
patients
ÅLower 
revenues from 
reducing 
avoidable costs

P4P

FFS
ÅNo payment for 
services that 
will benefit 
patients
ÅLower 
revenues from 
reducing 
avoidable costs

ñValue-Based
Purchasingò

ñAlternative
Payment
Models

Built on a
FFS

Architectureò

FFS

HHS Goal
for 2018

P4P
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CMS ñAlternative Payment Modelsò

Announced To Date
TYPE OF PROVIDER CMS PROGRAM PAYMENT STRUCTURE

Health Systems,
Multi-Specialty Groups,

PHOs, and IPAs

Accountable Care 
Organizations 

(MSSP & Pioneer)

FFS
+

Shared Savings on 
Attributed Total Spending

Primary Care Comprehensive
Primary Care Initiative

FFS 
+

PMPM $ for Attributed Patients
+

Shared Savings on
Attributed Total Spending

(for State or Region)

Specialty Care Oncology Care Model

FFS
+

PMPM $ for Attributed Patients
+

Shared Savings on 
Attributed Total Spending 

(for 6-month window)

Hospitals and 
Post-Acute Care

Comprehensive Care
for Joint Replacement

FFS
+

Bonuses/Penalties on 
Attributed Total Spending
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CMS ñAlternative Payment Modelsò

Donôt Change Current Payments
TYPE OF PROVIDER CMS PROGRAM PAYMENT STRUCTURE

Health Systems,
Multi-Specialty Groups,

PHOs, and IPAs

Accountable Care 
Organizations 

(MSSP & Pioneer)

FFS
+

Shared Savings on 
Attributed Total Spending

Primary Care Comprehensive
Primary Care Initiative

FFS
+

PMPM $ for Attributed Patients
+

Shared Savings on
Attributed Total Spending

(for State or Region)

Specialty Care Oncology Care Model

FFS
+

PMPM $ for Attributed Patients
+

Shared Savings on 
Attributed Total Spending 

(for 6-month window)

Hospitals and 
Post-Acute Care

Comprehensive Care
for Joint Replacement

FFS
+

Hospital Bonuses/Penalties for 
Attributed Total Spending
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éMost Only Provide More $ 

After Other Spending is Reduced
TYPE OF PROVIDER CMS PROGRAM PAYMENT STRUCTURE

Health Systems,
Multi-Specialty Groups,

PHOs, and IPAs

Accountable Care 
Organizations 

(MSSP & Pioneer)

FFS
+

Shared Savings on 
Attributed Total Spending

Primary Care Comprehensive
Primary Care Initiative

FFS
+

PMPM $ for Attributed Patients
+

Shared Savings on
Attributed Total Spending

(for State or Region)

Specialty Care Oncology Care Model

FFS
+

PMPM $ for Attributed Patients
+

Shared Savings on 
Attributed Total Spending 

(for 6-month window)

Hospitals and 
Post-Acute Care

Comprehensive Care
for Joint Replacement

FFS
+

Hospital Bonuses/Penalties for
Attributed Total Spending
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Problems With ñShared Savingsò

ÅProviders receive no upfront resources to improve care 
management for patients

ÅAlready efficient providers receive little or no additional
revenue and may be forced out of business

ÅProviders who have been practicing inefficiently or 
inappropriately are paid more than others

ÅProviders could be rewarded for denying needed care as well 
as by reducing overuse

ÅProviders are placed at risk for costs they cannot control and 
random variation in spending
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Models Hold Individual Providers 

Accountable for Total Cost of Care
TYPE OF PROVIDER CMS PROGRAM PAYMENT STRUCTURE

Health Systems,
Multi-Specialty Groups,

PHOs, and IPAs

Accountable Care 
Organizations 

(MSSP & Pioneer)

FFS
+

Shared Savings on 
Attributed Total Spending

Primary Care Comprehensive
Primary Care Initiative

FFS
+

PMPM $ for Attributed Patients
+

Shared Savings on
Attributed Total Spending

(for State or Region)

Specialty Care Oncology Care Model

FFS
+

PMPM $ for Treated Patients
+

Shared Savings on 
Attributed Total Spending 

(for 6-month window)

Hospitals and 
Post-Acute Care

Comprehensive Care
for Joint Replacement

FFS
+

Hospital Bonuses/Penalties for
Attributed Total Spending
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CMS Wants to Make Each Provider

Accountable for Total Spending
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During
Chemo
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Oncologists

Oncology
Care

Model
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All

Chronic
Disease

Care
and
Care

Related to
Joint

Surgery
After

Discharge

Payments
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Hospitals

Comprehensive
Care for
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Spending 
on
All

Services
the
PCPôs

Patients
Receive

Payments
to
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Comprehensive
Primary Care 

Initiative



47© Center for Healthcare Quality and Payment Reform  www.CHQPR.org

Impact of VBP & CMS APMs on 

Critical Access Hospitals
ÅCAHs not subject directly to Hospital Value-Based Purchasing
ïAffordable Care Act required a demonstration project to do this 

but CMS has not implemented one

ÅResource Use measures for IPPS hospitals could discourage 
use of CAHs
ïIf CAH SNF cost per day is high or if patient is readmitted to the CAH, 

IPPS hospitals could avoid using the CAH for post-acute care services

ÅResource Use measures for physicians could discourage use 
of CAHs
ïSurgeons penalized if patients use higher-cost post-acute care services
ïPCPs penalized if patients are hospitalized at higher-cost hospitals
ïIf CAH cost per day or cost per admission is higher than other 

hospitals, physicians could avoid using the CAH for admissions 
or post-acute care services

ÅShared Savings programs penalize hospitals
ïMost ñsavingsò will come from avoiding hospitalizations
ïLosing less is still losing for the hospital
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MACRA

ÅMACRA (Medicare Access and CHIP Reauthorization Act) 

repealed the Sustainable Growth Rate (SGR) formula that was 

threatening to cut physician payment every year

ÅMACRA created two optional replacements

ïMIPS (Merit-Based Incentive Payment System) ïthe default

ïAPMs (Alternative Payment Models)
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MIPS is P4P on Steroids

MIPS

ñMerit-Based

Incentive

Payment

Systemò

Quality

Resource Use

ñClinical Practice Improvement Activitiesò

EHR ñMeaningful Useò

50% -> 

30%
10% -> 

30%

25%

15%

FFS
+

PQRS
+

MU
+

VBM

$
-4.5%
+x%

FFS
+

PQRS
+

MU
+

VBM

-6%

+x%

FFS
+

PQRS
+

MU
+

VBM

-9%

+x%

FFS
+

PQRS
+

MU
+

VBM

-10%

+x%

FFS
+

MIPS

-4%

+4%

FFS
+

MIPS

-5%

+5%

FFS
+

MIPS

-9%

+9%

FFS
+

MIPS

-9%

+9%

FFS
+

MIPS

-9%

+9%

FFS
+

MIPS

-7%

+7%

2015 2016 2017 2018 2019 2020 2021 2022 2023 2024
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Docs Will Be Rewarded for Using

Fewer and Lower-Cost Services

Quality

Resource Use

ñClinical Practice Improvement Activitiesò

EHR ñMeaningful Useò

50% -> 

30%
10% -> 

30%

25%

15%

PhysiciansôPay Will

Be Based on 

Total Cost of Care

For their Patients

FFS
+
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+

MU
+

VBM

$
-4.5%
+x%

FFS
+

PQRS
+
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+

VBM

-6%

+x%

FFS
+

PQRS
+

MU
+

VBM

-9%

+x%

FFS
+

PQRS
+

MU
+

VBM

-10%

+x%

FFS
+

MIPS

-4%

+4%

FFS
+

MIPS

-5%

+5%

FFS
+

MIPS

-9%

+9%

FFS
+

MIPS

-9%

+9%

FFS
+

MIPS

-9%

+9%

FFS
+

MIPS

-7%

+7%

2015 2016 2017 2018 2019 2020 2021 2022 2023 2024
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Critical Access Hospitals 

Could Be Harmed by MIPS

ÅQuality Measures

ïSmall volumes of patients and safety net services could make 

quality measures for physicians look poor compared to those at other 

hospitals

ÅResource Use Measures

ïSurgeons will be penalized if their patients use higher-cost post-acute 

care services

ïPrimary care physicians will be penalized if their patients are 

hospitalized at higher-cost hospitals

ïIf CAH cost per day or cost per admission is higher than other 

hospitals, physicians could avoid using the CAH for admissions 

or post-acute care services
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MACRA Encourages ñAPMsò

ÅMACRA (Medicare Access and CHIP Reauthorization Act) 

repealed the Sustainable Growth Rate (SGR) formula that was 

threatening to cut physician payment every year

ÅMACRA created two optional replacements

ïMIPS (Merit-Based Incentive Payment System) ïthe default

ïAPMs (Alternative Payment Models)

ÅPhysicians are encouraged to participate in approved 
Alternative Payment Models at a minimum level:
ïThey are exempt from MIPS

ïThey receive a 5% lump sum bonus

ïThey receive a higher annual update (increase) in their FFS revenues

ïThey receive the benefits of participating in the APM

ÅMACRA specifically encourages the creation of 
ñphysician-focused payment modelsò
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Why Should Hospitals Care 

About APMs?

ÅIf you employ your physicians

ïYour revenues will be affected by MIPS

ïYour revenues will be helped by 5% bonuses and higher updates

ÅIf you donôt employ your physicians

ïPhysicians wonôt want to work in the community if they canôt participate 

in Alternative Payment Models

ïIf physicians participate in APMs without the hospital as a partner, the 

hospital could lose significant revenue, because the biggest opportunity 

for savings in many APMs will come from reducing ED visits, avoidable 

hospitalizations, and unnecessary/unnecessarily-expensive post-acute 

care
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Most APMs Are Bad Because 

Payers Design Them

HOW PAYMENT REFORMS ARE DESIGNED TODAY 

Medicare and

Health Plans

Define

Payment Systems

Providers Have

To Change Care

to Align With

Payment Systems

Patients and

Providers

May Not

Come Out Ahead
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First Design How to Deliver Care,

Then the Payment to Support It

Medicare and

Health Plans

Define

Payment Systems

Providers Have

To Change Care

to Align With

Payment Systems

Patients and

Providers

May Not

Come Out Ahead

Providers 

Redesign Care

and Identify

Payment Barriers

Payers Change

Payment to 

Support 

Redesigned Care

Patients Get 

Better Care and

Providers Stay

Financially Viable

THE RIGHT WAY TO DESIGN PAYMENT REFORMS 

HOW PAYMENT REFORMS ARE DESIGNED TODAY 
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CMS ñComprehensive

Care for Joint Replacementò

PATIENT
Hospital Costs

for Surgery
Post-Acute Care
(IRF, SNF, HH)Readmits

EPISODE PAYMENT FOR SURGERIES
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Principal Goal of CMS Proposal

Is Reducing Post-Acute Care Cost

PATIENT
Hospital Costs

for Surgery
Post-Acute Care
(IRF, SNF, HH)Readmits

Hospital Costs
for Surgery

Post-Acute 
CareReadmits SAVINGS

EPISODE PAYMENT FOR SURGERIES
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Proposed Structure Encourages

Lower Spending, Not Better Care

PATIENT
Hospital Costs

for Surgery
Post-Acute Care
(IRF, SNF, HH)Readmits

Hospital Costs
for Surgery

Post-Acute 
CareReadmits SAVINGS

EPISODE PAYMENT FOR SURGERIES

ÅNo risk adjustment ïtarget spending amount is the same for 
high-risk, poor functional status patients as low-risk patients

