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Healthcare Spending is the 

Biggest Driver of Federal Deficit

Medicare

Social
Security

Discretionary
Spending

Other Mandatory

94% Increase
($1 Trillion)

25% Increase
($400 Billion)

85% Increase
($770 Billion)

Source:

CBO
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Increasing Share of State Budgets

Goes to Medicaid Spending

Source:

NASBO

1/6 of All
State Funds

Are Now
Used for
Medicaid
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Medicaid Share of State Budget

Growing Faster in MN than U.S.

Source:

NASBO
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Public Healthcare Spending in US 

is Similar to Other Major Countries

U.S.

Source:

OECD
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High Private Spending is 

Where U.S. Is Very Different

Source:

OECD
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Result: Businesses Uncompetitive

and High Rates of Uninsured

Source:

OECD
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U.S. Premiums Increased 73% 

More Than Inflation Since 2002

Family
Premiums

$6,164
Higher Than

Inflation

Source:

Medical

Expenditure

Panel Survey &

Bureau of

Labor Statistics
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MN Premiums Increased 58% 

More Than Inflation Since 2002

Minnesota
Family

Premiums
$5,337

Higher Than
Inflation

Source:

Medical

Expenditure

Panel Survey &

Bureau of

Labor Statistics
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Why Are Jobs Growing 

But Wages Stagnant?
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Spending on Higher Premiums

Reduces $ for Take-Home Pay

Source:

Medical

Expenditure

Panel Survey &

Bureau of

Labor Statistics

Premiums

Worker Pay

Inflation
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Family Premiums Now Equal

to One-Third of Worker Pay

Source:

Medical

Expenditure

Panel Survey &

Bureau of

Labor Statistics
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Whatôs Causing the Increase in

Insurance Premiums?

29%
Increase

in
Spending

$240
BillionSource:

CMS National

Health

Expenditures
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Biggest Causes are Hospitals

& Insurance Administration/Profit

Hospitals

Insurance

Phys/Clin.
Drugs
Other

Hospitals

Physician
& Clinical
Services

Drugs

Other
Services

Insurance
Admin.

Source:

CMS National

Health

Expenditures
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Half of the Growth in Spending

Has Been for Hospital Services

Hospital Svcs
41% Increase 49% of Total

Physician &
Clinical Services

19% Increase
18% of Total

Drugs
20% Increase 10% of Total

Other Svcs
24% Increase 11% of Total

Insurance Admin
30% Increase 12% of Total

Source:

CMS National

Health

Expenditures
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Similar Pattern for Total Spending; 

>1/3 of Growth Due to Hospitals

Hospital Svcs
33% Increase 37% of Total

Physician &
Clinical Services

27% Increase
20% of Total

Drugs
28% Increase 10% of Total

Other Svcs
22% Increase 10% of Total

Insurance Admin
51% Increase 12% of Total

Source:

CMS National

Health

Expenditures
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Hospitals Are Biggest Contributor 

to Growth for Two Decades

Source:

CMS National

Health

Expenditures

Hospital
Spending



Whatôs Driving Healthcare

Spending in Minnesota?
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Half of $8.7 Billion Growth in MN in 

5 Years Due to Hospital Spending

Hospital Svcs
28% Increase

47% of Total

Physician Svcs
13% Increase

15% of Total

Drugs 13% Inc. 6% of Total

Other Svcs
21% Increase

33% of Total

Source:

CMS National

Health

Expenditures



But Waité

Arenôt Drugs the Cause

of Higher Spending?
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Drug Spending Depends On 

Which Years You Look At

Source:

CMS National

Health

Expenditures

Hospital
Spending

Drug
Spending
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Drug Spending Increases More 

Than Hospitals in Some Yearsé

Source:

CMS National

Health

Expenditures

Hospital
Spending

Drug
Spending
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éDrug Spending Increases Less 

Than Hospitals In Other Years

Source:

CMS National

Health

Expenditures

Hospital
Spending

Drug
Spending
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Most Growth in MN Spending

Due to Hospitals for Two Decades

Source:

CMS National

Health

Expenditures

Hospital
Spending
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How Do You Control Growing 

Healthcare Spending?

