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Executive Summary 

Section 44 of Chapter 305 of the Acts of 2008 mandated the creation of a Special Commission 
on the Health Care Payment System to “investigate reforming and restructuring the system to 
provide incentives for efficient and effective patient-centered care and to reduce variations in the 
quality and cost of care.” Section 44 established three responsibilities for the Special 
Commission: (1) to examine payment methodologies and purchasing strategies, (2) to 
recommend a common transparent methodology, and (3) to recommend a plan for the 
implementation of the common payment methodology across all public and private payers in the 
Commonwealth. 
 
The legislation designated three categories of appointments to the Special Commission: three ex 
officio members, one member to be appointed by the Senate President, one member to be 
appointed by the Speaker of the House, and five members to be appointed by the Governor. 
 
The Special Commission met on nine occasions between January and July 2009 to create a set of 
principles to guide the development of payment policy recommendations, elicit and consider 
input from key stakeholders, assess and debate alternative payment approaches, and arrive at 
recommendations for payment policy. 
 

The Context for Payment Reform in Massachusetts 
The Commonwealth of Massachusetts enjoys a number of signature achievements in health 
care—including highly skilled providers, excellent technology, generally good population health, 
and an extraordinarily high rate of health coverage under its historic health care reform initiative. 
However, important challenges remain—including high and fast-growing health care spending 
and significant opportunities to improve health care quality.   
 
While the U.S. has the highest health care expenditures per capita among other industrialized 
countries, Massachusetts has among the highest health care costs in the U.S. In 2004, health care 
costs per capita in Massachusetts reached $6,683 (DHCFP, MA Health Care Spending 2009) and 
based on recent history, are projected to grow faster than for the U.S. as a whole (DHCFP, MA 
Health Care Cost Trends 2008).1 
 
It is difficult to overstate the impact that high and fast-growing health care costs have on 
Massachusetts’ citizens, businesses, cities, towns, and state government. Largely driven by these 
health cost increases, health insurance premiums have increased almost every year for the past 
two decades at a pace that well exceeds the annual increase in the cost of living. 
 

                                                 
1 Data are unadjusted for wage area differences. In 2007, Massachusetts wages were 23.4 percent higher than the US 
average, while health care expenditures were 33.0 percent higher (Bureau of Economic Analysis, U.S. Department 
of Commerce). In 2000, both wages and health care expenditures were 24 percent higher in Massachusetts than the 
US average. 



Figure A: Historic and Projected Index of Health Expenditures Per Capita and 
Other Indicators in MA, 1991-2020 
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Source: Massachusetts Division of Health Care Finance and Policy (DHCFP). “Massachusetts Health Care Spending: Baseline 
Trends and Projections,” February 4, 2009. 

 
The impact of high and fast-growing health care costs is visible every day in the Commonwealth, 
depleting the resources of families, communities, businesses, and state government. Health care 
costs hurt individual citizens who are challenged to balance household budgets when wages are 
not increasing. Businesses struggle to compete when annual family health care premiums have 
begun to approach the wage level of a low-income employee, and displace wage growth for all. 
Health care cost impact is felt at the level of state government, with almost a third of the budget 
dedicated to the state’s the Medicaid program (MassHealth). Finally, continued high cost growth 
threatens the viability of the Commonwealth’s successful health reform initiative. 
 
In Massachusetts, as elsewhere, high health care costs do not mean that patients are consistently 
receiving effective, evidence-driven, preventive care that produces the best outcomes for their 
health. A study conducted by the RAND Corporation concluded that adults nationwide receive 
just 55 percent of recommended care; few differences were found between Boston and eleven 
other metropolitan areas (Kerr et al. 2004). In addition, the Commonwealth Fund State Scorecard 
on Health System Performance in 2007 indicated that fewer than half of adult diabetics in 
Massachusetts received recommended preventive care, and fewer than half of all adults over age 
50 received recommended screening and preventive care (Cantor et al. 2007). 
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With respect to hospital quality, national research indicates that hospitals’ performance on 
quality of care is not associated with the intensity of their spending. For example, nationally, 
from 2004 to 2007, hospitals in which end-of-life expenditures per capita (for Medicare 
beneficiaries) were highest did not perform better on selected measures of quality than hospitals 
in which expenditures were lower (Exhibit 2). 
 

 
Source: L. Yasaitis, E.S. Fisher, J.S. Skinner, and A. Chandra, A. “Hospital Quality and Intensity of Spending: Is There an 
Association?” Health Affairs, May 21, 2009; w566-s572.  
 
Massachusetts also faces important challenges in maintaining important services, due to 
payments for health care that financially reward providers irrespective of value. For example, 
because primary care providers are paid relatively little compared with specialists, access to 
primary care is declining. From 2006 to 2008, the percentage of family medicine physicians who 
no longer accept new patients increased steadily from 25 percent to 35 percent (Massachusetts 
Medical Society 2008). Among internal medicine offices accepting new patients in 2008, the 
average wait time for an appointment was 50 days.  
 
In addition, the gap between the financial performance of teaching and community hospitals is 
widening. This trend portends potential problems with access to care in some communities as 
well as escalating costs for hospital care.2 In fiscal year 2008, teaching hospitals reported a 
median operating margin of 4.1 percent, compared with a median operating margin of 0.4 
percent among community hospitals (Figure B). Among all acute care hospitals ranked by 
operating margin, hospitals at the 75th percentile made a 2.9 percent operating margin, but 
hospitals at the 25th percentile had a negative margin of -1.1 percent in fiscal year 2008 (Figure 
C). (Quarterly filings, which are less reliable than annual audited financials, suggest that the gap 
in performance between teaching and nonteaching hospitals may have narrowed in early fiscal 
year 2009, with operating performance apparently  improving for the best-performing hospitals. 
However, performance at the 25th percentile remained flat.     
                                                 
2 Hospital financial performance and performance on measures of health care quality are not necessarily correlated. 



 
Figure B:  Massachusetts Acute Hospital Median Operating Margin:  
Teaching vs. Community Hospitals, State Fiscal Years 2002-2009 (Quarter 2)  
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Figure C: Massachusetts Acute Hospital Operating Margins: Hospitals at the 25th, 
Median, and 75th Percentiles in State Fiscal Years 2002-2009 (Quarter 2) 
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Source: Massachusetts Division of Health Care Finance and Policy. “Massachusetts Acute Hospital Financial Performance: Fiscal 
Year 2009 through Quarter 2,” pending publication.  
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It is widely recognized that the current fee-for-service health care payment system is a primary 
contributor to the problem of escalating costs and pervasive problems of uneven quality. In turn, 
the growing cost of health care is crowding out other expenditures for the public good that also 
affect health status, such as education, transportation, and housing. Recognizing the nexus 
between how care is paid for and the cost and quality of care that is delivered, the Legislature 
established the Special Commission on the Health Care Payment System to examine and 
recommend improvements to the current payment system in order to motivate and reward 
effective, efficient, and patient-centered care. 
 

Principles for Payment Reform 
The Special Commission seeks to develop recommendations for fundamental reform of the 
Massachusetts health care payment system that will support safe, timely, efficient, effective, 
equitable, patient-centered care and both reduce per capita health care spending and significantly 
and sustainably slow future health care spending growth. To support this vision, the Special 
Commission developed a set of principles that were subsequently adapted to reflect feedback 
from numerous stakeholder groups. These principles and many of which underlie its 
recommendations for fundamental reform of the Massachusetts health care payment system: 

1. As currently implemented, fee-for-service payment rewards service volume rather than 
outcomes and efficiency, and therefore other models should be considered.  

2. Health care payments should cover the cost of efficiently provided care, support 
investments in system infrastructure, and ensure timely access to high quality, patient-
centered care. Additional payment should reward and promote the delivery of 
coordinated, patient-centered, high quality health care that aligns with evidence-based 
guidelines where available, and produces superior outcomes and improved health status. 
Performance measurement should rely on reliable information and utilize uniform, 
nationally accepted quality measures. 

3. Provider payment systems should balance payments for cognitive, preventive, behavioral, 
chronic and interventional care; support the development and maintenance of an adequate 
supply of primary care practitioners; and respond to the cross-subsidization occurring 
within provider organizations as a result of the current lack of balance in payment levels 
by service. 