ÅNo flexibility to deliver different types of post-acute care or
to be paid differently ïno change in current payment systems
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Hospitals at Risk for Total Cost

With Everyone Still Paid the Same

PATIENT
Hospital Costs

for Surgery
Post-Acute Care
(IRF, SNF, HH)Readmits

CMS

Hospital

Physicians
and

Post-Acute
Care

Hospital Costs
for Surgery

Post-Acute 
CareReadmits SAVINGS

EPISODE PAYMENT FOR SURGERIES

ÅNo risk adjustment ïtarget spending amount is the same for 
high-risk, poor functional status patients as low-risk patients

ÅNo flexibility to deliver different types of post-acute care or
to be paid differently ïno change in current payment systems

ÅHospital is at risk for higher post-acute care spending
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Over Time, CMS Keeps More of 

the Savings, If There Are Any

PATIENT
Hospital Costs

for Surgery
Post-Acute Care
(IRF, SNF, HH)Readmits

Hospital Costs
for Surgery

Post-Acute 
CareReadmits SAVINGS

EPISODE PAYMENT FOR SURGERIES

CMS

Hospital

ÅNo risk adjustment ïtarget spending amount is the same for 
high-risk, poor functional status patients as low-risk patients

ÅNo flexibility to deliver different types of post-acute care or
to be paid differently ïno change in current payment systems

ÅHospital is at risk for higher post-acute care spending

ÅTarget spending is reduced every year to match lower 
FFS spending

Physicians
and

Post-Acute
Care
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If There Are Fewer Surgeries,

CMS Keeps ALL of the Savings

PATIENT
Hospital Costs

for Surgery
Post-Acute Care
(IRF, SNF, HH)Readmits

Hospital Costs
for Surgery

Post-Acute 
CareReadmits SAVINGS

EPISODE PAYMENT FOR SURGERIES

CMS

Hospital

Non-Surg.
Treatment SAVINGS

Physicians
and

Post-Acute
Care
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Critical Access Hospitals 

Could Be Harmed by CJR

ÅHospitals will be penalized if their patients use higher-cost 

post-acute care services

ÅIf CAH cost per SNF/swing day is higher than other hospitals, 

CJR hospitals could avoid using the CAH for post-acute care 

services
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The Starting Point:  What Services 

Does a Community Need?
COMMUNITY HEALTH CARE SERVICES

DELIVERY OF CARE
TO

MAINTAIN HEALTH

DELIVER OF CARE 
FOR MGT OF

CHRONIC DISEASE

DELIVERY OF CARE
FOR SERIOUS

ACUTE CONDITIONS
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Core to All Elements of Service

is Strong Primary Care
COMMUNITY HEALTH CARE SERVICES

ÅPrompt, Accurate
Diagnosis
ÅShared Decision-Making
About Treatment

ÅPreventive Care
ÅTreatment of Minor 
Acute Conditions

DELIVERY OF CARE
TO

MAINTAIN HEALTH

DELIVER OF CARE 
FOR MGT OF

CHRONIC DISEASE

DELIVERY OF CARE
FOR SERIOUS

ACUTE CONDITIONS

ÅManagement of
Chronic Disease
ÅIntegrated Behavioral
Health Care

High-Quality Primary Care
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Communities Need Ready Access

to ED and Diagnostic Services

ÅRapid, 
Accurate
Diagnosis

ÅLow-Cost
Treatment

ÅEfficient
24/7 Care

ÅRapid
Response to
Emergency

COMMUNITY HEALTH CARE SERVICES

ÅPrompt, Accurate
Diagnosis
ÅShared Decision-Making
About Treatment

DELIVERY OF CARE
TO

MAINTAIN HEALTH

DELIVER OF CARE 
FOR MGT OF

CHRONIC DISEASE

DELIVERY OF CARE
FOR SERIOUS

ACUTE CONDITIONS

ÅManagement of
Chronic Disease
ÅIntegrated Behavioral
Health Care

High-Quality Primary Care

Urgent & Emergency  Care

Outpatient Services

ÅPreventive Care
ÅTreatment of Minor 
Acute Conditions
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Coordinated Care for Acute Issues 

Locally and at Referral Centers

ÅRapid, 
Accurate
Diagnosis

ÅLow-Cost
Treatment

ÅEfficient
24/7 Care

ÅRapid
Response to
Emergency

ÅEffective Treatment
and Post-Acute Care
for Major Acute
Conditions

COMMUNITY HEALTH CARE SERVICES

ÅPrompt, Accurate
Diagnosis
ÅShared Decision-Making
About Treatment

DELIVERY OF CARE
TO

MAINTAIN HEALTH

DELIVER OF CARE 
FOR MGT OF

CHRONIC DISEASE

DELIVERY OF CARE
FOR SERIOUS

ACUTE CONDITIONS

ÅManagement of
Chronic Disease
ÅIntegrated Behavioral
Health Care

High-Quality Primary Care

Urgent & Emergency  Care

Outpatient Services

Inpatient Admissions

SNF/Home Health

ÅPreventive Care
ÅTreatment of Minor 
Acute Conditions
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Chronic Disease Management

May Require Some Inpatient Care

ÅRapid, 
Accurate
Diagnosis

ÅLow-Cost
Treatment

ÅEfficient
24/7 Care

ÅRapid
Response to
Emergency

ÅEffective Treatment
and Post-Acute Care
for Major Acute
Conditions

ÅCare for
Chronic
Disease
Exacerb.

COMMUNITY HEALTH CARE SERVICES

ÅPrompt, Accurate
Diagnosis
ÅShared Decision-Making
About Treatment

DELIVERY OF CARE
TO

MAINTAIN HEALTH

DELIVER OF CARE 
FOR MGT OF

CHRONIC DISEASE

DELIVERY OF CARE
FOR SERIOUS

ACUTE CONDITIONS

ÅManagement of
Chronic Disease
ÅIntegrated Behavioral
Health Care

High-Quality Primary Care

Inpatient Admissions

SNF/Home Health

Urgent & Emergency  Care

Outpatient Services

ÅPreventive Care
ÅTreatment of Minor 
Acute Conditions
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Long-Term Care and End-of-Life

Care in Home or Community

Long-Term
Care/

Hospice

ÅRapid, 
Accurate
Diagnosis

ÅLow-Cost
Treatment

ÅEfficient
24/7 Care

ÅRapid
Response to
Emergency

ÅEffective Treatment
and Post-Acute Care
for Major Acute
Conditions

ÅCare for
Chronic
Disease
Exacerb.

COMMUNITY HEALTH CARE SERVICES

ÅAdequate
Support for
Long-Term &
End-of-Life
Care

ÅPrompt, Accurate
Diagnosis
ÅShared Decision-Making
About Treatment

DELIVERY OF CARE
TO

MAINTAIN HEALTH

DELIVER OF CARE 
FOR MGT OF

CHRONIC DISEASE

DELIVERY OF CARE
FOR SERIOUS

ACUTE CONDITIONS

High-Quality Primary Care

Inpatient Admissions

SNF/Home Health

Urgent & Emergency  Care

ÅManagement of
Chronic Disease
ÅIntegrated Behavioral
Health Care

Outpatient Services

ÅPreventive Care
ÅTreatment of Minor 
Acute Conditions
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Payment Systems Will Differ

By Type of Service

Long-Term
Care/

Hospice

COMMUNITY HEALTH CARE SERVICES

DELIVERY/PAYMENT
FOR CARE TO

MAINTAIN HEALTH

DELIVERY/PAYMENT 
FOR MGT OF

CHRONIC DISEASE

DELIVERY/PAYMENT
FOR SERIOUS

ACUTE CONDITIONS

MEDICAL HOMES
AND

POPULATION-BASED 
PAYMENT

CONDITION-BASED 
PAYMENT

CONDITION-BASED
PAYMENT

+
EPISODE PAYMENT

High-Quality Primary Care

Inpatient Admissions

SNF/Home Health

Urgent & Emergency  Care

Outpatient Services
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How Should We Pay for

Good Emergency Care?
COMMUNITY HEALTH CARE SERVICES

DELIVERY/PAYMENT
FOR CARE TO

MAINTAIN HEALTH

DELIVERY/PAYMENT 
FOR MGT OF

CHRONIC DISEASE

DELIVERY/PAYMENT
FOR TREATING

ACUTE CONDITIONS

MEDICAL HOMES
AND

POPULATION-BASED 
PAYMENT

CONDITION-BASED 
PAYMENT

CONDITION-BASED
PAYMENT

+
EPISODE PAYMENT

Long-Term
Care/

Hospice

High-Quality Primary Care

Inpatient Admissions

SNF/Home Health

Urgent & Emergency  Care

Outpatient Services
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Hypothetical Community and

Its Hypothetical CAH ED
30,000 community residents
Å 9,000 Medicare beneficiaries

Å 500 ED visits/1000 =
4,500 annual visits

Å Visits paid @ 101% cost

Å 4,500 Medicaid clients

Å 380 ED visits/1000 =
1,700 annual visits

Å Visits paid @ 101% cost

Å 16,500 residents with
commercial insurance

Å 200 ED Visits/1000 =
3,300 annual visits

Å Visits paid w/ fee per visit
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Hypothetical Community and

Its Hypothetical CAH ED
30,000 community residents
Å 9,000 Medicare beneficiaries

Å 500 ED visits/1000 =
4,500 annual visits

Å Visits paid @ 101% cost

Å 4,500 Medicaid clients

Å 380 ED visits/1000 =
1,700 annual visits

Å Visits paid @ 101% cost

Å 16,500 residents with
commercial insurance

Å 200 ED Visits/1000 =
3,300 annual visits

Å Visits paid w/ fee per visit
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Hypothetical Community and

Its Hypothetical CAH ED
30,000 community residents
Å 9,000 Medicare beneficiaries

Å 500 ED visits/1000 =
4,500 annual visits

Å Visits paid @ 101% cost

Å 4,500 Medicaid clients

Å 380 ED visits/1000 =
1,700 annual visits

Å Visits paid @ 101% cost

Å 16,500 residents with
commercial insurance

Å 200 ED Visits/1000 =
3,300 annual visits

Å Visits paid w/ fee per visit
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Cost-Based Reimbursement

for Medicare & Medicaid Visits
CURRENT PAYMENTS

$ # Pts Total $

Cost-Based Pmt

Cost + 1% 6,200 ?

30,000 community residents
Å 9,000 Medicare beneficiaries

Å 500 ED visits/1000 =
4,500 annual visits

Å Visits paid @ 101% cost

Å 4,500 Medicaid clients

Å 380 ED visits/1000 =
1,700 annual visits

Å Visits paid @ 101% cost

Å 16,500 residents with
commercial insurance

Å 200 ED Visits/1000 =
3,300 annual visits

Å Visits paid w/ fee per visit
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Commercial Payments

Based on Number of Visits
CURRENT PAYMENTS

$ # Pts Total $

Cost-Based Pmt

Cost + 1% 6,200 ?

Fee for Service

Pay per visit $650 3,300 $2,145,000

Total Revenue 9,500 ?