TOTAL
HEALTH
CARE

SPENDING

TOTAL
HEALTH
CARE

SPENDING

TOTAL
HEALTH
CARE

SPENDING

TOTAL
HEALTH
CARE

SPENDING

$

TIME
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TOTAL
HEALTH
CARE

SPENDING
BY

PAYERS

Payer Strategy #1:

Cut Provider Fees for Services

$
Cut

Provider Fees

SAVINGS

TOTAL
HEALTH
CARE

SPENDING

TOTAL
HEALTH
CARE

SPENDING

TOTAL
HEALTH
CARE

SPENDING
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TOTAL
HEALTH
CARE

SPENDING
BY

PAYERS

Payer Strategy #2:

Shift Costs to Patients

$ SAVINGS

Higher
Cost-Share &
Deductibles

TOTAL
HEALTH
CARE

SPENDING

TOTAL
HEALTH
CARE

SPENDING

TOTAL
HEALTH
CARE

SPENDING
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TOTAL
HEALTH
CARE

SPENDING
BY

PAYERS

Payer Strategy #3:

Delay or Deny Care to Patients

$ SAVINGS

Lack of 
Needed Care

TOTAL
HEALTH
CARE

SPENDING

TOTAL
HEALTH
CARE

SPENDING

TOTAL
HEALTH
CARE

SPENDING
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Results of Typical Strategies

ÅPatients donôt get the care they need and costs increase in the 
future

ÅSmall physician practices and hospitals are forced out of 
business

ÅHealth insurance premiums continue to rise and access to 
insurance coverage decreases



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

Results of Typical Strategies

ÅPatients donôt get the care they need and costs increase in the 
future

ÅSmall physician practices and hospitals are forced out of 
business

ÅHealth insurance premiums continue to rise and access to 
insurance coverage decreases

IS THERE A BETTER WAY?
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The Right Focus: Spending 

That is Unnecessary or Avoidable

AVOIDABLE
SPENDING

AVOIDABLE
SPENDING

AVOIDABLE
SPENDING

NECESSARY
SPENDING

AVOIDABLE
SPENDING

NECESSARY
SPENDING

NECESSARY
SPENDING

NECESSARY
SPENDING

$

TIME
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Avoidable Spending Occurs

In All Aspects of Healthcare

NECESSARY
SPENDING

AVOIDABLE
SPENDING

$
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Avoidable Spending Occurs

In All Aspects of Healthcare

NECESSARY
SPENDING

AVOIDABLE
SPENDING

$

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

NECESSARY
SPENDING

AVOIDABLE
SPENDING

$

CANCER TREATMENT
ÅUse of unnecessarily-expensive drugs
ÅER visits/hospital stays for dehydration 
and avoidable complications
ÅFruitless treatment at end of life

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

NECESSARY
SPENDING

AVOIDABLE
SPENDING

$

CANCER TREATMENT
ÅUse of unnecessarily-expensive drugs
ÅER visits/hospital stays for dehydration 
and avoidable complications
ÅFruitless treatment at end of life

SURGERY
ÅUnnecessary surgery
ÅUse of unnecessarily-expensive implants
ÅInfections and complications of surgery
ÅOveruse of inpatient rehabilitation

CHRONIC DISEASE
ÅER visits for exacerbations
ÅHospital admissions and readmissions
ÅAmputations, blindness
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Avoidable Spending Occurs

In All Aspects of Healthcare

NECESSARY
SPENDING

AVOIDABLE
SPENDING

$

CANCER TREATMENT
ÅUse of unnecessarily-expensive drugs
ÅER visits/hospital stays for dehydration 
and avoidable complications
ÅFruitless treatment at end of life

SURGERY
ÅUnnecessary surgery
ÅUse of unnecessarily-expensive implants
ÅInfections and complications of surgery
ÅOveruse of inpatient rehabilitation

CHRONIC DISEASE
ÅER visits for exacerbations
ÅHospital admissions and readmissions
ÅAmputations, blindness

MATERNITY CARE
ÅUnnecessary C-Sections
ÅEarly elective deliveries
ÅUnderuse of birth centers
ÅComplications of delivery
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Institute of Medicine Estimate:

30% of Spending is Avoidable
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10% of MN Hospital Admissions 

Are Potentially Preventable

Source:

Minnesota

Department

of Health
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30-50% More Joint Surgery 

in Minnesota Than U.S. Average

Source:

Dartmouth

Atlas
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The Right Goal: Less Avoidable $, 

NECESSARY
SPENDING

AVOIDABLE
SPENDING

$

TIME

AVOIDABLE
SPENDING

AVOIDABLE
SPENDING

AVOIDABLE
SPENDING
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The Right Goal: Less Avoidable $, 

More Necessary $

NECESSARY
SPENDING

AVOIDABLE
SPENDING

NECESSARY
SPENDING

NECESSARY
SPENDING

NECESSARY
SPENDING

$

TIME

AVOIDABLE
SPENDING

AVOIDABLE
SPENDING

AVOIDABLE
SPENDING



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

Win-Win for Patients & Payers

NECESSARY
SPENDING

AVOIDABLE
SPENDING

NECESSARY
SPENDING

NECESSARY
SPENDING

NECESSARY
SPENDING

$

TIME

SAVINGS
SAVINGS SAVINGS

AVOIDABLE
SPENDING

AVOIDABLE
SPENDING

AVOIDABLE
SPENDING

Better
Care
for

Patients

Lower
Spending

for
Payers
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Barriers in the Payment System