4. Differences in health care payments should reflect measurable differences in value (cost 
and quality). Payments should be adjusted for clinical risk and socio-economic status 
wherever technically possible, and should promote greater equity of payments across 
payers and providers, to the extent that this is financially feasible.   

a. Differences in health care payments should be transparent, including across 
different payers. 

b. Costs associated with desired investments in teaching and research should be paid 
outside of base payments, and should require provider accountability for how 
such payments are spent. 

c. Costs associated with desired investment in special “stand by” capacity should be 
accounted for in the payment system. 

5. The health care payment system should be structured in such a way as to minimize 
provider, payer and patient administrative costs that do not add value. 
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6. Payment reform must consider how:  
a. Some payment methods may require certain organization of the service delivery 

system, and 
b. Health benefit designs either support or limit payment reform. 

7. Health care per capita costs and cost growth should be reduced, and providers, payers, 
private and public purchasers and patients should all share in the savings arising from 
payment reform. 

8. The health care payment system should be transparent so that patients, providers and 
purchasers understand how providers are paid, and what incentives the payment system 
creates for providers. 

9. It will be necessary to consider the diversity of populations, geography and providers 
across the Commonwealth when designing payment reform to ensure high quality, 
patient-centered care to all populations and geographic regions in the Commonwealth. 

10. Implementation should be phased over time with:  
a. Clear and attainable deadlines; 
b. Planned evaluation for intended and unintended consequences; and 
c. Mid-course corrections. 

 
Finally, the Special Commission recognizes the need to support the Commonwealth’s 
infrastructure of community and disproportionate-share hospitals in the context of payment 
reform. 
 

Special Commission Evaluation of Payment Models 
Section 44 of Chapter 305 of the Acts of 2008 required the Special Commission to examine 
alternatives to the fee-for-service (FFS) payment model—including but not limited to blended 
capitation rates, episode-of-care payments, medical home models, global budgets, pay-for-
performance (P4P) programs, tiering of providers, and evidence-based purchasing strategies. The 
Special Commission understood that that the models outlined in the legislation included basic 
payment models as well as complementary strategies relating to payments, benefits or care, 
which could be used with those basic payment models to improve health care quality and/or 
moderate cost growth. The Special Commission quickly acknowledged that its recommendations 
would likely combine a preferred basic payment model with one or more of these 
complementary strategies. 
 
Fee-for-Service  
Fee-for-service (FFS) is the dominant form of payment for health care services in Massachusetts 
and in other states. Under FFS, providers are paid for each service they produce. The Special 
Commission identified the following problems with the current Massachusetts health care system 
and with FFS in particular: 

• FFS rewards overuse of services, does not encourage consideration of resource use, and 
thus cannot build in limitations on cost growth. 

• FFS does not recognize differences in provider performance, quality, or efficiency, and 
thus does not align with evidence-based guidelines or outcomes. 
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• FFS focuses attention on prices, not costs, and fees do not relate to the actual cost of 
providing care. 

• FFS is complex and difficult to administer given the wide array of individual health care 
services and changes in health care delivery and technology. 

• Multiple payers negotiate different rates for a service, leading to different rates both 
within and among providers for the same service. These rates are more often based on 
relative market leverage, not health care value. 

• Varied payment levels for services leads to variation in profit margins across services; 
variable margins incentivize volume in high profit services, not value. 

• Some highly valued services are not currently recognized in the FFS system and thus not 
compensated. 

• Caregiver incentives are not currently aligned among acute care hospitals, physicians, 
behavioral health providers, and other providers. 

 
While changes built on the current FFS system might be easiest to achieve, the Special 
Commission concluded that complementary payment-related strategies (including P4P, which 
largely developed in response to the deficiencies of FFS) could not neutralize FFS incentives for 
greater volume and cost. Therefore, payment reform built on FFS was seen as not having enough 
potential for changing the way health care is delivered in Massachusetts. Moreover, the need to 
overlay multiple complementary payment strategies in an attempt to counter the pervasive 
incentives of FFS was viewed as a principal reason that the current FFS system is both 
administratively complex and difficult for both providers and patients to understand. 
 
Alternative Payment Models 
The Special Commission considered two other payment models—episode-based payment and 
global payment—that bundle services and payments in different ways. Compared with FFS 
(which pays for each service), episode-based payment bundles services as an episode of care; 
global payment bundles services at the patient-level over a defined period of time. 
 
Compared with FFS, both episode-based payments and global payments place providers at 
financial risk for their clinical performance and coordination of care (that is, “performance risk”) 
within, respectively, an episode of care and patient-level health care for a specified period of 
time. However, neither method, when properly implemented, should place providers at risk for 
the occurrence of health problems over which providers have no control (that is, insurance risk). 
In all cases, insurers should properly retain insurance risk, setting payments that transfer to 
providers performance risk but not insurance risk. 
 
Episode-Based Payment 
Episode-based payments reimburse providers for clinically defined episodes of care. In emerging 
episode-based payment models, the unit of payment is the full range of services that all or most 
providers deliver during a clinical episode for a specific procedure or condition—such as 
coronary artery bypass surgery and recovery. Payment is commonly designed to be made per-
occurrence of an acute care episode to the provider or provider group identified as most 
responsible for the patient’s care. As described above, episode-based payments place providers at 
financial risk for their clinical performance within an episode (performance risk), but at no risk 
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for the occurrence of an episode (insurance risk). Episode-based payments may be adjusted for 
severity of illness and also combined with complementary payment-related strategies such as 
P4P.  
 
The Special Commission concluded that this model has many promising features, including 
incentives for efficient delivery of care and collaboration among providers within episodes of 
care. Federal policymakers currently are paying substantial attention to episode-based payments 
as a potential means for improving the efficiency of care provided to Medicare patients. 
However, this payment model would not fully address the volume incentive, as it would not 
improve incentives for providers to help patients avert the need for episodes of care. In addition, 
there is limited operational experience with episode-based payment, and for only a small number 
of episode types that have been designed to-date. Therefore, the Special Commission was 
concerned that episode-based payment methods would not be available to be implemented 
quickly enough, nor would episode-based payment as a basic payment model sufficiently curb 
incentives to increase the volume of care. However, the Special Commission recognized the 
strong potential of episode-based payment as a method for allocating global payments among 
providers as well as its potential as a possible transitional payment model. 
 
Global Payment 
Global payments prospectively compensate providers for all or most of the care that their 
patients may require over a contract period, such as a month or year. Usually estimated from past 
cost experience and an actuarial assessment of future risk related to patient demographics and 
known medical conditions, global payments reflect the expected costs of covered services. As 
with episode-based payments, providers hold performance risk in a global payment system. To 
protect providers from also holding insurance risk, global payments must be risk-adjusted so that 
they reflect the underlying health conditions and predictable probability of illness among each 
provider’s patients. Carriers might also develop stop loss or risk corridor arrangements with 
providers to further protect them from insurance risk. Insurance carriers retain insurance risk for 
unpredictable illness and also adjust the level of global payments to reflect expected cost of 
consumer incentives (such as cost sharing for particular services or providers) in their benefit 
designs.  
 
Global payments may be combined with complementary payment-related strategies (including 
P4P) to encourage improvements in quality, care coordination, and patient-centered care. Global 
payments, as envisioned, are very compatible with the concept of a medical home, which focuses 
on patient-centered care and on care coordination for patients who may have one or multiple 
chronic conditions.  
 
The Special Commission viewed global payment models as having important advantages. They 
offer strong incentives for the efficient delivery of the full range of services that most patients 
need. They emphasize primary care and reinforce the goals of patient-centered medical homes. 
Moreover, some Massachusetts providers already have operational experience with some form of 
global payment. An estimated 20 percent of commercial physician payments are currently 
made in Massachusetts under some form of global payment (Bailit 2009). This experience 
suggests that broader adoption is feasible (since many providers already are managing under it 
successfully) and provides a base for wider progress towards global payment.   
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Finally, the Special Commission noted that global payment is compatible with P4P, which was 
viewed as important in protecting consumer access and encouraging the high-quality, evidence-
based, patient-centered care that is central to the Special Commission’s vision for payment 
reform. At the same time, the Special Commission recognized that there are challenges to 
replacing FFS with global payment—including adoption of appropriate risk adjustment methods 
and the widespread participation of providers, some of whom have little or no operational 
experience with global payments or integrated delivery systems. 
 