30,000 community residents
Å 9,000 Medicare beneficiaries

Å 500 ED visits/1000 =
4,500 annual visits

Å Visits paid @ 101% cost

Å 4,500 Medicaid clients

Å 380 ED visits/1000 =
1,700 annual visits

Å Visits paid @ 101% cost

Å 16,500 residents with
commercial insurance

Å 200 ED Visits/1000 =
3,300 annual visits

Å Visits paid w/ fee per visit
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Cost of Operating ED

CURRENT PAYMENTS

$ # Pts Total $

Cost-Based Pmt

Cost + 1% 6,200 ?

Fee for Service

Pay per visit $650 3,300 $2,145,000

Total Revenue 9,500 ?

Costs

Fixed (75%) $4,275,000

Variable (25%) $225 9,500 $1,425,000

Total Costs $600 9,500 $5,700,000

30,000 community residents
Å 9,000 Medicare beneficiaries

Å 500 ED visits/1000 =
4,500 annual visits

Å Visits paid @ 101% cost

Å 4,500 Medicaid clients

Å 380 ED visits/1000 =
1,700 annual visits

Å Visits paid @ 101% cost

Å 16,500 residents with
commercial insurance

Å 200 ED Visits/1000 =
3,300 annual visits

Å Visits paid w/ fee per visit

Emergency Department Cost
Å $5.7 million annual budget

Å 75% Fixed/25% Variable

Å Average $600 cost/visit today



77© Center for Healthcare Quality and Payment Reform  www.CHQPR.org

Cost Reimbursement for

2/3 of ED Costs
CURRENT PAYMENTS

$ # Pts Total $

Cost-Based Pmt

Cost + 1% 6,200 $3,757,200

Fee for Service

Pay per visit $650 3,300 $2,145,000

Total Revenue 9,500 $5,902,200

Costs

Fixed (75%) $4,275,000

Variable (25%) $225 9,500 $1,425,000

Total Costs $600 9,500 $5,700,000

30,000 community residents
Å 9,000 Medicare beneficiaries

Å 500 ED visits/1000 =
4,500 annual visits

Å Visits paid @ 101% cost

Å 4,500 Medicaid clients

Å 380 ED visits/1000 =
1,700 annual visits

Å Visits paid @ 101% cost

Å 16,500 residents with
commercial insurance

Å 200 ED Visits/1000 =
3,300 annual visits

Å Visits paid w/ fee per visit

Emergency Department Cost
Å $5.7 million annual budget

Å 75% Fixed/25% Variable

Å Average $600 cost/visit today
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ED Has a (Small) Positive Margin

CURRENT PAYMENTS

$ # Pts Total $

Cost-Based Pmt

Cost + 1% 6,200 $3,757,200

Fee for Service

Pay per visit $650 3,300 $2,145,000

Total Revenue 9,500 $5,902,200

Costs

Fixed (75%) $4,275,000

Variable (25%) $225 9,500 $1,425,000

Total Costs $600 9,500 $5,700,000

Margin $202,200

30,000 community residents
Å 9,000 Medicare beneficiaries

Å 500 ED visits/1000 =
4,500 annual visits

Å Visits paid @ 101% cost

Å 4,500 Medicaid clients

Å 380 ED visits/1000 =
1,700 annual visits

Å Visits paid @ 101% cost

Å 16,500 residents with
commercial insurance

Å 200 ED Visits/1000 =
3,300 annual visits

Å Visits paid w/ fee per visit

Emergency Department Cost
Å $5.7 million annual budget

Å 75% Fixed/25% Variable

Å Average $600 cost/visit today
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What Happens if ED Use 

Decreases by 15%?
CURRENT PAYMENTS CHANGE IN ED USE

$ # Pts Total $ $ # Pts Total $ Chg

Cost-Based Pmt

Cost + 1% 6,200 $3,757,200 5,300

Fee for Service

Pay per visit $650 3,300 $2,145,000 2,800

Total Revenue 9,500 $5,902,200 8,100

Costs

Fixed (75%) $4,275,000

Variable (25%) $225 9,500 $1,425,000

Total Costs $600 9,500 $5,700,000 8,100

Margin $202,200



80© Center for Healthcare Quality and Payment Reform  www.CHQPR.org

Fee-Based Revenue 

Decreases by 15%
CURRENT PAYMENTS CHANGE IN ED USE

$ # Pts Total $ $ # Pts Total $ Chg

Cost-Based Pmt

Cost + 1% 6,200 $3,757,200 5,300

Fee for Service

Pay per visit $650 3,300 $2,145,000 2,800 $1,820,000 -15%

Total Revenue 9,500 $5,902,200 8,100

Costs

Fixed (75%) $4,275,000

Variable (25%) $150 9,500 $1,425,000

Total Costs $600 9,500 $5,700,000 8,100

Margin $202,200
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Fixed Cost Stays the Same

CURRENT PAYMENTS CHANGE IN ED USE

$ # Pts Total $ $ # Pts Total $ Chg

Cost-Based Pmt

Cost + 1% 6,200 $3,757,200 5,300

Fee for Service

$650/visit $650 3,300 $2,145,000 2,800 $1,820,000 -15%

Total Revenue 9,500 $5,902,200 8,100

Costs

Fixed (75%) $4,275,000 $4,275,000 0%

Variable (25%) $150 9,500 $1,425,000

Total Costs $600 9,500 $5,700,000 8,100

Margin $202,200



82© Center for Healthcare Quality and Payment Reform  www.CHQPR.org

Variable Cost Decreases by 15%

CURRENT PAYMENTS CHANGE IN ED USE

$ # Pts Total $ $ # Pts Total $ Chg

Cost-Based Pmt

Cost + 1% 6,200 $3,757,200 5,300

Fee for Service

$650/visit $650 3,300 $2,145,000 2,800 $1,820,000 -15%

Total Revenue 9,500 $5,902,200 8,100

Costs

Fixed (75%) $4,275,000 $4,275,000 0%

Variable (25%) $150 9,500 $1,425,000 $150 8,100 $1,215,000 -15%

Total Costs $600 9,500 $5,700,000 8,100

Margin $202,200
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Total Cost Decreases by 4%

CURRENT PAYMENTS CHANGE IN ED USE

$ # Pts Total $ $ # Pts Total $ Chg

Cost-Based Pmt

Cost + 1% 6,200 $3,757,200 5,300

Fee for Service

$650/visit $650 3,300 $2,145,000 2,800 $1,820,000 -15%

Total Revenue 9,500 $5,902,200 8,100

Costs

Fixed (75%) $4,275,000 $4,275,000 -0%

Variable (25%) $150 9,500 $1,425,000 $150 8,100 $1,215,000 -15%

Total Costs $600 9,500 $5,700,000 8,100 $5,490,000 -4%

Margin $202,200
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Cost-Based Reimbursement

Decreases by 3.4%
CURRENT PAYMENTS CHANGE IN ED USE

$ # Pts Total $ $ # Pts Total $ Chg

Cost-Based Pmt

Cost + 1% 6,200 $3,757,200 5,300 $3,628,144 -3.4%

Fee for Service

$650/visit $650 3,300 $2,145,000 2,800 $1,820,000 -15%

Total Revenue 9,500 $5,902,200 8,100

Costs

Fixed (75%) $4,275,000 $4,275,000

Variable (25%) $150 9,500 $1,425,000 $150 8,100 $1,215,000

Total Costs $600 9,500 $5,700,000 8,100 $5,490,000 -4%

Margin $202,200
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Total Revenue Decreases by 8%

CURRENT PAYMENTS CHANGE IN ED USE

$ # Pts Total $ $ # Pts Total $ Chg

Cost-Based Pmt

Cost + 1% 6,200 $3,757,200 5,300 $3,628,144 -3.4%

Fee for Service

$650/visit $650 3,300 $2,145,000 2,800 $1,820,000 -15%

Total Revenue 9,500 $5,902,200 8,100 $5,448.144 -8%

Costs

Fixed (75%) $4,275,000 $4,275,000

Variable (25%) $150 9,500 $1,425,000 $150 8,100 $1,215,000

Total Costs $600 9,500 $5,700,000 8,100 $5,490,000 -4%

Margin $202,200
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Hospital Now Is Losing Money

CURRENT PAYMENTS CHANGE IN ED USE

$ # Pts Total $ $ # Pts Total $ Chg

Cost-Based Pmt

Cost + 1% 6,200 $3,757,200 5,300 $3,628,144 -3.4%

Fee for Service

$650/visit $650 3,300 $2,145,000 2,800 $1,820,000 -15%

Total Revenue 9,500 $5,902,200 8,100 $5,448.144 -8%

Costs

Fixed (75%) $4,275,000 $4,275,000

Variable (25%) $150 9,500 $1,425,000 $150 8,100 $1,215,000

Total Costs $600 9,500 $5,700,000 8,100 $5,490,000 -4%

Margin $202,200 ($41,856) -121%
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If ED Admissions Increase by 10%,

ED Profit Nearly Doubles
CURRENT PAYMENTS CHANGE IN ED USE

$ # Pts Total $ $ # Pts Total $ Chg

Cost-Based Pmt

Cost + 1% 6,200 $3,757,200 6,820 $3,851,130 +2.5%

Fee for Service

$650/visit $650 3,300 $2,145,000 3,630 $2,359,500 +10%

Total Revenue 9,500 $5,902,200 10.450 $6,210,630 +5.2%

Costs

Fixed (75%) $4,275,000 $4,275,000

Variable (25%) $150 9,500 $1,425,000 $150 10,450 $1,567,500

Total Costs $600 9,500 $5,700,000 10,450 $5,842,500 +2.5%

Margin $202,200 $368,130 +82%
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Is It Any Wonder Most Hospitals

Encourage Use of the ER?
CURRENT PAYMENTS CHANGE IN ED USE

$ # Pts Total $ $ # Pts Total $ Chg

Cost-Based Pmt

Cost + 1% 6,200 $3,757,200 6,820 $3,851,130 +2.5%

Fee for Service

$650/visit $650 3,300 $2,145,000 3,630 $2,359,500 +10%

Total Revenue 9,500 $5,902,200 10.450 $6,210,630 +5.2%

Costs

Fixed (75%) $4,275,000 $4,275,000

Variable (25%) $150 9,500 $1,425,000 $150 10,450 $1,567,500

Total Costs $600 9,500 $5,700,000 10,450 $5,842,500 +2.5%

Margin $202,200 $368,130 +82%
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Is It Any Wonder Most Hospitals

Encourage Use of the ER?
CURRENT PAYMENTS CHANGE IN ED USE

$ # Pts Total $ $ # Pts Total $ Chg

Cost-Based Pmt

Cost + 1% 6,200 $3,757,200 6,820 $3,851,130 +2.5%

Fee for Service

$650/visit $650 3,300 $2,145,000 3,630 $2,359,500 +10%

Total Revenue 9,500 $5,902,200 10.450 $6,210,630 +5.2%

Costs

Fixed (75%) $4,275,000 $4,275,000

Variable (25%) $150 9,500 $1,425,000 $150 10,450 $1,567,500

Total Costs $600 9,500 $5,700,000 10,450 $5,842,500 +2.5%

Margin $202,200 $368,130 +82%

IS THERE

A BETTER WAY

TO PAY HOSPITALS

FOR EMERGENCY 

DEPARTMENTS?
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What If We Paid Based on the 