Create a Win-Lose for Providers

NECESSARY
SPENDING

AVOIDABLE
SPENDING

$

BARRIERS
IN THE

CURRENT
PAYMENT
SYSTEM NECESSARY

SPENDING

SAVINGS

AVOIDABLE
SPENDING
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Barrier #1: No $ or Inadequate $ 

for High-Value Services

NECESSARY
SPENDING

AVOIDABLE
SPENDING

UNPAID
SERVICES

$
No Payment or

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
physicians to ensure accurate
diagnosis & coordinate care

ÅNon-medical services,
e.g., transportation

ÅPalliative care for patients
at end of life
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Barrier #2: Avoidable Spending 

May Be Revenue for Providersé

NECESSARY
SPENDING

AVOIDABLE
SPENDING

$

PROVIDER
REVENUE

COST
OF

SERVICE
DELIVERY

MARGIN
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éAnd When Avoidable Services 

Arenôt Deliveredé

NECESSARY
SPENDING

AVOIDABLE
SPENDING

$

NECESSARY
SPENDING

AVOIDABLE
SPENDING

COST
OF

SERVICE
DELIVERY

MARGIN

PROVIDER
REVENUE



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

éProvidersô Revenue 

May Decreaseé

NECESSARY
SPENDING

AVOIDABLE
SPENDING

$

NECESSARY
SPENDING

AVOIDABLE
SPENDING

COST
OF

SERVICE
DELIVERY

MARGIN

PROVIDER
REVENUE

PROVIDER
REVENUE
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éBut Fixed Costs Donôt Vanish

NECESSARY
SPENDING

AVOIDABLE
SPENDING

$

NECESSARY
SPENDING

AVOIDABLE
SPENDING

COST
OF

SERVICE
DELIVERY

MARGIN

PROVIDER
REVENUE COST

OF
SERVICE
DELIVERY

PROVIDER
REVENUE

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

NECESSARY
SPENDING

AVOIDABLE
SPENDING

$

NECESSARY
SPENDING

AVOIDABLE
SPENDING

COST
OF

SERVICE
DELIVERY

MARGIN

PROVIDER
REVENUE COST

OF
SERVICE
DELIVERY

PROVIDER
REVENUE

COST OF
NEW SVCS

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)

NECESSARY
SPENDING

AVOIDABLE
SPENDING

$

NECESSARY
SPENDING

AVOIDABLE
SPENDING

COST
OF

SERVICE
DELIVERY

MARGIN

LOSS

PROVIDER
REVENUE

PROVIDER
REVENUE

Many Fixed Costs of Services
Remain When Volume Decreases
And New Costs May Be Incurred,

Potentially Causing Financial Losses

COST
OF

SERVICE
DELIVERY

COST OF
NEW SVCS
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A Payment Changeisnôt Reform

Unless It Removes the Barriers
BARRIER #1

BARRIER #2



So Why Havenôt We Fixed This??





In Healthcare,

Payers Are From Mars,

Providers Are From Venus
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Provider Approach: Pay Us Moreé

NECESSARY
SPENDING

AVOIDABLE
SPENDING

UNPAID
SERVICES

NECESSARY
SPENDING

NEWLY PAID
SERVICES

$

PROVIDER
SOLUTION:
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Provider Approach: Pay Us Moreé 

éand ñTrust Usò on Savings

NECESSARY
SPENDING

AVOIDABLE
SPENDING

UNPAID
SERVICES

NECESSARY
SPENDING

NEWLY PAID
SERVICES

SAVINGS

$

PROVIDER
SOLUTION:

Provider to Payer:
ñPaying for the services 

saved money 
in a demonstration project, 

so you can safely 
assume that you will

also save money 
if you pay all providers 
to deliver the services

for all patientsò

AVOIDABLE
SPENDING
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NECESSARY
SPENDING

AVOIDABLE
SPENDING

NEWLY PAID
SERVICES

Payer Concern: No Accountability 

to Reduce Avoidable Spending

NECESSARY
SPENDING

AVOIDABLE
SPENDING

UNPAID
SERVICES

NECESSARY
SPENDING

NEWLY PAID
SERVICES

SAVINGS

$

PROVIDER
SOLUTION:

PAYER FEAR:

AVOIDABLE
SPENDING
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Example: Accreditation Programs

ÅHospitals and physician practices want to be paid 
more if they are certified as delivering care the right 
way by an accrediting agency
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Does Accreditation

Assure High-Value Care?