Public and Stakeholder Input to the Special Commission 
The Special Commission was committed to engaging stakeholders and the larger community 
during the process of evaluating the current health care payment system in Massachusetts, 
evaluating alternative payment models and purchasing strategies, and developing 
recommendations. Many meetings with stakeholders were held on behalf of the Special 
Commission, engaging a broad community of stakeholders throughout the Special Commission’s 
deliberations. In addition, the Special Commission conducted a special meeting early in its 
discussions to elicit comments from the public.  
 
The Special Commission used its second meeting on February 6, 2009 to hold a public input 
session to solicit comments. Various groups—including hospital organizations, physicians, 
insurers, patient advocates, health academicians, and other groups—presented at this meeting or 
provided written comments. The major themes that emerged from these statements included: 

• The importance of expanding primary and preventive care, and transitioning 
Massachusetts’ current health care system from a specialist-based system to a primary 
care-based system. Shortages of specific provider types were noted, including primary 
care providers, and the need to address workforce dynamics was emphasized. 

• The weakness of the current fee-for-service payment model and the need to transition to a 
payment approach that would encourage better coordination of care.  

• The need to encourage quality improvement through transparency and adoption of health 
information technology. 

• The importance of accounting for individual special circumstances when reforming the 
payment system. 

 
The statute specified that the Special Commission should consult with parties that its 
recommendations would likely affect. On behalf of the Special Commission, three meetings were 
convened with each of nine groups of stakeholders: physician specialty societies and large 
independent physician groups, physician groups affiliated with hospitals, community hospitals, 
large teaching hospitals and major safety-net hospitals, consumer advocates, organized labor 
groups, employers and employer organizations, health plans, and community health centers. 
Additional meetings and calls were conducted with the Health Care Quality and Cost Council, 
the Commonwealth Health Insurance Connector, and with the Office of Medicaid. Major themes 
that emerged from the stakeholder meetings included the following: 

• The importance of moving away from FFS as the predominant form of payment.  
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• Better integration of care, whether real or virtual integration, to bring about 
improvements in efficiency, continuity of care, and patient outcomes. 

• Transparent, deliberative, and consultative development of an alternative payment 
system.  

• Building consistent provider incentives, including common performance metrics and 
measurement in pay-for-performance (P4P) programs and risk adjustments that 
appropriately recognize patients’ clinical and socio-economic status (and therefore, 
systematic differences in levels of adherence to clinical instruction). 

• Building appropriate consumer incentives for appropriate use of care, to manage their 
health, and to seek and use care efficiently. 

• The need for provider infrastructure development to position providers to succeed under a 
new payment model. 

• Protecting providers from the prospects of catastrophic financial loss under an alternative 
payment system. 

• A careful transition with time and resources dedicated to evaluation, identification of 
unanticipated consequences, and opportunities for mid-course corrections. 

 

Special Commission Recommendations for Payment Methods 
To promote safe, timely, efficient, effective, equitable, patient-centered care, and thereby reduce 
growth and levels of per capita health care spending, the Special Commission recommends that 
global payments with adjustments to reward provision of accessible and high quality care 
become the predominant form of payment to providers in Massachusetts. The Special 
Commission notes that infrastructure, legal and technical support are needed for many providers 
to make this transition; and that government, payers and providers will be required to share 
responsibility for supporting providers in making this transition.    
 
The Special Commission concludes that global payment models that provide appropriate 
incentives for efficiency in the delivery of services, while strongly encouraging improvements in 
quality and access to appropriate, coordinated care should serve as the direction for payment 
reform. In addition, the Special Commission concludes that global payments can be implemented 
over a period of five years on a statewide basis, with some providers participating in the near-
term, while others will need more time and support to transition. All payers (including 
governmental payers) will need to transition to the new system within this timeframe.3 The 
Special Commission recognizes that many providers will require infrastructure, legal and 
technical assistance and support, such as information technology adoption, training in use of 
registries, and managing risk before a transition to global payment can occur. The Special 
Commission also recognizes that certain narrow classifications of services or practitioners should 
continue to be paid outside of the global payment model for their services, such as very high cost 
drugs or providers of very limited and specialized services. 
 

                                                 
3 The participation of Medicare will require a waiver to federal payment rules. Footnote 21 provides further 
explanation of the waiver process. 



The Special Commission anticipates that, when fully implemented, global payment in 
Massachusetts will include the following key features: 

• The development of Accountable Care Organizations (ACOs) (specifically as defined 
here) that accept responsibility for all or most of the care that enrollees need. ACOs will 
be composed of hospitals, physicians and/or other clinician and non-clinician providers 
working as a team to manage both the provision and coordination of care for the full 
range of services that patients are expected to need. ACOs could be real (incorporated) or 
virtual (contractually networked) organizations—potentially including, for example, a 
large physician organization that would contract with one or more hospitals and ancillary 
providers. The Special Commission envisions there will be a broad array of ACO models 
and encourages the development of a large number of ACOs. 

• Patient-centered care and a strong focus on primary care. Consumers will play a 
pivotal role. The patient’s selection of a primary care provider will direct insurer 
payments to the ACO with which the patient’s primary care physician is affiliated. Thus, 
identification of a primary care provider by all patients is critical. Primary care practices 
associated with ACOs will receive technical support in order to become medical homes. 

• Patient choice. Payments to ACOs will follow the enrollee’s choice of a primary care 
physician. An enrollee will not be restricted (unless as a condition of his insurance 
contract) to providers in his primary care physician’s ACO, although his insurance 
contract might require him to pay more if he obtains care from providers in another ACO.  

• Use of pay-for-performance (P4P) incentives to ensure appropriate access to care, and 
to encourage quality improvement, evidence-based care, and coordination of care among 
providers and across sites of care. P4P will be based on consistent performance measures 
and measurement across all payers. The Special Commission anticipates that such 
measures will reflect available evidence about effective care, and that they will include 
measures of health care quality as experienced by the patient. 

• Participation by both private and public payers to ensure alignment of financial 
incentives for providers treating patients covered by different payers. With respect to 
Medicare, this will entail obtaining an all-payer waiver of federal payment rules. 

• Sharing of financial risk between ACOs and carriers. Carriers will retain their current 
role as holders of insurance risk for health insurance contracts written to groups and 
individuals. To ensure that ACOs are not subject to insurance risk, global payments will 
be risk adjusted (as described below). To further protect ACOs from insurance risk, 
carriers might develop stop loss or risk corridor arrangements with ACOs. However, 
ACOs will be held responsible appropriately for performance risk—including cost 
performance and meeting access and quality standards. 

• Strong and consistent risk adjustment. Global payments will be adjusted to reflect 
providers’ clinical and socioeconomic case mix, and, as appropriate, geography, so that 
no ACO will be financially harmed by accepting high-risk patients with complex or 
chronic health care needs. Clinical case mix adjusters will reflect both patients’ health 
conditions and differences in consumer incentives associated with benefit design. 
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Socioeconomic adjustments will recognize differences in other patient characteristics 
such as income status to the extent they have been demonstrated to influence health. 
Appropriate socioeconomic risk adjustment will be made a priority for further research 
and development. All payers will use a standard risk adjustment methodology. 

• Cost and quality transparency. ACOs will report performance against common metrics 
measuring health care quality and access to appropriate care. These measures will be 
made widely available to consumers, providers, and payers to support consumer choice, 
establish provider and insurer accountability, and encourage ongoing system 
improvement. Performance should be measured using reliable and tested metrics. 

• Widespread adoption of the medical home model. In large part, the characteristics that 
will define an ACO—an emphasis on cost-effective primary care, clinical integration, 
and attention to quality as measured against common performance metrics—require 
medical home capacity. The Special Commission recommends that steps be taken to 
ensure that the primary care practices in each ACO undergo the necessary practice 
redesign to become effective patient-centered medical homes and that they are 
compensated in a manner that supports their operation. Such actions will provide ACOs 
with critical capacity for serving their patients. However, while the Special Commission 
endorses widespread adoption of medical homes, it concludes that medical homes 
overlaid on the current FFS system cannot achieve its vision for a high-value health care 
system. 