Population, Not (Just) the Visits?
CURRENT PAYMENTS

$ # Pts Total $

Cost-Based Pmt

Cost + 1% 6,200 $3,757,200

Fee for Service

Pay Per Visit $650 3,300 $2,145,000

Total Revenue 9,500 $5,902,200

Costs

Fixed (75%) $4,275,000

Variable (25%) $150 9,500 $1,425,000

Total Costs $600 9,500 $5,700,000

Margin $202,200

30,000 community residents
Å 9,000 Medicare beneficiaries

Å 500 ED visits/1000 =
4,500 annual visits

Å Population + Fee/Visit

Å 4,500 Medicaid clients

Å 380 ED visits/1000 =
1,700 annual visits

Å Population + Fee/Visit

Å 16,500 residents with
commercial insurance

Å 200 ED Visits/1000 =
3,300 annual visits

Å Population + Fee/Visit

Emergency Department Cost
Å $5.7 million annual budget

Å 75% Fixed/25% Variable

Å Average $600 cost/visit today
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What If We Paid Based on the 

Population, Not (Just) the Visits?
CURRENT PAYMENTS

$ # Pts Total $

Cost-Based Pmt

Cost + 1% 6,200 $3,757,200

Fee for Service

Pay Per Visit $650 3,300 $2,145,000

Total Revenue 9,500 $5,902,200

Costs

Fixed (75%) $4,275,000

Variable (25%) $150 9,500 $1,425,000

Total Costs $600 9,500 $5,700,000

Margin $202,200

30,000 community residents
Å 9,000 Medicare beneficiaries

Å 500 ED visits/1000 =
4,500 annual visits

Å Population + Fee/Visit

Å 4,500 Medicaid clients

Å 380 ED visits/1000 =
1,700 annual visits

Å Population + Fee/Visit

Å 16,500 residents with
commercial insurance

Å 200 ED Visits/1000 =
3,300 annual visits

Å Population + Fee/Visit

Emergency Department Cost
Å $5.7 million annual budget

Å 75% Fixed/25% Variable

Å Average $600 cost/visit today

Itôs How We Pay 
for Other 
Community 
Assets:

ÅAmbulance 
Services

ÅFire 
Departments

ÅLibraries
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Pay Per Member for Residents of 

Community + Low Per Visit Fee
CURRENT PAYMENTS NEW PAYMENT MODEL

$ # Pts Total $ $ # Pts Total $ Chg

Cost-Based Pmt

Pay per Visit 6,200 $3,757,200 $150 6,200 $930,000

$ Per Member $210 13,500 $2,835,000

Total Public $3,757,200 $3,765,000 0%

Fee for Service

Pay per Visit $650 3,300 $2,145,000

$/Member

$2,145,000

Total Revenue 9,500 $5,902,200

Costs

Fixed (75%) $4,275,000

Variable (25%) $150 9,500 $1,425,000

Total Costs $600 9,500 $5,700,000

Margin $202,200
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Private Payers Also Pay 

Per Member and Per Visit
CURRENT PAYMENTS NEW PAYMENT MODEL

$ # Pts Total $ $ # Pts Total $ Chg

Cost-Based Pmt

Pay per Visit 6,200 $3,757,200 $150 6,200 $930,000

$ Per Member $210 13,500 $2,835,000

Total Public $3,757,200 $3,765,000 0%

Fee for Service

Pay per Visit $650 3,300 $2,145,000 150 3,300 $495,000

$/Member $100 16,500 $1,650,000

Total Private $2,145,000 $2,145,000 0%

Total Revenue 9,500 $5,902,200

Costs

Fixed (75%) $4,275,000

Variable (25%) $150 9,500 $1,425,000

Total Costs $600 9,500 $5,700,000

Margin $202,200
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Same Revenue As Before, 

But Generated Differently
CURRENT PAYMENTS NEW PAYMENT MODEL

$ # Pts Total $ $ # Pts Total $ Chg

Cost-Based Pmt

Pay per Visit 6,200 $3,757,200 $150 6,200 $930,000

$ Per Member $210 13,500 $2,835,000

Total Public $3,757,200 $3,765,000 0%

Fee for Service

Pay per Visit $650 3,300 $2,145,000 150 3,300 $495,000

$/Member $100 16,500 $1,650,000

Total Private $2,145,000 $2,145,000 0%

Total Revenue 9,500 $5,902,200 9,500 $5,910,000 0%

Costs

Fixed (75%) $4,275,000

Variable (25%) $150 9,500 $1,425,000

Total Costs $600 9,500 $5,700,000

Margin $202,200
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Same Positive Margin as Before

CURRENT PAYMENTS NEW PAYMENT MODEL

$ # Pts Total $ $ # Pts Total $ Chg

Cost-Based Pmt

Pay per Visit 6,200 $3,757,200 $150 6,200 $930,000

$ Per Member $210 13,500 $2,835,000

Total Public $3,757,200 $3,765,000 0%

Fee for Service

Pay per Visit $650 3,300 $2,145,000 150 3,300 $495,000

$/Member $100 16,500 $1,650,000

Total Private $2,145,000 $2,145,000 0%

Total Revenue 9,500 $5,902,200 9,500 $5,910,000 0%

Costs

Fixed (75%) $4,275,000 $4,275,000

Variable (25%) $150 9,500 $1,425,000 $150 9,500 $1,425,000

Total Costs $600 9,500 $5,700,000 $600 9,500 $5,700,000

Margin $202,200 $210,000
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Would This Change the Incentives?

NEW PAYMENT MODEL NEW PAYMENT MODEL

$ # Pts Total $ $ # Pts Total $ Chg

Public Payer

Per Visit $150 6,200 $930,000 $150 6,200 $930,000

Per Beneficiary $210 13,500 $2,835,000 $210 13,500 $2,835,000

Total Revenues $3,765,000 $3,765,000 0%

Private Payer

Per Visit 150 3,300 $495,000 150 3,300 $495,000

Per Member $100 16,500 $1,650,000 $100 16,500 $1,650,000

Total Revenues $2,145,000 $2,145,000 0%

Total Revenue 9,500 $5,910,000 9,500 $5,910,000 0%

Costs

Fixed (75%) $4,275,000 $4,275,000

Variable (25%) $150 9,500 $1,425,000 $150 9,500 $1,425,000

Total Costs $600 9,500 $5,700,000 $600 9,500 $5,700,000 0%

Margin $210,000 $210,000 0%
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What Happens Under This Model

If ED Visits Decrease by 15%?
NEW PAYMENT MODEL CHANGE IN VISITS

$ # Pts Total $ $ # Pts Total $ Chg

Public Payer

Per Visit $150 6,200 $930,000 5,300

Per Beneficiary $210 13,500 $2,835,000

Total Revenues $3,765,000

Private Payer

Per Visit $150 3,300 $495,000 2,800

Per Member $100 16,500 $1,650,000

Total Revenues $2,145,000

Total Revenue 9,500 $5,910,000

Costs

Fixed (75%) $4,275,000

Variable (25%) $150 9,500 $1,425,000

Total Costs $600 9,500 $5,700,000

Margin $210,000
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Visit-Based Payments Decrease,

But Population Payments Donôt
NEW PAYMENT MODEL CHANGE IN VISITS

$ # Pts Total $ $ # Pts Total $ Chg

Public Payer

Per Visit $150 6,200 $930,000 $150 5,300 $795,000 -15%

Per Beneficiary $210 13,500 $2,835,000 $210 13,500 $2,835,000 -0%

Total Revenues $3,765,000

Private Payer

Per Visit $150 3,300 $495,000 $150 2,800 $420,000 -15%

Per Member $100 16,500 $1,650,000 $100 16,500 $1,650,000 -0%

Total Revenues $2,145,000

Total Revenue 9,500 $5,910,000

Costs

Fixed (75%) $4,275,000

Variable (25%) $150 9,500 $1,425,000

Total Costs $600 9,500 $5,700,000

Margin $210,000
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Hospital Revenue 

Decreases by 4%, Not 15%
NEW PAYMENT MODEL CHANGE IN VISITS

$ # Pts Total $ $ # Pts Total $ Chg

Public Payer

Per Visit $150 6,200 $930,000 $150 5,300 $795,000 -15%

Per Beneficiary $210 13,500 $2,835,000 $210 13,500 $2,835,000 -0%

Total Revenues $3,765,000 $3,630,000 -4%

Private Payer

Per Visit $150 3,300 $495,000 $150 2,800 $420,000 -15%

Per Member $100 16,500 $1,650,000 $100 16,500 $1,650,000 -0%

Total Revenues $2,145,000 $2,070,000 -4%

Total Revenue 9,500 $5,910,000 $5,700,000 -4%

Costs

Fixed (75%) $4,275,000

Variable (25%) $150 9,500 $1,425,000

Total Costs $600 9,500 $5,700,000

Margin $210,000
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Hospital Costs Decrease in 

Proportion to Visit-Based Payment
NEW PAYMENT MODEL CHANGE IN VISITS

$ # Pts Total $ $ # Pts Total $ Chg

Public Payer

Per Visit $150 6,200 $930,000 $150 5,300 $795,000 -15%

Per Beneficiary $210 13,500 $2,835,000 $210 13,500 $2,835,000 -0%

Total Revenues $3,765,000 $3,630,000 -4%

Private Payer

Per Visit $150 3,300 $495,000 $150 2,800 $420,000 -15%

Per Member $100 16,500 $1,650,000 $100 16,500 $1,650,000 -0%

Total Revenues $2,145,000 $2,070,000 -4%

Total Revenue 9,500 $5,910,000 $5,700,000 -4%

Costs

Fixed (75%) $4,275,000 $4,275,000 -0%

Variable (25%) $150 9,500 $1,425,000 $150 8,100 $1,215,000 -15%

Total Costs $600 9,500 $5,700,000 $5,490,000 -4%

Margin $210,000
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15% Fewer Visits Reduces Payer

Spending But Not Hospital Margin
NEW PAYMENT MODEL CHANGE IN VISITS

$ # Pts Total $ $ # Pts Total $ Chg

Public Payer

Per Visit $150 6,200 $930,000 $150 5,300 $795,000 -15%

Per Beneficiary $210 13,500 $2,835,000 $210 13,500 $2,835,000 -0%

Total Revenues $3,765,000 $3,630,000 -4%

Private Payer

Per Visit $150 3,300 $495,000 $150 2,800 $420,000 -15%

Per Member $100 16,500 $1,650,000 $100 16,500 $1,650,000 -0%

Total Revenues $2,145,000 $2,070,000 -4%

Total Revenue 9,500 $5,910,000 $5,700,000 -4%

Costs

Fixed (75%) $4,275,000 $4,275,000 -0%

Variable (25%) $150 9,500 $1,425,000 $150 8,100 $1,215,000 -15%

Total Costs $600 9,500 $5,700,000 $5,490,000 -4%

Margin $210,000 $210,000 -0%
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Win-Win for Payers & Hospital

NEW PAYMENT MODEL CHANGE IN VISITS

$ # Pts Total $ $ # Pts Total $ Chg

Public Payer

Per Visit $150 6,200 $930,000 $150 5,300 $795,000 -15%

Per Beneficiary $210 13,500 $2,835,000 $210 13,500 $2,835,000 -0%

Total Revenues $3,765,000 $3,630,000 -4%

Private Payer

Per Visit $150 3,300 $495,000 $150 2,800 $420,000 -15%

Per Member $100 16,500 $1,650,000 $100 16,500 $1,650,000 -0%

Total Revenues $2,145,000 $2,070,000 -4%

Total Revenue 9,500 $5,910,000 $5,700,000 -4%

Costs

Fixed (75%) $4,275,000 $4,275,000 -0%

Variable (25%) $150 9,500 $1,425,000 $150 8,100 $1,215,000 -15%

Total Costs $600 9,500 $5,700,000 $5,490,000 -4%

Margin $210,000 $210,000 -0%

LOWER SPENDING

FOR PAYERS

SAME MARGIN

FOR HOSPITAL
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10% Higher ED Visit Rate Costs