ÅThanks to Joint Commission hospital accreditation, 
there are no longer any infections or patient safety 
problems in hospitals

ÅThanks to the Certification Commission for Health 
Information Technology (CCHIT), every EHR works 
effectively to support good patient care

ÅThanks to college accreditation organizations, 
every parent who sends their child to college knows 
they will get a good education and a good job after 
graduation

ñNOTò



In Healthcare,

Payers Are From Mars,

Providers Are From Venus
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Payer Approach: 

ñValue-Basedò Pay for Performance

FEE 
FOR

SERVICE
PAYMENTS

UNPAID
SERVICES

Value-Based 
P4P

UNPAID
SERVICES

$

PAYER SOLUTION:

FEE
FOR

SERVICE
PAYMENTS

Hospitals & Physicians
Have to Justify a Portion
of What They Would
Have Otherwise Received
Based on Performance
on Quality/Cost Measures
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Do Providers Need ñIncentivesò or 

True Solutions to FFS Barriers?

FEE 
FOR

SERVICE
PAYMENTS

UNPAID
SERVICES

UNPAID
SERVICES

$

PAYER SOLUTION:

FEE
FOR

SERVICE
PAYMENTS

LOSS OF
REVENUE

ÅP4P may not be 
enough to pay for 
delivering a high-value 
service or for the 
added costs of 
improving quality

ÅP4P may not be 
enough to offset the 
costs of collecting and 
reporting the quality 
data

ÅP4P may be less than 
the loss of 
fee-for-service revenue
from healthier patients 
or lower utilization

Value-Based 
P4P
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Payer Approach: Save Us Moneyé

NECESSARY
SPENDING

AVOIDABLE
SPENDING

UNPAID
SERVICES

NECESSARY
SPENDING

SAVINGS

UNPAID
SERVICES

$

PAYER SOLUTION:

YEAR 1

AVOIDABLE
SPENDING

LOSS OF
REVENUE
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NECESSARY
SPENDING

Shared Svgs

Payer Approach: Save Us Money & 

(Maybe) Weôll Pay More Next Year 

NECESSARY
SPENDING

AVOIDABLE
SPENDING

UNPAID
SERVICES

NECESSARY
SPENDING

SAVINGS

UNPAID
SERVICES

UNPAID
SERVICES

SAVINGS

AVOIDABLE
SPENDING

$

PAYER SOLUTION:

YEAR 1 YEAR 2

AVOIDABLE
SPENDING

LOSS OF
REVENUE

LOSS OF
REVENUE
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NECESSARY
SPENDING

Provider Concern: Shared 

Savings is Too Little, Too Late

NECESSARY
SPENDING

AVOIDABLE
SPENDING

UNPAID
SERVICES

NECESSARY
SPENDING

SAVINGS

UNPAID
SERVICES

UNPAID
SERVICES

SAVINGS

AVOIDABLE
SPENDING

Shared
savings,

if
received,
may not

cover
costs &
losses

$

PAYER SOLUTION:

YEAR 1 YEAR 2

How
does

hospital
or 

physician
cover

upfront
costs of

additional
services
and loss 

of 
revenue?

AVOIDABLE
SPENDING

LOSS OF
REVENUE

LOSS OF
REVENUE

Shared Svgs
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Medicareôs Shared Savings ACO 

Program Isnôt Succeeding
2013 Results for Medicare Shared Savings ACOs
Å 46% of ACOs (102/220) increased Medicare spending

Å Only 24% (52/220) received shared savings payments

Å After making shared savings payments, Medicare spent more than it saved

Å Net loss to Medicare: $78 million

2014 Results for Medicare Shared Savings ACOs
Å 45% of ACOs (152/333) increased Medicare spending

Å Only 26% (86/333) received shared savings payments

Å After making shared savings payments, Medicare spent more than it saved

Å Net loss to Medicare: $50 million

2015 Results for Medicare Shared Savings ACOs
Å 48% of ACOs (189/392) increased Medicare spending

Å Only 30% (119/392) received shared savings payments

Å After making shared savings payments, Medicare spent more than it saved

Å Net loss to Medicare: $216 million
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Private Shared Savings ACOs

Have Also Been Floundering
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Primary 

Care
Neurosurgery OB/GYN

Why Arenôt ACOs Succeeding?