 

Special Commission Recommendations for a Transition Strategy 
The Special Commission anticipates that movement to global payment will promote significant 
changes in health care delivery and utilization in Massachusetts. During a transition to global 
payments, some relationships among health plans, providers, and patients/enrollees may change. 
The Special Commission recommends a careful and structured transition strategy, supporting 
both providers and consumers in the new payment model.  
 
While some provider organizations (those with more experience and that already have the 
features of an ACO) may begin to accept global payment voluntarily in the near-term, others will 
shift more gradually as they build relationships and structure themselves as ACOs, develop 
necessary operational capabilities, and become accustomed to risk-sharing and performance-
based payments. Provider organizations needing more time to transition would initially shift 
from fee-for-service to shared savings models—in which they would begin to participate in 
limited risk-sharing arrangements with uniform performance incentives—and then ultimately to 
full global payment. However, full global payment will not require accepting full financial risk 
(that is, both performance and insurance risk). The Special Commission recognizes that all 
ACOs will not be capable of assuming the same level of risk, and anticipates that carriers will 
share risk differently with ACOs in different circumstances. Moreover, the Special Commission 
recognizes that insurance risk (that is, risk associated with unpredictable health care costs) 
belongs with health insurers, not with provider organizations. 
 

 
Recommendations of the Special Commission on the Health Care Payment System - 12 



Shared Savings 
The Special Commission recognizes that not all ACOs will be prepared immediately to accept 
any “downside” risk of financial losses associated with their clinical and cost performance under 
global payment. These ACOs—likely including providers who have not heretofore worked in a 
closely coordinated fashion—could receive payment in a shared savings model as an interim step 
in their transition to global payments.  
 
Under the shared savings model, payers will negotiate spending targets with ACOs (consistent 
with the milestone targets discussed in the next section), reflecting predicted costs for their 
patients. At the end of the year, ACOs that meet uniform, system-wide access and quality 
standards and hold costs at or below the spending targets will receive bonus payments that reflect 
a portion of the savings they achieve. The Special Commission anticipates that payers, 
employers, and consumers also will share in these savings through lower premium payments. 
 
The Special Commission recommends that the transition include financial incentives for provider 
organizations to move toward global payment. Such incentives might include allowing providers 
to keep a larger portion of savings they achieve under global payments for providing high-quality 
care (as they also gradually assume some down-side financial risk for their clinical and cost 
performance under global payment). 
 
Technical Assistance and Consumer Education 
While the Special Commission recognizes that a number of current provider organizations might 
easily meet the definition of ACO, it is likely that most providers will require technical 
assistance to transition successfully to global payment, including (1) training in best practices in 
key competencies such as governance and contracting, patient-centered care management, health 
information technology, data analysis, and medical home primary care practice redesign; and (2) 
ongoing, timely access to and analysis of claims data for their covered populations, to obtain 
information about member health, care management, expected cost outcomes, and performance 
against standard quality metrics.  
 
Patients and employers also will require education regarding the new payment system and its 
implications for them. Patient-directed enrollment in an ACO and patient-centered care place 
patients and their families at the center of care planning and delivery; they will require more (and 
more useable) information and education to maximize the potential for coordinated care delivery 
to improve their health status and outcomes.  
 
There are many organizations in Massachusetts that may be positioned to play a role in providing 
the needed technical assistance for providers and in supporting the envisioned education for 
patients and employers. These organizations include trade associations, not-for-profit quality 
improvement organizations, information technology support collaboratives, and others. 
 
Employers will also continue to play a critical role as health plan sponsors. While global 
payment as envisioned by the Special Commission will not require employers to modify their 
health plan designs, employers can maximize the benefit of payment reform by aligning the 
consumer incentives that are implicit in their benefit designs—for example, reducing cost 
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sharing for use of appropriate primary and preventive care, other care that is known to be 
effective, or patient use of coordinated care within the ACO. 
 
Transition Oversight 
The Special Commission recommends that the Commonwealth assign the responsibility for 
guiding implementation of the new payment system to an entity with the expertise needed to 
perform this critical function.   
 
The entity charged with steering implementation of the new payment system could be a new, 
independent Board consisting of members that are subject-matter experts. Areas of expertise may 
include (but may not be limited to) physician practice finance, hospital finance, provider 
organization and insurer operations, health care payment, clinical care, and consumer issues. 
This new, independent Board would be supported and staffed by existing state entities or 
agencies. Alternatively, responsibility for steering implementation of the new payment system 
could be assigned to an Executive Branch agency that would be advised by an independent 
Advisory Board with expertise in the previously mentioned areas.   
 
In either case, the entity charged with guiding implementation of a new payment system would 
make decisions in an open and transparent manner and seek input from a broad array of 
stakeholders, including providers, health plans, government, employers, organized labor and 
consumers. The Special Commission also recommends that a permanent source of dedicated, 
adequate, additional funding be identified to support performance of its responsibilities.      
 
Among its responsibilities, this entity will establish the methodology for global payments; 
establish the parameters that define an ACO; analyze health system data to support providers, 
patients, and employers; recommend the necessary infrastructure support for providers; and 
establish transition milestones and monitor progress. It will also have the authority to identify 
and implement mid-course adjustments as may be needed.  
 
The key responsibilities of this entity—developing global payments, defining what constitutes an 
ACO, monitoring and analysis, ensuring infrastructure support, and establishing transition 
milestones—are discussed below. 

• Development of Parameters for Global Payments. The oversight entity will develop 
parameters for a standard global payment methodology. Global payments will include 
adjustments for clinical risk, socio-economic status, geography (if appropriate), core 
access and quality incentive measures, and other factors. The Special Commission 
recommends that the market determine global payment amounts consistent with the 
methodology established by the oversight entity. 

• Defining Accountable Care Organizations. The oversight entity will be responsible for 
determining the specific criteria that qualify provider organizations as ACOs. These 
criteria may include the scope of services that ACOs must provide and the minimum size 
of an ACO consistent with managing its performance risk. 

• Establishing Financial Risk Parameters for ACOs. Under global payments, insurance 
carriers will continue to hold insurance risk for the contracts that they issue, but ACOs 
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will assume risk for their clinical and cost performance. The oversight entity will 
establish parameters for an ACO’s assumption of financial risk for performance, taking 
into consideration the various circumstances that might affect an ACO’s ability to assume 
financial risk. Also, the oversight entity will have the authority to establish requirements 
to accommodate ACOs that are capable of taking on only limited financial risk, such as 
requiring ACOs to reinsure or requiring adjustment of global payments for limited-risk 
ACOs. 

• Monitoring and Analysis. In the first year, the oversight entity will collect and analyze 
data to inform policy-making and the establishment of payment system transition and 
performance milestones. It will adopt core common performance measures and monitor 
trends in performance. The oversight entity will conduct evaluations to monitor the 
impact of the transition to global payment, including assessments on changes in the 
workforce, trends in primary care physician capacity, and changes in health care provider 
practice operations, including progress toward shared responsibility for the needed 
infrastructure, legal, and technical support for providers. The oversight entity will have 
the authority to identify and implement mid-course adjustments as may be needed.   

• Infrastructure Support. Providers will need significant support in building the 
infrastructure needed to integrate care successfully, meet performance metrics/targets, 
and manage financial risk for performance. The Special Commission sees an important 
role for state government in coordinating this effort, and sees a need for shared 
responsibility for infrastructure support for providers in this transition. The oversight 
entity will be responsible for identifying provider infrastructure needs and recommending 
policies to address those needs.  