Payers a Little, No Impact on Margin
NEW PAYMENT MODEL CHANGE IN VISITS

$ # Pts Total $ $ # Pts Total $ Chg

Public Payer

Per Visit $150 6,200 $930,000 $150 6,820 $1,023,000 +10%

Per Beneficiary $210 13,500 $2,835,000 $210 13,500 $2,835,000 -0%

Total Revenues $3,765,000 $3,858,000 +2.5%

Private Payer

Per Visit $150 3,300 $495,000 $150 3,630 $544,500 +10%

Per Member $100 16,500 $1,650,000 $100 16,500 $1,650,000 -0%

Total Revenues $2,145,000 $2,194,500 +2.3%

Total Revenue 9,500 $5,910,000 $6,052,500 +2.4%

Costs

Fixed (75%) $4,275,000 $4,275,000 -0%

Variable (25%) $150 9,500 $1,425,000 $150 10,450 $1,567,500 +10%

Total Costs $600 9,500 $5,700,000 $5,842,500 +2.5%

Margin $210,000 $210,000 +0%
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What if ED Use Increased 

Because the Population Increased?
NEW PAYMENT MODEL CHANGE IN VISITS

$ # Pts Total $ $ # Pts Total $ Chg

Public Payer

Per Visit $150 6,200 $930,000 $150 6,510 +5%

Per Beneficiary $210 13,500 $2,835,000 $210 14,175 +5%

Total Revenues $3,765,000 +5%

Private Payer

Per Visit $150 3,300 $495,000 $150 3,465 +5%

Per Member $100 16,500 $1,650,000 $100 17,325 +5%

Total Revenues $2,145,000 +5%

Total Revenue 9,500 $5,910,000 +5%

Costs

Fixed (75%) $4,275,000

Variable (25%) $150 9,500 $1,425,000

Total Costs $600 9,500 $5,700,000

Margin $210,000
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Both Population Payments and 

Visit Revenue Would Increase
NEW PAYMENT MODEL CHANGE IN VISITS

$ # Pts Total $ $ # Pts Total $ Chg

Public Payer

Per Visit $150 6,200 $930,000 $150 6,510 $976,500 +5%

Per Beneficiary $210 13,500 $2,835,000 $210 14,175 $2,976,750 +5%

Total Revenues $3,765,000 $3,953,250 +5%

Private Payer

Per Visit $150 3,300 $495,000 $150 3,465 $519,750 +5%

Per Member $100 16,500 $1,650,000 $100 17,325 $1,732,500 +5%

Total Revenues $2,145,000 $2,252,250 +5%

Total Revenue 9,500 $5,910,000 $6,205,500 +5%

Costs

Fixed (75%) $4,275,000

Variable (25%) $150 9,500 $1,425,000

Total Costs $600 9,500 $5,700,000

Margin $210,000
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Costs Would Increase Somewhat

to Serve Larger Community
NEW PAYMENT MODEL CHANGE IN VISITS

$ # Pts Total $ $ # Pts Total $ Chg

Public Payer

Per Visit $150 6,200 $930,000 $150 6,510 $976,500 +5%

Per Beneficiary $210 13,500 $2,835,000 $210 14,175 $2,976,750 +5%

Total Revenues $3,765,000 $3,953,250 +5%

Private Payer

Per Visit $150 3,300 $495,000 $150 3,465 $519,750 +5%

Per Member $100 16,500 $1,650,000 $100 17,325 $1,732,500 +5%

Total Revenues $2,145,000 $2,252,250 +5%

Total Revenue 9,500 $5,910,000 $6,205,500 +5%

Costs

Fixed (75%) $4,275,000 $4,275,000

Variable (25%) $150 9,500 $1,425,000 $150 9,975 $1,496,250 +5%

Total Costs $600 9,500 $5,700,000 $5,771,250 +1.3%

Margin $210,000
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Hospital Would Benefit Because

The Community Is Prospering
NEW PAYMENT MODEL CHANGE IN VISITS

$ # Pts Total $ $ # Pts Total $ Chg

Public Payer

Per Visit $150 6,200 $930,000 $150 6,510 $976,500 +5%

Per Beneficiary $210 13,500 $2,835,000 $210 14,175 $2,976,750 +5%

Total Revenues $3,765,000 $3,953,250 +5%

Private Payer

Per Visit $150 3,300 $495,000 $150 3,465 $519,750 +5%

Per Member $100 16,500 $1,650,000 $100 17,325 $1,732,500 +5%

Total Revenues $2,145,000 $2,252,250 +5%

Total Revenue 9,500 $5,910,000 $6,205,500 +5%

Costs

Fixed (75%) $4,275,000 $4,275,000

Variable (25%) $150 9,500 $1,425,000 $150 9,975 $1,496,250 +5%

Total Costs $600 9,500 $5,700,000 $5,771,250 +1.3%

Margin $210,000 $434,250 +107%
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Designing Payment to 

Match Care Delivery

ÅItôs an ñAlternative Payment Modelò thatôs neither 
Fee for Service nor Capitation

ÅInstead of having payment drive care delivery, payment is 
designed to support the costs of appropriate care
ïIt supports adequate ED capacity for a community 
whether itôs used or not

ïIt supports higher costs of more visits 
without making it profitable to encourage more visits
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Designing Payment to 

Match Care Delivery

ÅItôs an ñAlternative Payment Modelò thatôs neither 
Fee for Service nor Capitation

ÅInstead of having payment drive care delivery, payment is 
designed to support the costs of appropriate care
ïIt supports adequate ED capacity for a community 
whether itôs used or not

ïIt supports higher costs of more visits 
without making it profitable to encourage more visits

ÅRequires understanding costs of operating services and 
setting payment rates appropriately

ÅRequires most/all payers to participate

ÅIdeally, involves a collaborative relationship between payers 
and hospital to adjust payments as costs and needs evolve
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Designing Payment to 

Match Care Delivery

ÅItôs an ñAlternative Payment Modelò thatôs neither 
Fee for Service nor Capitation

ÅInstead of having payment drive care delivery, payment is 
designed to support the costs of appropriate care
ïIt supports adequate ED capacity for a community 
whether itôs used or not

ïIt supports higher costs of more visits 
without making it profitable to encourage more visits

ÅRequires understanding costs of operating services and 
setting payment rates appropriately

ÅRequires most/all payers to participate

ÅIdeally, involves a collaborative relationship between payers 
and hospital to adjust payments as costs and needs evolve

ÅA similar approach could be used to support primary care, 
outpatient laboratory and imaging, and some medical admits
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Options Being Explored 

by MedPAC
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Weaknesses in 

MedPAC Proposals

ÅGrants + PPS fees isnôt a predictable
system for a core community service

ÅAdequate funding for ED should not
require under-delivering other services

ÅAmbulance services alone may not
be adequate depending on weather
and terrain
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How Should We Pay to Manage

Patient Health Problems?
COMMUNITY HEALTH CARE SERVICES

DELIVERY/PAYMENT
FOR CARE TO

MAINTAIN HEALTH

DELIVERY/PAYMENT 
FOR MGT OF

CHRONIC DISEASE

DELIVERY/PAYMENT
FOR TREATING

ACUTE CONDITIONS

POPULATION-BASED 
PAYMENT

CONDITION-BASED 
PAYMENT

CONDITION-BASED
PAYMENT

+
EPISODE PAYMENT

Long-Term
Care/

Hospice

High-Quality Primary Care

Inpatient Admissions

SNF/Home Health

Urgent & Emergency  Care

Outpatient Services
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Opportunities for Lower-Cost Care

for Many Conditions
ÅKnee Osteoarthritis
ïPhysical therapy instead of surgery

ïHome-based rehab instead of facility-based rehab

ÅMaternity Care
ïVaginal delivery instead of C-Section

ïTerm delivery instead of early elective delivery

ïDelivery in birth center instead of hospital

ÅChest Pain
ïNon-invasive imaging instead of invasive imaging

ïMedical management instead of invasive treatment

ÅChronic Disease Management
ïImproved education and self-management support

ïAvoiding hospitalizations for exacerbations
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Opportunities for Lower-Cost Care

for Many Conditions
ÅKnee Osteoarthritis
ïPhysical therapy instead of surgery

ïHome-based rehab instead of facility-based rehab

ÅMaternity Care
ïVaginal delivery instead of C-Section

ïTerm delivery instead of early elective delivery

ïDelivery in birth center instead of hospital

ÅChest Pain
ïNon-invasive imaging instead of invasive imaging

ïMedical management instead of invasive treatment

ÅChronic Disease Management
ïImproved education and self-management support

ïAvoiding hospitalizations for exacerbations

Today:
Savings

=
Lower

Margins
for

Providers
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Opportunities for Lower-Cost Care

for Many Conditions
ÅKnee Osteoarthritis
ïPhysical therapy instead of surgery

ïHome-based rehab instead of facility-based rehab

ÅMaternity Care
ïVaginal delivery instead of C-Section

ïTerm delivery instead of early elective delivery

ïDelivery in birth center instead of hospital

ÅChest Pain
ïNon-invasive imaging instead of invasive imaging

ïMedical management instead of invasive treatment

ÅChronic Disease Management
ïImproved education and self-management support

ïAvoiding hospitalizations for exacerbations

Today:
Savings

=
Lower

Margins
for

Providers

Alternative
Payment
Models:
Savings

=
Higher

Margins
for

Physicians &
Hospitals
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Example: Reducing Avoidable 

Surgeries for Knee Osteoarthritis
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Example: Reducing Avoidable 

Surgeries for Knee Osteoarthritis
CURRENT

$/Patient # Pts Total $

Primary Care

Evaluations $100 100 $10,000

Treatment of
Knee

Osteoarthritis
Å100 patients with knee

pain visit PCP for
evaluation
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Example: Reducing Avoidable 

Surgeries for Knee Osteoarthritis
CURRENT

$/Patient # Pts Total $

Primary Care

Evaluations $100 100 $10,000

Non-Surg.Tx

Management $200 20 $4,000

Phys. Therapy $500 20 $10,000

Subtotal $14,000

Treatment of
Knee

Osteoarthritis
Å100 patients with knee

pain visit PCP for
evaluation

ÅPhysical therapy used
by 20% of patients
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Example: Reducing Avoidable 

Surgeries for Knee Osteoarthritis
CURRENT

$/Patient # Pts Total $

Primary Care

Evaluations $100 100 $10,000

Non-Surg.Tx

Management $200 20 $4,000

Phys. Therapy $500 20 $10,000

Subtotal $14,000

Surgeon $1,400 80 $112,000

Hospital Pmt

Surgeries $12,000 80 $960,000

Treatment of
Knee

Osteoarthritis
Å100 patients with knee

pain visit PCP for
evaluation

ÅPhysical therapy used
by 20% of patients

ÅSurgery performed
procedure on 80% of
evaluated patients
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Example: Reducing Avoidable 