Cardiology

Heart 

Disease

Cancer

Back Pain

PATIENTS

Pregnancy

Oncology

ACO
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MEDICARE

Primary 

Care
Neurosurgery OB/GYN

No Change in the Way 

Physicians or Hospitals Are Paid

Cardiology

Heart 

Disease

Cancer

Back Pain

PATIENTS

Pregnancy

Oncology

Fee-for-
Service

Payment

ACO
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MEDICARE

Primary 

Care
Neurosurgery OB/GYN

Providers Still Face All the Barriers 

in the Current Payment Systemé

Cardiology

Heart 

Disease

Cancer

Back Pain

PATIENTS

Pregnancy

Oncology

ÅNo payment for high-value services
ÅInadequate revenues to cover costs when

fewer services are delivered

Fee-for-
Service

Payment

ACO
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MEDICARE

Primary 

Care
Neurosurgery OB/GYN

éWith Only the Potential for 

Receiving Future ñShared Savingsò 

Cardiology

Heart 

Disease

Cancer

Back Pain

PATIENTS

Pregnancy

Oncology

ÅNo payment for high-value services
ÅInadequate revenues to cover costs when

fewer services are delivered

Fee-for-
Service

Payment

ACO

Shared Savings
Payment Next Year???
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MEDICARE

Primary 

Care

ACO

Neurosurgery OB/GYN

ACOs Try to ñCoordinate Careò 

Without Fixing Payment Barriers

Expensive 
IT Systems

Cardiology

Care
CoordinatorsHeart 

Disease

Cancer

Back Pain

PATIENTS

Pregnancy

Oncology

ÅNo payment for high-value services
ÅInadequate revenues to cover costs when

fewer services are delivered

Fee-for-
Service

Payment

Shared Savings
Payment Next Year???
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MEDICARE

Primary 

Care

ACO

Neurosurgery OB/GYN

Possibility of Future Bonuses

Doesnôt Overcome Current Barriers

Expensive 
IT Systems

Cardiology

Care
Coordinators

Shared Savings
Payment???

Part of Shared Savings??

Heart 

Disease

Cancer

Back Pain

PATIENTS

Pregnancy

Oncology

ÅNo payment for high-value services
ÅInadequate revenues to cover costs when

fewer services are delivered

Fee-for-
Service

Payment
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MEDICARE

Primary 

Care

ACO

Neurosurgery OB/GYN

Creating More ñRiskò Wonôt Solve

the Problems with Payment Either

Expensive 
IT Systems

Cardiology

Care
Coordinators

More Downside Risk

Heart 

Disease

Cancer

Back Pain

PATIENTS

Pregnancy

Oncology

ÅNo payment for high-value services
ÅInadequate revenues to cover costs when

fewer services are delivered

Fee-for-
Service

Payment
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Value-Based Payment Is Being

Designed the Wrong Way Today
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Value-Based Payment Is Being

Designed the Wrong Way Today

Medicare and
Health Plans

Define
Payment 
Systems

Physicians
and Hospitals

Have To 
Change Care
to Align With

Payment 
Systems

TOP-DOWN 
PAYMENT REFORM
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Both
Patients 

and
Providers
May Lose

Value-Based Payment Is Being

Designed the Wrong Way Today

Medicare and
Health Plans

Define
Payment 
Systems

Physicians
and Hospitals

Have To 
Change Care
to Align With

Payment 
Systems

TOP-DOWN 
PAYMENT REFORM
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Both
Patients 

and
Providers
May Lose

Physicians Need to Design 

Payments to Support Good Care

Medicare and
Health Plans

Define
Payment 
Systems

Physicians
and Hospitals

Have To 
Change Care
to Align With

Payment 
Systems

Physicians
Redesign 

Care
and Identify

Payment 
Barriers

TOP-DOWN 
PAYMENT REFORM

BOTTOM-UP
PAYMENT REFORM
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Both
Patients 

and
Providers
May Lose

Physicians Need to Design 

Payments to Support Good Care

Medicare and
Health Plans

Define
Payment 
Systems

Physicians
and Hospitals

Have To 
Change Care
to Align With

Payment 
Systems

Physicians
Redesign 

Care
and Identify

Payment 
Barriers

Payers 
Change

Payment to 
Support 

Redesigned 
Care

TOP-DOWN 
PAYMENT REFORM

BOTTOM-UP
PAYMENT REFORM
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Both
Patients 
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Providers
May Lose
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Care and
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Congress Wants Physicians

to Develop Better Payment Models

ÅCongress created the Physician-Focused Payment Model 
Technical Advisory Committee (PTAC) to solicit and review 
proposals from physician groups, medical specialty societies, 
and others for ñphysician-focused payment modelsò and to 
make recommendations to CMS as to which models to 
implement

ÅPhysicians who receive most of their revenues through 
approved Alternative Payment Models (APMs):

ïare exempt from MIPS

ïreceive a 5% lump sum bonus

ïreceive a higher annual update (increase) in their FFS revenues

ïreceive the benefits of participating in the APM



What Happens When
Physicians Can Redesign 

Patient Care
and Receive 

Adequate Payments 
to Support It?
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Better Care at Lower Cost for