• Establishing Milestones. The oversight entity will establish milestones in three areas 
reflecting the goals of payment reform and the need for a phased and thoughtful 
transition. First, the oversight entity will set annual milestones for the market to advance 
to global payments and monitor progress using measures such as the percent of providers 
organized in an ACO and percentage of patient service revenue received through global 
payments or transition payment strategies. Second, the oversight entity will set 
milestones for achievement of greater value-based payment equity and monitor market 
progress to these targets, using metrics that might include variation in levels of risk-
adjusted global payments to ACOs across payers, variation in levels of payments to 
different providers within ACOs, and/or payments for lines of service such as primary 
care and behavioral health relative to other services. Third, the oversight entity will 
analyze baseline per capita market cost trends to set target growth levels and monitor 
progress to these targets. The oversight entity will have the authority to intervene when 
milestones are not met or when unintended consequences occur; its authority will extend 
to both financial interventions and nonfinancial interventions. In determining progress 
toward each milestone, the oversight entity will consider whether providers have 
sufficient infrastructure support and suggest policy to address unmet needs for 
infrastructure or other support. 
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Complementary Strategies and Issues Requiring Further 
Consideration 
The Special Commission recognizes the importance of a number of complementary strategies to 
achieve the goals of improved quality and value in Massachusetts’ health care system, as 
suggested in meetings with stakeholders. While these issues were not fully explored during the 
Special Commission’s discussions, it recommends that each be given careful consideration as the 
Commonwealth moves forward with payment reform: 

• Health plan design and coverage policy. While payment reform would not necessarily 
require the redesign of health plan products, many stakeholders noted the importance of 
aligning patient and provider incentives under global payment. In addition, emerging 
evidence about the effectiveness of care for specific medical conditions suggests that a 
significant amount of care that is currently provided is ineffective and in fact may 
unnecessarily endanger patient health. Employers must be engaged to support the 
alignment of insurance benefit design and payment reform goals. The Special 
Commission recommends that a multi-stakeholder process be convened to review 
comparative effectiveness evidence, examine health plan design, and develop consensus 
coverage policies based on its findings to promote the use of high-value, efficient care. 

• Consumer engagement. Many stakeholders emphasized the importance of engaging 
patients both in maintaining good health and in managing their own care, especially with 
respect to chronic conditions. The Special Commission recommends that existing efforts 
be coordinated and expanded to promote healthier lifestyles and support better self-
management of chronic illness. 

• Review of existing statutory framework. The Commonwealth’s existing statutory 
framework for health care was developed in response to a health care system operating 
with fee-for-service as the predominant payment model. Thus, the Special Commission 
recommends a close review of statutory provisions (including state antitrust rules and 
insurance law) that could impact the realization of its recommendations and, to the 
extent there are barriers to achieving its vision, appropriate legislative action to address 
these issues. 

• Administrative simplification. Many stakeholders expressed concern about current 
administrative burdens resulting from complying with widely divergent performance 
measures and payment structures. The Special Commission recognizes that important 
private and government efforts toward administrative simplification in Massachusetts are 
currently underway. The Special Commission recommends that these efforts should 
continue to fruition, and views monitoring and ongoing efforts to reduce administrative 
costs as critical activities under payment reform. 

• Medical malpractice reform. The Special Commission recognizes physician views 
about medical malpractice reforms and recommends concerted efforts to resolve 
remaining issues and develop policy recommendations.  

• Primary care workforce development. The Special Commission recommends that the 
Commonwealth develop implementable strategies for attracting and retaining primary 
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care physicians and other critical health professionals to meet increased demand under 
payment reform and ensure adequate access to primary care and medical homes. While 
support for the evolution of primary care practices to medical homes should help make 
primary care more attractive in time, it may not be sufficient to address current and 
anticipated future primary care shortages. 

• End-of-life care. The Special Commission recommends that efforts addressing end-of-
life care and decision-making, such as those of the End of Life Commission, be 
continued. 

• Payment for provider teaching and standby capacity. In its guiding principles, the 
Special Commission recognized that costs associated with graduate medical education 
and necessary standby capacity should be paid for. Funding for these costs should be 
transparent and there should be accountability for how such payments are spent. The 
Special Commission recommends that these areas receive further attention. 

 

Strength of the Special Commission’s Recommended Approach 
The Special Commission’s recommendations address concerns rooted in experience with prior 
capitation models which have some methodological similarities to global payments. While some 
dispute these concerns, the Commission does envision a system of global payments that 
significantly improves on some capitation models of the past based on additional experience and 
progress over the past two decades: 

• Careful Transition and Provider Supports. Over the five-year transition period, the 
Special Commission envisions that payers, provider organizations and the 
Commonwealth will join together to offer providers the significant support many will 
need to build infrastructure—helping them to integrate care successfully, measure their 
performance against standard metrics, and manage financial risk for performance. This is 
a more deliberative, transparent process than occurred under prior capitation models, 
with greater attention dedicated to helping providers succeed under global payment. 

• Robust Monitoring and Oversight. The Special Commission recommends that the 
oversight entity be charged with extensive and ongoing monitoring of access, quality, 
and cost both at a population level and at the level of individual patients with specific 
conditions or characteristics. Such information—made available to policymakers, 
providers, insurers, employers, and consumers—will support both mid-course 
corrections as may be needed and ongoing system improvements. The Special 
Commission concludes that the ability to monitor and make mid-course corrections is 
essential to the success of global payments and that this would be a key area of 
improvement over prior experience with capitation. 

• Financial Incentives for Access and Quality. To ensure access to care and 
continuously improve quality, global payments must reward providers systematically for 
excellent performance. The Special Commission views the ability to measure 
performance against comprehensive metrics of access and quality, including patient 
satisfaction, as an essential feature of an ACO and anticipates that global payments will 
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reward high performers as well as improvements in performance, as measured against 
the same core metrics for all payers. This will provide a safeguard against “stinting” on 
needed care for patients. Prior capitation arrangements did not systematically measure 
performance, use common core metrics across all payers, or necessarily link payment to 
improvements in performance. 

• Improved Risk Adjustment Models. Over the last two decades, substantial progress 
has been made in the development of risk adjustment models that use both ambulatory 
and inpatient diagnoses, as well as models to estimate more appropriate outlier 
payments. While the Special Commission anticipates initial adoption of tested risk 
adjustment methods, the transition to global payment will expedite continued 
development of risk adjustment methods to maximize fairness as well as provider 
incentives to improve and maintain patient health. This improves on previous private-
sector capitation models which did not risk-adjust adequately or at all. 

• Health Information Technology Infrastructure and Support. Prior capitation models 
were not developed in a strong health information technology (HIT) environment. In 
contrast, Massachusetts now has a number of important initiatives underway to 
disseminate health information technology and infrastructure throughout the state. The 
Special Commission envisions full use of these technologies and increased state support 
for infrastructure and training to help providers build the statewide, interoperable HIT 
network that a high-value health care system will require. 
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Chapter 1: The Rationale for Payment Reform 

The Commonwealth of Massachusetts enjoys a number of signature achievements in health care. 
The highly skilled providers and technology available in the Commonwealth are among the very 
best in the world. Massachusetts residents are among the healthiest in the nation: rates of obesity, 
smoking, infant mortality, and premature death are all among the lowest of any state; and rates of 
preventive care (including childhood and adult immunizations, mammography, and colorectal 
cancer screening) are all well above the national average.  
 
In addition, a larger proportion of the population is insured than in any other state. Following 
enactment of Massachusetts’ landmark health reform legislation of 2006 requiring most residents 
to obtain health insurance, over 97 percent of the state’s population had health insurance 
coverage in 2008 (Figure 1.1). In addition, the number of people without coverage decreased 53 
percent from 355,000 in 2007 to 167,000 in 2008. Improvements in coverage have measurably 
enhanced access to health care for Massachusetts residents. For example, most children, non-
elderly adults, and elderly adults in Massachusetts have a usual source of care in 2008, with non-
elderly adults least likely (89 percent) and children most likely (97 percent) to have a usual 
source of care (DHCFP, MA Health Insurance Survey, 2009).  
 
Figure 1.1 Percent of Massachusetts 
Residents Lacking Health Insurance: 2000-2008 
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Source: Massachusetts Division of Health Care Finance and Policy, “Health Care in Massachusetts: Key Indicators,” May 2009.  
Notes: Estimates are based on DHCFP Household Surveys in each year. The 2008 survey had a number of methodological 
changes from surveys in prior years, which may affect comparability of the estimates. 
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However, important challenges remain. In designing this historic initiative, stakeholders 
explicitly recognized that the effort to provide affordable health insurance coverage to the state’s 
uninsured would be followed by a focused effort to ensure its long-term sustainability. Continued 
rapid growth in health care costs in the state therefore threatens its achievements with respect to 
both coverage and access to care.  
 