Surgeries for Knee Osteoarthritis
CURRENT

$/Patient # Pts Total $

Primary Care

Evaluations $100 100 $10,000

Non-Surg.Tx

Management $200 20 $4,000

Phys. Therapy $500 20 $10,000

Subtotal $14,000

Surgeon $1,400 80 $112,000

Hospital Pmt

Surgeries $12,000 80 $960,000

Total Pmt/Cost 100 $1,096,000

Treatment of
Knee

Osteoarthritis
Å100 patients with knee

pain visit PCP for
evaluation

ÅPhysical therapy used
by 20% of patients

ÅSurgery performed
procedure on 80% of
evaluated patients
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Example: Reducing Avoidable 

Surgeries for Knee Osteoarthritis
CURRENT

$/Patient # Pts Total $

Primary Care

Evaluations $100 100 $10,000

Non-Surg.Tx

Management $200 20 $4,000

Phys. Therapy $500 20 $10,000

Subtotal $14,000

Surgeon $1,400 80 $112,000

Hospital Pmt

Surgeries $12,000 80 $960,000

Total Pmt/Cost 100 $1,096,000

Treatment of
Knee

Osteoarthritis
Å100 patients with knee

pain visit PCP for
evaluation

ÅPhysical therapy used
by 20% of patients

ÅSurgery performed
procedure on 80% of
evaluated patients

Å25% of surgeries
avoidable with better
outpatient management
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Under FFS, Poor Payment for

Diagnosis & Treatment Planning
CURRENT

$/Patient # Pts Total $

Primary Care

Evaluations $100 100 $10,000

Non-Surg.Tx

Management $200 20 $4,000

Phys. Therapy $500 20 $10,000

Subtotal $14,000

Surgeon $1,400 80 $112,000

Hospital Pmt

Surgeries $12,000 80 $960,000

Total Pmt/Cost 100 $1,096,000
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Under FFS, Poor Payment for

Non-Surgical Options
CURRENT

$/Patient # Pts Total $

Primary Care

Evaluations $100 100 $10,000

Non-Surg.Tx

Management $200 20 $4,000

Phys. Therapy $500 20 $10,000

Subtotal $14,000

Surgeon $1,400 80 $112,000

Hospital Pmt

Surgeries $12,000 80 $960,000

Total Pmt/Cost 100 $1,096,000
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Under FFS, Fewer Surgeries =

Losses for Physicians & Hospitals
CURRENT FUTURE

$/Patient # Pts Total $ $/Patient # Pts Total $ Chg

Primary Care

Evaluations $100 100 $10,000

Non-Surg.Tx

Management $200 20 $4,000

Phys. Therapy $500 20 $10,000

Subtotal $14,000

Surgeon $1,400 80 $112,000 $1,400 60 $84,000 -25%

Hospital Pmt

Surgeries $12,000 80 $960,000 $12,000 60 $720,000 -25%

Total Pmt/Cost 100 $1,096,000
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Is There a Better Way?

CURRENT FUTURE

$/Patient # Pts Total $ $/Patient # Pts Total $ Chg

Primary Care

Evaluations $100 100 $10,000 ?

Non-Surg.Tx

Management $200 20 $4,000 ?

Phys. Therapy $500 20 $10,000 ?

Subtotal $14,000

Surgeon $1,400 80 $112,000 ?

Hospital Pmt

Surgeries $12,000 80 $960,000 ?

Total Pmt/Cost 100 $1,096,000
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A Better Way: Pay PCPs for Good

Diagnosis & Treatment Planning
CURRENT FUTURE

$/Patient # Pts Total $ $/Patient # Pts Total $ Chg

Primary Care

Evaluations $100 100 $10,000 $200

Non-Surg.Tx

Management $200 20 $4,000

Phys. Therapy $500 20 $10,000

Subtotal $14,000

Surgeon $1,400 80 $112,000

Hospital Pmt

Surgeries $12,000 80 $960,000

Total Pmt/Cost 100 $1,096,000

Better Payment for Condition Management
ÅPCP paid adequately to help patient decide on treatment options
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A Better Way: Pay Adequately

for Non-Surgical Management
CURRENT FUTURE

$/Patient # Pts Total $ $/Patient # Pts Total $ Chg

Primary Care

Evaluations $100 100 $10,000 $200

Non-Surg.Tx

Management $200 20 $4,000 $500

Phys. Therapy $500 20 $10,000 $750

Subtotal $14,000

Surgeon $1,400 80 $112,000

Hospital Pmt

Surgeries $12,000 80 $960,000

Total Pmt/Cost 100 $1,096,000

Better Payment for Condition Management
ÅPCP paid adequately to help patient decide on treatment options
ÅPCP or surgeon paid to deliver more effective non-surgical care
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A Better Way: Pay Adequately

For the Necessary Surgeries
CURRENT FUTURE

$/Patient # Pts Total $ $/Patient # Pts Total $ Chg

Primary Care

Evaluations $100 100 $10,000 $200

Non-Surg.Tx

Management $200 20 $4,000 $500

Phys. Therapy $500 20 $10,000 $750

Subtotal $14,000

Surgeon $1,400 80 $112,000 $2,100

Hospital Pmt

Surgeries $12,000 80 $960,000

Total Pmt/Cost 100 $1,096,000

Better Payment for Condition Management
ÅPCP paid adequately to help patient decide on treatment options
ÅPCP or surgeon paid to deliver more effective non-surgical care
ÅSurgeon paid more per surgery for patients who need surgery
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If That Results in 

25% Fewer Surgeriesé
CURRENT FUTURE

$/Patient # Pts Total $ $/Patient # Pts Total $ Chg

Primary Care

Evaluations $100 100 $10,000 $200 100

Non-Surg.Tx

Management $200 20 $4,000 $500 40

Phys. Therapy $500 20 $10,000 $750 40

Subtotal $14,000

Surgeon $1,400 80 $112,000 $2,100 60

Hospital Pmt

Surgeries $12,000 80 $960,000 $12,000 60

Total Pmt/Cost 100 $1,096,000
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Physicians Could Be Paid Moreé

CURRENT FUTURE

$/Patient # Pts Total $ $/Patient # Pts Total $ Chg

Primary Care

Evaluations $100 100 $10,000 $200 100 $20,000 100%

Non-Surg.Tx

Management $200 20 $4,000 $500 40 $20,000 400%

Phys. Therapy $500 20 $10,000 $750 40 $30,000 200%

Subtotal $14,000 $50,000 257%

Surgeon $1,400 80 $112,000 $2,100 60 $126,000 +13%

Hospital Pmt

Surgeries $12,000 80 $960,000

Total Pmt/Cost 100 $1,096,000
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Physicians Could Be Paid Moreé

é.While Still Reducing Total $
CURRENT FUTURE

$/Patient # Pts Total $ $/Patient # Pts Total $ Chg

Primary Care

Evaluations $100 100 $10,000 $200 100 $20,000 100%

Non-Surg.Tx

Management $200 20 $4,000 $500 40 $20,000 400%

Phys. Therapy $500 20 $10,000 $750 40 $30,000 200%

Subtotal $14,000 $50,000 257%

Surgeon $1,400 80 $112,000 $2,100 60 $126,000 +13%

Hospital Pmt

Surgeries $12,000 80 $960,000 $12,000 60 $720,000 -25%

Total Pmt/Cost 100 $1,096,000 100 $916,000 -16%
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Win-Win-Win for 

Physicians, Payers, & Patients
CURRENT FUTURE

$/Patient # Pts Total $ $/Patient # Pts Total $ Chg

Primary Care

Evaluations $100 100 $10,000 $200 100 $20,000 100%

Non-Surg.Tx

Management $200 20 $4,000 $500 40 $20,000 400%

Phys. Therapy $500 20 $10,000 $750 40 $30,000 200%

Subtotal $14,000 $50,000 257%

Surgeon $1,400 80 $112,000 $2,100 60 $126,000 +13%

Hospital Pmt

Surgeries $12,000 80 $960,000 $12,000 60 $720,000 -25%

Total Pmt/Cost 100 $1,096,000 100 $916,000 -16%

Physicians Win Payer Wins
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Do Hospitals Have to Lose In Order 

for Physicians & Payers To Win?
CURRENT FUTURE

$/Patient # Pts Total $ $/Patient # Pts Total $ Chg

Primary Care

Evaluations $100 100 $10,000 $200 100 $20,000 100%

Non-Surg.Tx

Management $200 20 $4,000 $500 40 $20,000 400%

Phys. Therapy $500 20 $10,000 $750 40 $30,000 200%

Subtotal $14,000 $50,000 257%

Surgeon $1,400 80 $112,000 $2,100 60 $126,000 +13%

Hospital Pmt

Surgeries $12,000 80 $960,000 $12,000 60 $720,000 -25%

Total Pmt/Cost 100 $1,096,000 100 $916,000 -16%

Physicians Win Payer WinsHospital Loses
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What Should Matter to Hospitals is 

Margin, Not Revenues (Volume)



136© Center for Healthcare Quality and Payment Reform  www.CHQPR.org

Hospital Costs Are Not 

Proportional to Utilization
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Reductions in Utilization Reduce 

Revenues More Than Costs
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Causing Negative Margins

for Hospitals
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But Spending Can Be Reduced 

Without Bankrupting Hospitals
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We Need to Understand the

Hospitalôs Cost Structure
CURRENT FUTURE

$/Patient # Pts Total $ $/Patient # Pts Total $ Chg

Primary Care

Evaluations $100 100 $10,000 $200 100 $20,000 100%

Non-Surg.Tx

Management $200 20 $4,000 $500 40 $20,000 400%

Phys. Therapy $500 20 $10,000 $750 40 $30,000 200%

Subtotal $14,000 $50,000 257%

Surgeon $1,400 80 $112,000 $2,100 60 $126,000 +13%

Hospital Pmt

Surgeries $12,000 80 $960,000 $12,000 60 $720,000 -25%

Total Pmt/Cost 100 $1,096,000 100 $916,000 -16%
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Adequacy of Payment Depends 

On Fixed/Variable Costs & Margins
CURRENT FUTURE

$/Patient # Pts Total $ $/Patient # Pts Total $ Chg

Primary Care

Evaluations $100 100 $10,000 $200 100 $20,000 100%

Non-Surg.Tx

Management $200 20 $4,000 $500 40 $20,000 400%

Phys. Therapy $500 20 $10,000 $750 40 $30,000 200%

Subtotal $14,000 $50,000 257%

Surgeon $1,400 80 $112,000 $2,100 60 $126,000 +13%

Hospital Pmt

Fixed Costs $6,000 50% $480,000

Variable Costs $5,400 45% $432,000

Margin $600 5% $48,000

Subtotal $12,000 80 $960,000

Total Pmt/Cost 100 $1,096,000
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Now, if the Number of 

Procedures is Reducedé
CURRENT FUTURE

$/Patient # Pts Total $ $/Patient # Pts Total $ Chg

Primary Care

Evaluations $100 100 $10,000 $200 100 $20,000 100%

Non-Surg.Tx

Management $200 20 $4,000 $500 40 $20,000 400%

Phys. Therapy $500 20 $10,000 $750 40 $30,000 200%

Subtotal $14,000 $50,000 257%

Surgeon $1,400 80 $112,000 $2,100 60 $126,000 +13%

Hospital Pmt

Fixed Costs $6,000 50% $480,000

Variable Costs $5,400 45% $432,000

Margin $600 5% $48,000

Subtotal $12,000 80 $960,000 60

Total Pmt/Cost 100 $1,096,000
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éFixed Costs Will Remain the 