Crohnôs Disease
PHYSICIAN LEADER: Lawrence R. Kosinski, MD

Managing Partner, Illinois Gastroenterology Group
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Better Care at Lower Cost for

Crohnôs Disease

OPPORTUNITIES
TO IMPROVE CARE 
AND LOWER COSTS

ÅHealth plan spends 
$11,000/year/patient
on patients with Crohnôs

Å>50% of expenses are
for hospital care, most
due to complications

Å<33% of patients seen by 
physician in 30 days prior 
to hospitalization

Å10% of expenses for 
biologics, many 
administered in hospitals

Å3.5% of spending goes to 
gastroenterologists

PHYSICIAN LEADER: Lawrence R. Kosinski, MD
Managing Partner, Illinois Gastroenterology Group



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

Better Care at Lower Cost for

Crohnôs Disease

OPPORTUNITIES
TO IMPROVE CARE 
AND LOWER COSTS

BARRIERS 
IN THE CURRENT

PAYMENT SYSTEM

ÅHealth plan spends 
$11,000/year/patient
on patients with Crohnôs

Å>50% of expenses are
for hospital care, most
due to complications

Å<33% of patients seen by 
physician in 30 days prior 
to hospitalization

Å10% of expenses for 
biologics, many 
administered in hospitals

Å3.5% of spending goes to 
gastroenterologists

ÅNo payment to support
ñmedical homeò services 
in gastroenterology 
practice:

ü No payment for 
nurse care manager

ü No payment for 
clinical decision 
support tools to 
ensure evidence-
based care

ü No payment for 
proactive telephone 
contact with patients

PHYSICIAN LEADER: Lawrence R. Kosinski, MD
Managing Partner, Illinois Gastroenterology Group
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Better Care at Lower Cost for

Crohnôs Disease

OPPORTUNITIES
TO IMPROVE CARE 
AND LOWER COSTS

BARRIERS 
IN THE CURRENT

PAYMENT SYSTEM

RESULTS WITH
ADEQUATE PAYMENT
FOR BETTER CARE

ÅHealth plan spends 
$11,000/year/patient
on patients with Crohnôs

Å>50% of expenses are
for hospital care, most
due to complications

Å<33% of patients seen by 
physician in 30 days prior 
to hospitalization

Å10% of expenses for 
biologics, many 
administered in hospitals

Å3.5% of spending goes to 
gastroenterologists

ÅNo payment to support
ñmedical homeò services 
in gastroenterology 
practice:

ü No payment for 
nurse care manager

ü No payment for 
clinical decision 
support tools to 
ensure evidence-
based care

ü No payment for 
proactive telephone 
contact with patients

ÅHospitalization rate cut by 
more than 50%

ÅTotal spending reduced 
by 10% even with higher 
payments to the 
physician practice

ÅImproved patient 
satisfaction due to fewer 
complications and lower 
out-of-pocket costs

PHYSICIAN LEADER: Lawrence R. Kosinski, MD
Managing Partner, Illinois Gastroenterology Group

www.SonarMD.com
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1st Physician-Focused Payment 

Model Recommended by PTAC

RESULTS WITH
ADEQUATE PAYMENT
FOR BETTER CARE

ÅHospitalization rate cut by 
more than 50%

ÅTotal spending reduced 
by 10% even with higher 
payments to the 
physician practice

ÅImproved patient 
satisfaction due to fewer 
complications and lower 
out-of-pocket costs

PHYSICIAN LEADER: Lawrence R. Kosinski, MD
Managing Partner, Illinois Gastroenterology Group

www.SonarMD.com

ñPTAC members are 
supportive of the 
proposalôs care 
model..[which] 

leverages technology 
to enable specialty 

practices to remotely 
monitor their patients 

who are at risk of 
complications and 

hospitalizations and 
initiate early 
interventionséò

ñPTAC believes that 
the merits of the 
proposal justify a 

recommendation for 
limited-scale testing.ò
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Better Care at Lower Cost for

Total Joint Replacement
PHYSICIAN LEADER: Stephen J. Zabinski, MD

Director, Division of Orthopaedic Surgery, Shore Medical Ctr
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Better Care at Lower Cost for

Total Joint Replacement

OPPORTUNITIES
TO IMPROVE CARE 
AND LOWER COSTS

ÅReduce surgical 
complications by reducing 
patient risk factors prior to 
surgery

ÅObtain lower prices for 
implants from vendors

ÅMatch implants to patient 
needs

ÅReturn patients home as 
quickly as possible

ÅUse lower cost settings 
for surgery and 
rehabilitation

PHYSICIAN LEADER: Stephen J. Zabinski, MD
Director, Division of Orthopaedic Surgery, Shore Medical Ctr
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Better Care at Lower Cost for