Health care expenditures in the U.S. are higher than any other industrialized country, with 
Canada and many European countries spending far less per capita than do residents in the U.S. or 
in Massachusetts (Figure 1.2). Despite their lower expenditures, these countries achieve 
measures of population health that are as good as or better than the U.S. (Davis et al. 2007). In 
Massachusetts, the growing cost of health care is crowding out other expenditures for the public 
good—including education, transportation, and housing—that also affect health status. 
 
Figure 1.2 Average Health Care Expenditures per Capita, 1980-2004 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

 

 

 

 

 

 
 
Sources: Commonwealth Fund (2008), CMS (2007), U.S. Census (2009). 

Note: U.S. dollars are current-year values. Other currencies are converted based on purchasing power parity. 
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or wages and salaries.4 Health insurance premiums, which are largely driven by these health cost 
increases, have increased almost every year for the past two decades at a pace that well exceeds 
the annual increase in the cost of living. 
 
The impact of high and fast-growing health care costs is visible every day in the Commonwealth, 
depleting the resources of families, communities, businesses, and state government. Health care 
costs hurt individual citizens who are challenged to balance household budgets when wages are 
not increasing. Businesses struggle to compete when annual family health care premiums have 
begun to approach the wage level of a low-income employee, and displace wage growth for all. 
Health care cost impact is felt at the level of state government, with almost a third of the budget 
dedicated to the state’s Medicaid program (MassHealth). Finally, continued high cost growth 
threatens the viability of the Commonwealth’s successful health reform initiative. 
 
In Massachusetts, as elsewhere, high health care costs do not mean that patients are consistently 
receiving effective, evidence-driven, preventive care that produces the best outcomes for their 
health. The quality of care provided to residents of the Commonwealth—while comparable to the 
U.S. average on many measures—can be improved. Nationally, researchers have shown 
significant variations in the quality of care delivered across medical conditions, with high quality 
care being delivered only an average of 50 percent of the time (McGlynn et al. 2003). In many 
cases, poor quality of care accounts for higher rates of complications and higher health care 
costs—as well as high personal, financial, and societal costs (IOM 1998). For example: 

• Considering a group of 45 core measures that represent the most important and 
scientifically credible measures of quality, the 2008 National Healthcare Quality Report 
(NHQR) found that nationally the median level of necessary care received was just 59 
percent (AHRQ 2008).5 

• In multiple studies to examine regional cost variation and the underlying factors of the 
variation, researchers at Dartmouth Medical School concluded that a fragmented care 
management system has lead to high overall health services utilization without 
commensurate improvements in health outcomes (Wennberg et al. 2009). 

 
Additional research indicates that hospitals’ performance on quality of care is not associated with 
the intensity of their spending. For example, nationally, from 2004 to 2007, hospitals in which 
end-of-life expenditures per capita (for Medicare beneficiaries) were highest did not perform 
better on selected measures of quality than hospitals in which expenditures were lowest (Exhibit 
2). 
 

                                                 
4 Data are unadjusted for wage area differences. In 2007, Massachusetts wages were 23.4 percent higher than the US 
average, while health care expenditures were 33.0 percent higher (Bureau of Economic Analysis, U.S. Department 
of Commerce). In 2000, both wages and health care expenditures were 24 percent higher in Massachusetts than the 
US average. 
5 The NHQR is built on 220 measures categorized across four dimensions of quality: effectiveness, patient safety, 
timeliness, and patient centeredness. Each year since 2003, the Agency for Healthcare Research and Quality 
(AHRQ) has partnered with the Department of Health and Human Services to report on progress and opportunities 
for improving health care quality, as mandated by the U.S. Congress. 



 
Source: L. Yasaitis, E.S. Fisher, J.S. Skinner, and A. Chandra, A. “Hospital Quality and Intensity of Spending: Is There an 
Association?” Health Affairs, May 21, 2009; w566-s572.  
 
Evidence in Massachusetts likewise highlights the problems of quality, including insufficient 
emphasis on primary and preventive care that results in preventable illness. For example: 

• A study conducted by the RAND Corporation concluded that adults nationwide receive 
just 55 percent of recommended care; few differences were found between Boston and 
eleven other metropolitan areas (Kerr et al. 2004). 

• The Commonwealth Fund State Scorecard on Health System Performance in 2007 
indicated that fewer than half of adult diabetics in Massachusetts received recommended 
preventive care, and fewer than half of all adults over age 50 received recommended 
screening and preventive care (Cantor et al. 2007).  

• In 2006, an estimated 47.2 percent of emergency department visits were potentially 
preventable, representing an estimated potential cost savings of $398.5 million. (DHCFP, 
MA Health System Data Reference 2009) 

• An analysis of 2006 hospital discharge data demonstrated that 8 percent of Massachusetts 
hospitalizations (totaling $582 million) were for ambulatory care sensitive conditions, for 
which effective outpatient care or early intervention might have prevented complications 
requiring hospitalization. The analysis went on to find that an estimated 7-10 percent of 
hospital readmissions were potentially avoidable, totaling between $380 and $576 
million. (DHCFP, MA Health System Data Reference, 2009) 

 
Massachusetts also faces important challenges in maintaining important services, due to 
payments for health care that financially reward providers irrespective of value. For example, 
because primary care providers are paid relatively little compared with specialists, access to 
primary care is declining. From 2006 to 2008, the percentage of family medicine physicians who 
no longer accept new patients increased steadily from 25 percent to 35 percent (Massachusetts 
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Medical Society 2008). Among internal medicine offices accepting new patients in 2008, the 
average wait time for an appointment was 50 days.  
 
In addition, the gap between the financial performance of teaching and community hospitals is 
widening. This trend portends potential problems of access to care in some communities as well 
as escalating costs for hospital care.6 In fiscal year 2008, teaching hospitals reported a median 
operating margin of 4.1 percent, compared with 0.4 percent among community hospitals (Figure 
1.3). Among all acute care hospitals ranked by operating margin, hospitals at the 75th percentile 
made a 2.9 percent operating margin, but hospitals at the 25th percentile had a negative margin of 
-1.1 percent in fiscal year 2008 (Figure 1.4). (Quarterly filings, which are less reliable than 
annual audited financials, suggest that the gap in performance between teaching and nonteaching 
hospitals may have narrowed in early fiscal year 2009, with operating performance apparently 
improving for the best-performing hospitals. However, performance at the 25th percentile 
remained flat.)    
 
Figure 1.3:  Massachusetts Acute Hospital Median Operating Margin:  
Teaching vs. Community Hospitals, State Fiscal Years 2002-2009 (Quarter 2) 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Source: Massachusetts Division of Health Care Finance and Policy. “Massachusetts Acute Hospital Financial Performance: Fiscal 
Year 2009 through Quarter 2,” pending publication.  

                                                 
6 Hospital financial performance and performance on measures of health care quality are not necessarily correlated. 
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Figure 1.4: Massachusetts Acute Hospital Operating Margins: Hospitals at the 
25th, Median, and 75th Percentiles in State Fiscal Years 2002-2009 (Quarter 2) 
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Source: Massachusetts Division of Health Care Finance and Policy. “Massachusetts Acute Hospital Financial Performance: Fiscal 
Year 2009 through Quarter 2,” pending publication.  
 
Over the past twenty years or more, many studies have pointed to opportunities for improving 
the quality of care and achieving better patient outcomes at lower cost. All major stakeholders 
now agree that significant cost savings could be gained by improving health care quality—
including better management of chronic illness, avoidance of unnecessary treatments and 
duplications, and use of evidence-based treatment guidelines (Reuters 2009). What is lacking is a 
method of payment to providers that systematically and consistently rewards more effective, 
efficient, and patient-centered care. 
 