Same (in the Short Run)é
CURRENT FUTURE

$/Patient # Pts Total $ $/Patient # Pts Total $ Chg

Primary Care

Evaluations $100 100 $10,000 $200 100 $20,000 100%

Non-Surg.Tx

Management $200 20 $4,000 $500 40 $20,000 400%

Phys. Therapy $500 20 $10,000 $750 40 $30,000 200%

Subtotal $14,000 $50,000 257%

Surgeon $1,400 80 $112,000 $2,100 60 $126,000 +13%

Hospital Pmt

Fixed Costs $6,000 50% $480,000 $480,000 0%

Variable Costs $5,400 45% $432,000

Margin $600 5% $48,000

Subtotal $12,000 80 $960,000 60

Total Pmt/Cost 100 $1,096,000
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éVariable Costs Will Go Down in 

Proportion to Proceduresé
CURRENT FUTURE

$/Patient # Pts Total $ $/Patient # Pts Total $ Chg

Primary Care

Evaluations $100 100 $10,000 $200 100 $20,000 100%

Non-Surg.Tx

Management $200 20 $4,000 $500 40 $20,000 400%

Phys. Therapy $500 20 $10,000 $750 40 $30,000 200%

Subtotal $14,000 $50,000 257%

Surgeon $1,400 80 $112,000 $2,100 60 $126,000 +13%

Hospital Pmt

Fixed Costs $6,000 50% $480,000 $480,000 0%

Variable Costs $5,400 45% $432,000 $5,400 $324,000 -25%

Margin $600 5% $48,000

Subtotal $12,000 80 $960,000 60

Total Pmt/Cost 100 $1,096,000
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éAnd Even With a Higher Margin 

for the Hospitalé
CURRENT FUTURE

$/Patient # Pts Total $ $/Patient # Pts Total $ Chg

Primary Care

Evaluations $100 100 $10,000 $200 100 $20,000 100%

Non-Surg.Tx

Management $200 20 $4,000 $500 40 $20,000 400%

Phys. Therapy $500 20 $10,000 $750 40 $30,000 200%

Subtotal $14,000 $50,000 257%

Surgeon $1,400 80 $112,000 $2,100 60 $126,000 +13%

Hospital Pmt

Fixed Costs $6,000 50% $480,000 $480,000 0%

Variable Costs $5,400 45% $432,000 $5,400 $324,000 -25%

Margin $600 5% $48,000 $52,800 +10%

Subtotal $12,000 80 $960,000 60

Total Pmt/Cost 100 $1,096,000
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éThe Hospital Gets Less Total 

Revenue But Higher Margin
CURRENT FUTURE

$/Patient # Pts Total $ $/Patient # Pts Total $ Chg

Primary Care

Evaluations $100 100 $10,000 $200 100 $20,000 100%

Non-Surg.Tx

Management $200 20 $4,000 $500 40 $20,000 400%

Phys. Therapy $500 20 $10,000 $750 40 $30,000 200%

Subtotal $14,000 $50,000 257%

Surgeon $1,400 80 $112,000 $2,100 60 $126,000 +13%

Hospital Pmt

Fixed Costs $6,000 50% $480,000 $480,000 0%

Variable Costs $5,400 45% $432,000 $5,400 $324,000 -25%

Margin $600 5% $48,000 $52,800 +10%

Subtotal $12,000 80 $960,000 60 $856,800 -11%

Total Pmt/Cost 100 $1,096,000



147© Center for Healthcare Quality and Payment Reform  www.CHQPR.org

éAnd The Payer 

Still Saves Money
CURRENT FUTURE

$/Patient # Pts Total $ $/Patient # Pts Total $ Chg

Primary Care

Evaluations $100 100 $10,000 $200 100 $20,000 100%

Non-Surg.Tx

Management $200 20 $4,000 $500 40 $20,000 400%

Phys. Therapy $500 20 $10,000 $750 40 $30,000 200%

Subtotal $14,000 $50,000 257%

Surgeon $1,400 80 $112,000 $2,100 60 $126,000 +13%

Hospital Pmt

Fixed Costs $6,000 50% $480,000 $480,000 0%

Variable Costs $5,400 45% $432,000 $5,400 $324,000 -25%

Margin $600 5% $48,000 $52,800 +10%

Subtotal $12,000 80 $960,000 60 $856,800 -11%

Total Pmt/Cost 100 $1,096,000 100 $1,052,800 -4%
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Win-Win-Win-Win for Patients

Physicians, Hospital, and Payer
CURRENT FUTURE

$/Patient # Pts Total $ $/Patient # Pts Total $ Chg

Primary Care

Evaluations $100 100 $10,000 $200 100 $20,000 100%

Non-Surg.Tx

Management $200 20 $4,000 $500 40 $20,000 400%

Phys. Therapy $500 20 $10,000 $750 40 $30,000 200%

Subtotal $14,000 $50,000 257%

Surgeon $1,400 80 $112,000 $2,100 60 $126,000 +13%

Hospital Pmt

Fixed Costs $6,000 50% $480,000 $480,000 0%

Variable Costs $5,400 45% $432,000 $5,400 $324,000 -25%

Margin $600 5% $48,000 $52,800 +10%

Subtotal $12,000 80 $960,000 60 $856,800 -11%

Total Pmt/Cost 100 $1,096,000 100 $1,052,800 -4%

Physicians Win

Payer Wins

Hospital Wins
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What Payment Model Supports 

This Win-Win-Win Approach?
CURRENT FUTURE

$/Patient # Pts Total $ $/Patient # Pts Total $ Chg

Primary Care

Evaluations $100 100 $10,000 $200 100 $20,000 100%

Non-Surg.Tx

Management $200 20 $4,000 $500 40 $20,000 400%

Phys. Therapy $500 20 $10,000 $750 40 $30,000 200%

Subtotal $14,000 $50,000 257%

Surgeon $1,400 80 $112,000 $2,100 60 $126,000 +13%

Hospital Pmt

Fixed Costs $6,000 50% $480,000 $480,000 0%

Variable Costs $5,400 45% $432,000 $5,400 $324,000 -25%

Margin $600 5% $48,000 $52,800 +10%

Subtotal $12,000 80 $960,000 60 $856,800 -11%

Total Pmt/Cost 100 $1,096,000 100 $1,052,800 -4%
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Renegotiating Individual Fees

is Impracticalé
CURRENT FUTURE

$/Patient # Pts Total $ $/Patient # Pts Total $ Chg

Primary Care

Evaluations $100 100 $10,000 $200 100 $20,000 100%

Non-Surg.Tx

Management $200 20 $4,000 $500 40 $20,000 400%

Phys. Therapy $500 20 $10,000 $750 40 $30,000 200%

Subtotal $14,000 $50,000 257%

Surgeon $1,400 80 $112,000 $2,100 60 $126,000 +13%

Hospital Pmt

Fixed Costs $6,000 50% $480,000 $480,000 0%

Variable Costs $5,400 45% $432,000 $5,400 $324,000 -25%

Margin $600 5% $48,000 $52,800 +10%

Subtotal $12,000 80 $960,000 $14,280 60 $856,800 -11%

Total Pmt/Cost 100 $1,096,000 100 $1,052,800 -4%
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éWhat Assures The Payer That

There Will Be Fewer Procedures?
CURRENT FUTURE

$/Patient # Pts Total $ $/Patient # Pts Total $ Chg

Primary Care

Evaluations $100 100 $10,000 $200 100 $20,000 100%

Non-Surg.Tx

Management $200 20 $4,000 $500 40 $20,000 400%

Phys. Therapy $500 20 $10,000 $750 40 $30,000 200%

Subtotal $14,000 $50,000 257%

Surgeon $1,400 80 $112,000 $2,100 60 $126,000 +13%

Hospital Pmt

Fixed Costs $6,000 50% $480,000 $480,000 0%

Variable Costs $5,400 45% $432,000 $5,400 $324,000 -25%

Margin $600 5% $48,000 $52,800 +10%

Subtotal $12,000 80 $960,000 $14,280 60 $856,800 -11%

Total Pmt/Cost 100 $1,096,000 100 $1,052,800 -4%

?
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Solution:Pay Based on the Patientôs 

Condition, Not on the Procedures
CURRENT FUTURE

$/Patient # Pts Total $ $/Patient # Pts Total $ Chg

Primary Care

Evaluations $100 100 $10,000

Non-Surg.Tx

Management $200 20 $4,000

Phys. Therapy $500 20 $10,000

Subtotal $14,000

Surgeon $1,400 80 $112,000

Hospital Pmt

Fixed Costs $6,000 50% $480,000

Variable Costs $5,400 45% $432,000

Margin $600 5% $48,000

Subtotal $12,000 80 $960,000

Total Pmt/Cost $10,960 100 $1,096,000
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Plan to Offer Care of the Condition 

at a Lower Cost Per Patient
CURRENT FUTURE

$/Patient # Pts Total $ $/Patient # Pts Total $ Chg

Primary Care

Evaluations $100 100 $10,000

Non-Surg.Tx

Management $200 20 $4,000

Phys. Therapy $500 20 $10,000

Subtotal $14,000

Surgeon $1,400 80 $112,000

Hospital Pmt

Fixed Costs $6,000 50% $480,000

Variable Costs $5,400 45% $432,000

Margin $600 5% $48,000

Subtotal $12,000 80 $960,000

Total Pmt/Cost $10,960 100 $1,096,000 $10,528 100 -4%
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Use the Payment as a Budget to 

Redesign Careé
CURRENT FUTURE

$/Patient # Pts Total $ $/Patient # Pts Total $ Chg

Primary Care

Evaluations $100 100 $10,000 100 $20,000 100%

Non-Surg.Tx

Management $200 20 $4,000

Phys. Therapy $500 20 $10,000

Subtotal $14,000 $50,000 257%

Surgeon $1,400 80 $112,000 60 $126,000 +13%

Hospital Pmt

Fixed Costs $6,000 50% $480,000 $480,000

Variable Costs $5,400 45% $432,000 $324,000

Margin $600 5% $48,000 $52,800

Subtotal $12,000 80 $960,000 60 $856,800

Total Pmt/Cost $10,960 100 $1,096,000 $10,528 100 $1,052,800 -4%
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éAnd Let Physicians & Hospitals 

Decide How They Should Be Paid
CURRENT FUTURE

$/Patient # Pts Total $ $/Patient # Pts Total $ Chg

Primary Care

Evaluations $100 100 $10,000 $200 100 $20,000 100%

Non-Surg.Tx

Management $200 20 $4,000 $500

Phys. Therapy $500 20 $10,000 $750

Subtotal $14,000 $50,000 257%

Surgeon $1,400 80 $112,000 $2,100 60 $126,000 +13%

Hospital Pmt

Fixed Costs $6,000 50% $480,000 $480,000

Variable Costs $5,400 45% $432,000 $324,000

Margin $600 5% $48,000 $52,800

Subtotal $12,000 80 $960,000 60 $856,800

Total Pmt/Cost $10,960 100 $1,096,000 $10,528 100 $1,052,800 -4%
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Condition-Based Payment Allows