Total Joint Replacement

OPPORTUNITIES
TO IMPROVE CARE 
AND LOWER COSTS

BARRIERS 
IN THE CURRENT

PAYMENT SYSTEM

ÅReduce surgical 
complications by reducing 
patient risk factors prior to 
surgery

ÅObtain lower prices for 
implants from vendors

ÅMatch implants to patient 
needs

ÅReturn patients home as 
quickly as possible

ÅUse lower cost settings 
for surgery and 
rehabilitation

ÅNo payment for 
pre-operative patient risk 
reduction programs

ÅNo payment for care 
coordination throughout 
surgical episode

ÅSeparate payments to 
hospital and physician

ÅNo data on costs of 
facilities

PHYSICIAN LEADER: Stephen J. Zabinski, MD
Director, Division of Orthopaedic Surgery, Shore Medical Ctr
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Better Care at Lower Cost for

Total Joint Replacement

OPPORTUNITIES
TO IMPROVE CARE 
AND LOWER COSTS

BARRIERS 
IN THE CURRENT

PAYMENT SYSTEM

RESULTS WITH
ADEQUATE PAYMENT
FOR BETTER CARE

ÅReduce surgical 
complications by reducing 
patient risk factors prior to 
surgery

ÅObtain lower prices for 
implants from vendors

ÅMatch implants to patient 
needs

ÅReturn patients home as 
quickly as possible

ÅUse lower cost settings 
for surgery and 
rehabilitation

ÅNo payment for 
pre-operative patient risk 
reduction programs

ÅNo payment for care 
coordination throughout 
surgical episode

ÅSeparate payments to 
hospital and physician

ÅNo data on costs of 
facilities

ÅAverage length of stay
TKR: 3.3 Ą 1.8 days
THR: 2.9 Ą 1.6 days

ÅAverage device cost
$6,301 Ą $4,242

ÅDischarges to home
34% Ą 78%

ÅReadmission rate
3.2% Ą 2.7%

ÅTotal Episode Spending
TKR: $25,365 Ą $19,597
THR: $26,580 Ą $20,636

PHYSICIAN LEADER: Stephen J. Zabinski, MD
Director, Division of Orthopaedic Surgery, Shore Medical Ctr
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Better Care at Lower Cost for

Cancer
PHYSICIAN LEADER: Barbara McAneny, MD

CEO, New Mexico Cancer Center
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Better Care at Lower Cost for

Cancer

OPPORTUNITIES
TO IMPROVE CARE 
AND LOWER COSTS

Å40-50% of patients 
receiving chemotherapy
are hospitalized for 
complications of 
treatment

PHYSICIAN LEADER: Barbara McAneny, MD
CEO, New Mexico Cancer Center



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

Better Care at Lower Cost for

Cancer

OPPORTUNITIES
TO IMPROVE CARE 
AND LOWER COSTS

BARRIERS 
IN THE CURRENT

PAYMENT SYSTEM

Å40-50% of patients 
receiving chemotherapy
are hospitalized for 
complications of 
treatment

ÅNo payment for triage 
services to enable rapid 
response to patient 
complications

ÅNo payment for patient 
and family education 
about complications and 
how to respond

ÅInadequate payment to 
reserve capacity for 
IV hydration of patients
experiencing problems

PHYSICIAN LEADER: Barbara McAneny, MD
CEO, New Mexico Cancer Center
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Better Care at Lower Cost for

Cancer

OPPORTUNITIES
TO IMPROVE CARE 
AND LOWER COSTS

BARRIERS 
IN THE CURRENT

PAYMENT SYSTEM

RESULTS WITH
ADEQUATE PAYMENT
FOR BETTER CARE

Å40-50% of patients 
receiving chemotherapy
are hospitalized for 
complications of 
treatment

ÅNo payment for triage 
services to enable rapid 
response to patient 
complications

ÅNo payment for patient 
and family education 
about complications and 
how to respond

ÅInadequate payment to 
reserve capacity for 
IV hydration of patients
experiencing problems

Å36% fewer ED visits

Å43% fewer admissions

Å22% reduction in total 
cost of care ($4,784 over 
six months)

PHYSICIAN LEADER: Barbara McAneny, MD
CEO, New Mexico Cancer Center
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Better Care at Lower Cost for

Emergency Room Patients
PHYSICIAN LEADER: Jennifer L. Wiler, MD

Assoc. Prof. of Emergency Medicine, University of Colorado
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Better Care at Lower Cost for

Emergency Room Patients

OPPORTUNITIES
TO IMPROVE CARE 
AND LOWER COSTS

ÅMany individuals have 3+ 
Emergency Department 
visits per year

ÅMany frequent ED users 
have no insurance or 
inability to afford copays,
behavioral health 
problems, and no PCP