Enhancing Efficiency in Health Care 
The next stage of health care reform requires the Commonwealth to contain the growth of health 
care spending, to expand access to primary care and care coordination, and to improve quality of 
care. Most health care experts view fee-for-service payment as a primary reason for growing 
health care costs and fragmented, ineffective care. Fee-for-service payment gives providers 
financial incentives to favor high-cost procedures over low-cost procedures, increase the volume 
of tests and procedures, and deliver specialty care rather than primary care—all with no 
necessary improvement in health outcomes. A recent survey of health care opinion leaders 
conducted by the Commonwealth Fund found that just seven percent considered the fee-for-
service payment approach to be effective or very effective in encouraging high quality care 
(Stremikis et al. 2008). Most recognized that some form of shared accountability for resource use 
would encourage more efficient provision of care. 
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The Massachusetts Special Commission on the  
Health Care Payment System 
Recognizing the nexus between health care payment models and the quality and cost of health 
care, the Legislature enacted Section 44 of Chapter 305 of the Acts of 2008 to create a Special 
Commission on the Health Care Payment System.7 The Special Commission’s charge was to 
“investigate reforming and restructuring the system to provide incentives for efficient and 
effective patient-centered care and to reduce variations in the quality and cost of care.” In 
particular, Section 44 established three responsibilities for the Special Commission: (1) to 
examine payment methodologies and purchasing strategies, (2) to recommend a common 
transparent methodology, and (3) to recommend a plan for the implementation of the common 
payment methodology across all public and private payers in the Commonwealth.  
 
The legislation designated three categories of appointments to the Special Commission: three ex 
officio members, one member to be appointed by the Senate President, one member to be 
appointed by the Speaker of the House, and five members to be appointed by the Governor. 
Members of the Special Commission are shown in Table 1.1. 
 
The Special Commission met on nine occasions between January and July 2009 to create a set of 
principles to guide the development of payment policy, elicit and consider input from key 
stakeholders, assess and debate alternative payment approaches, and arrive at recommendations 
for payment policy. Agendas for all meetings of the Special Commission appear in Appendix B. 
 
Table 1.1  
Members of the Massachusetts Special Commission on the  
Health Care Payment System 
 

Members Title 

Ex Officio Members 
Leslie A. Kirwan Secretary, Executive Office for Administration and Finance (co-chair) 

Sarah Iselin Commissioner, Division of Health Care Finance and Policy (co-chair) 

Dolores Mitchell Executive Director, Group Insurance Commission 

Legislative Appointments 
Richard T. Moore Senator, Massachusetts Senate,  

Senate Chair of Joint Legislative Committee on Health Care Financing 
Harriett Stanley Representative, Massachusetts House of Representatives,  

House Chair of Joint Legislative Committee on Health Care Financing 

Gubernatorial Appointments  
Alice Coombs, M.D. President-Elect, Massachusetts Medical Society 

Andrew Dreyfus Executive Vice President for Health Care Services,  
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Nancy Kane, D.B.A. Professor of Management and Associate Dean for Educational Programs,  
Harvard School of Public Health 

Lynn Nicholas, FACHE President and CEO, Massachusetts Hospital Association 

                                                 
7 The text of Section 44 is provided in Appendix A. 



Chapter 2: Principles for Reform  
and Consideration of Payment Models 

The Special Commission developed a vision statement, drafted principles for payment reform, 
and considered various payment models and benefit design strategies as outlined in Section 44 of 
Chapter 305 of the Acts of 2008. This process, together with extensive stakeholder input (as 
described in Chapter 3), formed a foundation for the Special Commission’s discussions about 
how to transform the Massachusetts’s health care payment system. 
 

Development of Principles for Payment Reform 
The Special Commission seeks to develop recommendations for fundamental reform of the 
Massachusetts health care payment system that will support safe, timely, efficient, effective, 
equitable, patient-centered care and both reduce per capita health care spending and significantly 
and sustainably slow future health care spending growth. To support this vision, the Special 
Commission developed a set of principles which were subsequently adapted to reflect feedback 
from numerous stakeholder groups. These principles, underlie its recommendations for 
fundamental reform of the Massachusetts health care payment system: 

1. As currently implemented, fee-for-service payment rewards service volume rather than 
outcomes and efficiency, and therefore other models should be considered.  

2. Health care payments should cover the cost of efficiently provided care, support 
investments in system infrastructure, and ensure timely access to high quality, patient-
centered care. Additional payment should reward and promote the delivery of 
coordinated, patient-centered, high quality health care that aligns with evidence-based 
guidelines where available, and produces superior outcomes and improved health status. 
Performance measurement should rely on reliable information and utilize uniform, 
nationally accepted quality measures. 

3. Provider payment systems should balance payments for cognitive, preventive, behavioral, 
chronic and interventional care; support the development and maintenance of an adequate 
supply of primary care practitioners; and respond to the cross-subsidization occurring 
within provider organizations as a result of the current lack of balance in payment levels 
by service. 

4. Differences in health care payments should reflect measurable differences in value (cost 
and quality). Payments should be adjusted for clinical risk and socio-economic status 
wherever technically possible, and should promote greater equity of payments across 
payers and providers, to the extent that this is financially feasible.   

a. Differences in health care payments should be transparent, including across 
different payers. 

b. Costs associated with desired investments in teaching and research should be paid 
outside of base payments, and should require provider accountability for how 
such payments are spent. 

c. Costs associated with desired investment in special “stand by” capacity should be 
accounted for in the payment system. 
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5. The health care payment system should be structured in such a way as to minimize 
provider, payer and patient administrative costs that do not add value. 

6. Payment reform must consider how:  
a. Some payment methods may require certain organization of the service delivery 

system, and 
b. Health benefit designs either support or limit payment reform. 

7. Health care per capita costs and cost growth should be reduced, and providers, payers, 
private and public purchasers and patients should all share in the savings arising from 
payment reform. 

8. The health care payment system should be transparent so that patients, providers and 
purchasers understand how providers are paid, and what incentives the payment system 
creates for providers. 

9. It will be necessary to consider the diversity of populations, geography and providers 
across the Commonwealth when designing payment reform to ensure high quality, 
patient-centered care to all populations and geographic regions in the Commonwealth. 

10. Implementation should be phased over time with:  
a. Clear and attainable deadlines; 
b. Planned evaluation for intended and unintended consequences; and 
c. Mid-course corrections.   

 
Finally, the Special Commission recognizes the need to support the Commonwealth’s 
infrastructure of community and disproportionate-share hospitals in the context of payment 
reform. 
 

Payment Models and Complementary Strategies 
Section 44 of Chapter 305 of the Acts of 2008 required the Special Commission to examine 
alternatives to the fee-for-service (FFS) payment model, including but not limited to blended 
capitation rates, episode-of-care payments, medical home models, global budgets, pay-for-
performance (P4P) programs, tiering of providers, and evidence-based purchasing strategies. The 
Special Commission understood that the models outlined in the legislation included basic 
payment models as well as complementary strategies relating to payment, benefits or care. The 
Special Commission quickly acknowledged that its recommendations would likely combine a 
preferred basic payment model with one or more of these complementary payment-related 
strategies to improve health care quality and moderate cost growth.  
 
Figure 2.1 illustrates alternative basic payment models along a continuum of service-bundling, 
from payment per service to per-patient payments, and distinguishes these models from 
complementary strategies relating to payment, care and benefit design.  
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Figure 2.1: Thinking About Provider Payments 
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Service-level: 
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• Evidence-based purchasing 
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• Patient satisfaction 
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Pay for Performance (P4P) 

• Evidenced-based care 
• Efficiency or cost 
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By paying for services at different levels of bundling, alternative basic payment models have 
different incentives for providers and payers and produce different results for patients. For 
example, FFS places on providers relatively little financial risk for either clinical or cost 
performance. As a result, FFS encourages providers to supply more services even when there is 
little chance they would be effective, increasing the cost for payers and producing inadequate 
health outcomes for consumers. Payers have developed a number of strategies intended to 
counter the effects of these incentives—including benefit design (provider tiering and evidence-
based purchasing), P4P, medical home models, and (rarely) global budgets. In contrast, global 
payment models, which bundle services at the patient level, place financial accountability for 
clinical and cost performance (“performance risk”) on providers and therefore offer the greatest 
incentive for providers to deliver effective and necessary care.  
 