True Win-Win-Win Solutions
CURRENT FUTURE

$/Patient # Pts Total $ $/Patient # Pts Total $ Chg

Primary Care

Evaluations $100 100 $10,000 $200 100 $20,000 100%

Non-Surg.Tx

Management $200 20 $4,000 $500 40 $20,000 400%

Phys. Therapy $500 20 $10,000 $750 40 $30,000 200%

Subtotal $14,000 $50,000 257%

Surgeon $1,400 80 $112,000 $2,100 60 $126,000 +13%

Hospital Pmt $200

Fixed Costs $6,000 50% $480,000 $480,000 0%

Variable Costs $5,400 45% $432,000 $324,000 -25%

Margin $600 5% $48,000 $52,800 +10%

Subtotal $12,000 80 $960,000 60 $856,800 -11%

Total Pmt/Cost $10,960 100 $1,096,000 $10,528 100 $1,052,800 -4%

Physicians Win

Payer Wins

Hospital Wins
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What Would Happen If You Reduce 

Surgeries Even More?
CURRENT FUTURE

$/Patient # Pts Total $ $/Patient # Pts Total $ Chg

Primary Care

Evaluations $100 100 $10,000 100

Non-Surg.Tx

Management $200 20 $4,000 60

Phys. Therapy $500 20 $10,000 60

Subtotal $14,000

Surgeon $1,400 80 $112,000 40 -50%

Hospital Pmt

Fixed Costs $6,000 50% $480,000

Variable Costs $5,400 45% $432,000

Margin $600 5% $48,000

Subtotal $12,000 80 $960,000 40 -50%

Total Pmt/Cost $10,960 100 $1,096,000
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The Overall Condition-Based 

Budget is Already Set
CURRENT FUTURE

$/Patient # Pts Total $ $/Patient # Pts Total $ Chg

Primary Care

Evaluations $100 100 $10,000 100

Non-Surg.Tx

Management $200 20 $4,000 60

Phys. Therapy $500 20 $10,000 60

Subtotal $14,000

Surgeon $1,400 80 $112,000 40

Hospital Pmt

Fixed Costs $6,000 50% $480,000

Variable Costs $5,400 45% $432,000

Margin $600 5% $48,000

Subtotal $12,000 80 $960,000 40

Total Pmt/Cost $10,960 100 $1,096,000 $10,528 100 $1,052,800 -4%
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Spend Some More on Outpatient

Care, A Lot Less on Inpatient Care
CURRENT FUTURE

$/Patient # Pts Total $ $/Patient # Pts Total $ Chg

Primary Care

Evaluations $100 100 $10,000 100

Non-Surg.Tx

Management $200 20 $4,000 60 $30,000 650%

Phys. Therapy $500 20 $10,000 60 $45,000 350%

Subtotal $14,000 $75,000 435%

Surgeon $1,400 80 $112,000 40

Hospital Pmt

Fixed Costs $6,000 50% $480,000 $480,000 0%

Variable Costs $5,400 45% $432,000 $216,000 -50%

Margin $600 5% $48,000

Subtotal $12,000 80 $960,000 40

Total Pmt/Cost $10,960 100 $1,096,000 $10,528 100 $1,052,800 -4%
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Continue to Maintain Higher 

Revenues for PCP & Surgeon
CURRENT FUTURE

$/Patient # Pts Total $ $/Patient # Pts Total $ Chg

Primary Care

Evaluations $100 100 $10,000 $200 100 $25,000 150%

Non-Surg.Tx

Management $200 20 $4,000 $500 60 $30,000 650%

Phys. Therapy $500 20 $10,000 $750 60 $45,000 350%

Subtotal $14,000 $75,000 435%

Surgeon $1,400 80 $112,000 $3,350 40 $134,000 +20%

Hospital Pmt

Fixed Costs $6,000 50% $480,000 $480,000 0%

Variable Costs $5,400 45% $432,000 $216,000 -50%

Margin $600 5% $48,000

Subtotal $12,000 80 $960,000

Total Pmt/Cost $10,960 100 $1,096,000 $10,528
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Increase the Hospitalôs Margin

Even More
CURRENT FUTURE

$/Patient # Pts Total $ $/Patient # Pts Total $ Chg

Primary Care

Evaluations $100 100 $10,000 $200 100 $25,000 150%

Non-Surg.Tx

Management $200 20 $4,000 $500 60 $30,000 650%

Phys. Therapy $500 20 $10,000 $750 60 $45,000 350%

Subtotal $14,000 $75,000 435%

Surgeon $1,400 80 $112,000 $2,100 40 $134,000 +20%

Hospital Pmt

Fixed Costs $6,000 50% $480,000 $480,000 0%

Variable Costs $5,400 45% $432,000 $216,000 -50%

Margin $600 5% $48,000 $70,000 +46%

Subtotal $12,000 80 $960,000 40

Total Pmt/Cost $10,960 100 $1,096,000 $10,528 100 $1,052,800 -4%
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And Offer Care at a Lower Cost

CURRENT FUTURE

$/Patient # Pts Total $ $/Patient # Pts Total $ Chg

Primary Care

Evaluations $100 100 $10,000 $200 100 $25,000 150%

Non-Surg.Tx

Management $200 20 $4,000 $500 60 $30,000 650%

Phys. Therapy $500 20 $10,000 $750 60 $45,000 350%

Subtotal $14,000 $75,000 435%

Surgeon $1,400 80 $112,000 $2,100 40 $134,000 +20%

Hospital Pmt

Fixed Costs $6,000 50% $480,000 $480,000 0%

Variable Costs $5,400 45% $432,000 $216,000 -50%

Margin $600 5% $48,000 $70,000 +46%

Subtotal $12,000 80 $960,000 40 $766,000 -20%

Total Pmt/Cost $10,960 100 $1,096,000 $10,000 100 $1,000,000 -9%
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Everyone Could Win Even More

CURRENT FUTURE

$/Patient # Pts Total $ $/Patient # Pts Total $ Chg

Primary Care

Evaluations $100 100 $10,000 $200 100 $25,000 150%

Non-Surg.Tx

Management $200 20 $4,000 $500 60 $30,000 650%

Phys. Therapy $500 20 $10,000 $750 60 $45,000 350%

Subtotal $14,000 $75,000 435%

Surgeon $1,400 80 $112,000 $2,100 40 $134,000 +20%

Hospital Pmt

Fixed Costs $6,000 50% $480,000 $480,000 0%

Variable Costs $5,400 45% $432,000 $216,000 -50%

Margin $600 5% $48,000 $70,000 +46%

Subtotal $12,000 80 $960,000 40 $766,000 -20%

Total Pmt/Cost $10,960 100 $1,096,000 $10,000 100 $1,000,000 -9%

Physicians Win

Payer Wins

Hospital Wins
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Patients Differ in Their 

Need for Surgery
LOWER-RISK PATIENTS HIGHER-RISK PATIENTS

# Pts # Pts

Primary Care

Evaluations 50 50

Non-Surg.Tx

Management 30 10

Phys. Therapy 30 10

Surgery 20 40

40% Need Surgery 80% Need Surgery
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Condition-Based Payment Amount 

Must Be Based on Patient Needs
LOWER-RISK PATIENTS HIGHER-RISK PATIENTS

$/Patient # Pts Total $ $/Patient # Pts Total $

Primary Care

Evaluations $200 50 $10,000 $200 50 $10,000

Non-Surg.Tx

Management $500 30 $15,000 $500 10 $5,000

Phys. Therapy $750 30 $22,500 $750 10 $7,500

Subtotal $37,500 $12,500

Surgeon $2,100 20 $42,000 $2,100 40 $84,000

Hospital Pmt

Fixed Costs $192,000 $288,000

Variable Costs $5,400 $108,000 $5,400 $216,000

Margin $21,120 $31,680

Subtotal 20 $321,120 40 $535,680

Total Pmt/Cost $8,212 50 $410,620 $12,844 50 $642,180



166© Center for Healthcare Quality and Payment Reform  www.CHQPR.org

Protections For Providers Against

Taking Inappropriate Risk
Å Risk Adjustment: The payment rates to the physician would be adjusted 

based on objective characteristics of the patient and treatment that would 
be expected to result in the need for more services or increase the risk of 
complications.

Å Outlier Payment or Individual Stop Loss Insurance: The payment to 
the Physician from the payer would be increased if spending on an 
individual patient exceeds a pre-defined threshold.  An alternative would be 
for the physician to purchase individual stop loss insurance (sometimes 
referred to as reinsurance) and include the cost of the insurance in the 
payment bundle.

Å Risk Corridors or Aggregate Stop Loss Insurance: The payment to the 
physician would be increased if spending on all patients exceeds a pre-
defined percentage above the payments.  An alternative would be for the 
physician to purchase aggregate stop loss insurance and include the cost 
of the insurance in the payment bundle.

Å Adjustment for External Price Changes: The payment to the physician 
would be adjusted for changes in the prices of drugs or services from other 
physicians that are beyond the control of the physician accepting the 
payment.

Å Excluded Services: Services the physician does not deliver, or order, or 
otherwise have the ability to influence would not be included as part of 
accountability measures in the payment system.



Are You Crazy?

Hospitals Doing 

Better Financially 

With Fewer Patients??
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Maryland Has Been Moving to

Global Budgets for Hospitals
ÅStarted With All-Payer Payment Rates
ïAll payers pay the same, including Medicare
ïCosts of uncompensated care included in the all-payer rates
ïAdding incentives for quality, complications, readmissions
ïProblem: No control over volume; hospitals could always make more 

money by admitting more patients and doing more procedures

ÅMoved to Total Patient Revenue (TPR) in Rural Areas
ïGlobal budget for hospital services, adjusted for population, not actual 

level of services
ïNo incentive to admit more patients or do more procedures; 

incentive to reduce readmissions and avoidable admissions
ïFocused on isolated, rural hospitals, where one hospital serves the 

entire population

ÅNow Global Budget Revenue (GBR) in Urban Areas
ïNew CMS Waiver approved in January 2014
ïDesigned to control increases in total hospital revenue per capita 

instead of revenue per case
ïRequires a complex system for adjusting for market share shifts
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Initial Results of Maryland Effort

ÅReductions in Preventable 
Admissions

ÅReductions in Readmissions

ÅNo Financial Harm to Hospitals
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How Do You Get to Win-Win-Win

Approaches to Healthcare?
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Instead of Looking At Spending

Provider by Provideré
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éOr Simply Assuming a Bigger

Organization Can Figure It Outé
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Start by Looking at the Health 

Conditions Affecting Patientsé
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Identify the Avoidable Spending

Within Each Condition
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Examples of Avoidable Spending

Opportunities
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PCPs & Specialists Redesign Care 

to Reduce Avoidable Spending
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Many Routine Conditions Could 

and Should be Managed Locally
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More Complex Patients & Services 

Require Specialized Expertise
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Community Health Systems Should 

Provide Core Services Locally
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Regional Systems Should Focus

on High-Value Specialized Services
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Community and Regional Systems 

Specializing & Coordinating Care
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Thatôs Building the ACO

From the Bottom Up
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Each System Takes Accountability

for the Spending It Controls
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What Most Communities Are Doing

Will Ultimately Harm Patientsé

Hospitals
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LOSE

Battle to Gain
Volume

Hospitals
Acquiring MDs

Fragmented,
Expensive

Poor Quality
Care

Inadequate #
of PCPs

Consolidations
and Closures

Inadequate
Payment 
for
High-
Quality
Care



185© Center for Healthcare Quality and Payment Reform  www.CHQPR.org

éBut WA Could Forge 

Win-Win Solutions If It Wants To
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Learn More About Win-Win-Win

Payment and Delivery Reform
www.PaymentReform.org

http://www.paymentreform.org/