PHYSICIAN LEADER: Jennifer L. Wiler, MD
Assoc. Prof. of Emergency Medicine, University of Colorado
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Better Care at Lower Cost for

Emergency Room Patients

OPPORTUNITIES
TO IMPROVE CARE 
AND LOWER COSTS

BARRIERS 
IN THE CURRENT

PAYMENT SYSTEM

ÅMany individuals have 3+ 
Emergency Department 
visits per year

ÅMany frequent ED users 
have no insurance or 
inability to afford copays,
behavioral health 
problems, and no PCP

ÅNo payment for patient 
education and care 
coordination in the ED

ÅNo payment for home 
visits to help patients 
after discharge

ÅNo funding to address 
non-medical needs such 
as lack of transportation

PHYSICIAN LEADER: Jennifer L. Wiler, MD
Assoc. Prof. of Emergency Medicine, University of Colorado
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Better Care at Lower Cost for

Emergency Room Patients

OPPORTUNITIES
TO IMPROVE CARE 
AND LOWER COSTS

BARRIERS 
IN THE CURRENT

PAYMENT SYSTEM

RESULTS WITH
ADEQUATE PAYMENT
FOR BETTER CARE

ÅMany individuals have 3+ 
Emergency Department 
visits per year

ÅMany frequent ED users 
have no insurance or 
inability to afford copays,
behavioral health 
problems, and no PCP

ÅNo payment for patient 
education and care 
coordination in the ED

ÅNo payment for home 
visits to help patients 
after discharge

ÅNo funding to address 
non-medical needs such 
as lack of transportation

Å41% fewer ED visits

Å49% fewer admissions

Å80% now have a 
primary care provider

Å50% lower total spending 
including cost of program

PHYSICIAN LEADER: Jennifer L. Wiler, MD
Assoc. Prof. of Emergency Medicine, University of Colorado



How Do You Design

a Good Alternative Payment Model?
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Step #1: 

Identify Avoidable Spending in FFS

$
OPPORTUNITIES TO REDUCE TOTAL SPENDING

ÅAvoidable Hospital Admissions/Readmissions

ÅUnnecessary Tests and Procedures
ÅUse of Lower-Cost Settings
ÅUse of Lower-Cost Treatments
ÅPreventable Complications of Treatment
ÅPrevention & Early Identification of Disease

NECESSARY
SPENDING

AVOIDABLE
SPENDING

FEE FOR
SERVICE
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Step #2: 

Identify Barriers in FFS

UNPAID
SERVICES

$

LOSS OF
REVENUE

NECESSARY
SPENDING

AVOIDABLE
SPENDING

FEE FOR
SERVICE

BARRIERS IN CURRENT FFS SYSTEM

ÅNo payment for high-value services
ÅPhone calls, e-mails with physicians
ÅServices delivered by nurses, community workers
ÅCommunication/coordination among physicians
ÅNon-medical services, e.g., transportation
ÅPalliative care for patients at end of life

ÅInadequate payment for patients who need
more time or resources

ÅInadequate revenue to cover fixed costs when
utilization of services is reduced
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Step #3: 

Remove the FFS Barriers

UNPAID
SERVICES

ADEQUATE,
FLEXIBLE
PAYMENT

FOR
HIGH-
VALUE

SERVICES

$

ALTERNATIVE
PAYMENT MODEL

LOSS OF
REVENUE

NECESSARY
SPENDING

AVOIDABLE
SPENDING

FEE FOR
SERVICE

Upfront payment to support
improved delivery of care
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Step #4:

Build in Accountability for Results

UNPAID
SERVICES

$

Accountability for reducing 
avoidable spending

LOSS OF
REVENUE

Upfront payment to support
improved delivery of careNECESSARY

SPENDING

AVOIDABLE
SPENDING

FEE FOR
SERVICE

ADEQUATE,
FLEXIBLE
PAYMENT

FOR
HIGH-
VALUE

SERVICES

ALTERNATIVE
PAYMENT MODEL

LOWER
AVOIDABLE
SPENDING
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True Alternative Payment Models

Can Be Win-Win-Wins

UNPAID
SERVICES

SAVINGS
$

LOWER
AVOIDABLE
SPENDING

Win for Payer: 
Lower Total Spending
(and Lower Premiums)

Win for Patient: 
Better Care Without 

Unnecessary Services

Win for Providers: 
Adequate Payment for
High-Value Services

LOSS OF
REVENUE

NECESSARY
SPENDING

AVOIDABLE
SPENDING

FEE FOR
SERVICE

ADEQUATE,
FLEXIBLE
PAYMENT

FOR
HIGH-
VALUE

SERVICES

ALTERNATIVE
PAYMENT MODEL



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

Example: Reducing Avoidable 

Surgeries for Knee Osteoarthritis