Past capitation models also bundled services at the patient level, but sometimes raised concerns 
about reduced patient access to care and inadequate attention to health care quality and quality 
improvement. In some cases, these concerns have triggered payer use of complementary 
payment-related strategies—including, P4P based on quality and patient satisfaction measures. 
 
The Special Commission distinguished global payment from capitation models. Specifically, as 
envisioned by the Special Commission, global payment would focus strongly on primary and 
preventive care, be linked to quality improvement and the delivery of evidence-based care, and 
allow patient choice of providers. Moreover, it would carefully balance financial risk between 
insurers and providers, with insurers continuing to hold insurance risk. 
 
Before proceeding with a review of alternative basic payment models and complementary 
strategies relating to payment, care and benefits, the Special Commission evaluated the current 
payment system in Massachusetts. During the Special Commission’s first meeting on January 16, 
2009, members discussed the shortcomings of the current payment system in Massachusetts, 
which is dominated by FFS. 
 
Fee-for-Service  
As the term implies, fee-for-service pays clinicians and institutions for each medical service they 
deliver such as an examination, administering a diagnostic test, or services delivered in the 
course of a hospital stay. Providers charge health plans or other payers after the service is 
delivered. In turn, payers generally do not pay the charged amount but instead establish fees, 
sometimes by negotiation and often in the form of a prospectively defined fee schedule.8  
 
In general, prospectively defined FFS (versus charge-based FFS, which it has largely replaced) 
compensates providers for the expected costs of delivering individual services while helping to 
constrain price inflation (as providers are unable to increase their rates at will). However, 
prospective FFS retains four incentives of charge-based FFS that drive cost growth:   
                                                 
8 Currently, many payers use prospective reimbursement formulas, which establish or negotiate a prices or fees 
before services are delivered. These formulas are commonly built on Medicare’s resource-based relative value scale-
based (RBRVS) system (for physicians) and diagnosis-related groups (for inpatient hospital care). Historically, most 
insurers have paid discounted charges for outpatient services. While Medicare implemented prospective payment for 
hospital outpatient services in 2000, other payers’ use of prospective payment for outpatient services is generally not 
known.  



• Incentives for increased volume. Providers have a financial incentive to increase the 
number of services they produce in order to increase their incomes (as long as the 
payment amount exceeds the cost of producing additional services).  

• Incentives to deliver more costly services. Providers have a financial incentive to 
deliver more costly services over less costly services.  

• Little or no incentive for achieving positive results or for care coordination. Because 
all providers bear no financial risk for either poor outcomes or higher costs, they have no 
financial incentive to deliver the most effective care or coordinate care for complex 
patients among multiple providers.   

• Little or no incentive to deliver preventive services or other services with low 
financial margins. Providers have little incentive to provide services that represent low 
financial margins—including preventive care and behavioral health care. 

 
The prevalence of fee-for-service payment and the complementary payment-related strategies 
that payers use with it vary by payer and by market. For example, in California and Minnesota, 
private insurers generally rely less heavily on traditional fee-for-service than do payers elsewhere 
in the U.S. Instead, many of the largest insurers use payment models that share financial risk 
with providers; by bundling payment at the patient level for some or all care, these models 
require providers to hold financial risk for their clinical and cost performance. Nevertheless, fee-
for-service payments are still widely used in Massachusetts and across the U.S. 
  
The Special Commission identified the following problems with the current Massachusetts 
health care system and with FFS payment in particular: 

• FFS rewards overuse of services, does not encourage consideration of resource use, and 
thus cannot build in limitations on cost growth. 

• FFS does not recognize differences in provider performance, quality, or efficiency, and 
thus does not align with evidence-based guidelines or outcomes. 

• FFS focuses attention on prices, not costs, and fees do not relate to the actual cost of 
providing care. 

• FFS is complex and difficult to administer given the wide range of individual health care 
services and changes in health care delivery and technology. 

• Multiple payers negotiate different rates for a service, leading to different rates both 
within and among providers for the same service. These rates are more often based on 
relative market leverage, not health care value. 

• Varied payment levels for services leads to variation in profit margins across services; 
variable margins incentivize volume in high profit services, not value. 

• Some highly valued services—such as care coordination and support of patient self-
management—are not currently recognized in the FFS system and thus not compensated. 

• Caregiver incentives are not currently aligned among acute care hospitals, physicians, 
behavioral health providers, and other providers. 
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Alternative Payment Methods 
The Special Commission invited various experts to make presentations about alternative 
payment models and benefit design strategies—including episode-based payment and global 
payment.9 Each was reviewed in terms of its incentives for how providers deliver care, including 
especially incentives to constrain cost growth and improve health care quality and outcomes. In 
addition, the Special Commission reviewed examples and experiences of other states and 
organizations that have implemented each payment model and the lessons learned from their 
experiences. 
 
Compared with FFS (which pays for each service), episode-based payment bundles services in 
an episode of care; global payment bundles services at the patient-level over a specified period of 
time. Both episode-based payments and global payments place providers at financial risk for 
their clinical performance and coordination of care (that is, performance risk) within, 
respectively, an episode of care and patient-level health care. However, neither method, when 
properly implemented, should place providers at risk for the occurrence of health problems over 
which providers have no control (that is, insurance risk). In all cases, insurers should properly 
retain insurance risk, setting payments that transfer to providers’ performance risk, but not 
insurance risk. 
 
Episode-Based Payment 
Episode-based payments reimburse providers for clinically defined episodes of care 
(Christianson 2008; Gosfield 2008; Rosenthal 2008). In emerging episode-based payment 
models, the unit of payment is the full range of services that all or most providers deliver during 
a clinical episode for a specific condition—such as coronary artery bypass surgery and 
recovery.10 Payment is made per-occurrence of an acute care episode to the provider or provider 
group identified as most responsible for the patient’s care.11 Episode-based payments may be 
adjusted for severity of illness and also combined with complementary payment-related 
strategies such as P4P, adjusting the base “case rate” to reflect performance on evidence-based 
standards.  
 
Episode-based payments are intended to place providers at financial risk for their clinical and 
cost performance within an episode (performance risk)—therefore eliminating some of the 
incentives for cost growth that characterize FFS—but at no risk for the occurrence of an episode 
(insurance risk). Episode-based payments reward providers for delivering effective care, 

                                                 
9 A more detailed discussion of each of these payment models and other purchasing strategies is provided in 
Appendix C. Appendix D provides copies of presentations provided to the Special Commission and information on 
implementation experience with some of these models and strategies. Appendix E provides minutes from the Special 
Commission meetings. 
10 Emerging episode-based payment models have some relationship to existing bundled payment approaches, 
including inpatient hospital Diagnosis-Related Groups (DRGs) and Medicare’s hospital outpatient prospective 
payment system. However, these existing systems focus on care provided in single settings and are thus distinct 
from the emerging models which attempt to capture the full range of services delivered by all or most providers 
during clinical episodes. 
11 Typically, computer software is developed to identify and create episodes of care from claims and administrative 
data. Expected cost “case rates” are calculated from the claims data for particular types of episodes, or are based on 
expected costs of best practices in caring for episodes (Gosfield 2007; Thomas 2006). Payment is made to the provider 
deemed most responsible for the care of a patient, based on algorithms that attribute episodes to such providers.  
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coordinating care efficiently over the course of an episode, and reducing complications and 
readmissions (Mechanic and Altman 2009; MedPAC 2008). They offer providers no financial 
incentive to provide more services per episode. Moreover, episode-based payments are specific 
to the patient’s condition and may be risk-adjusted—compensating providers for a sicker case 
mix and mitigating incentives for providers to avoid accepting sicker patients. However, because 
providers are not at risk for the development or number of episodes, episode-based payments 
may be less effective in controlling cost for patients with multiple chronic conditions than 
patient-based payments would be. 
 
Experience with Implementation. Episode-based payments are in an early stage of 
development and use. During the 1990s and continuing to the present, Medicare has conducted a 
series of demonstrations of episode-based payment, but has not implemented such payments 
more broadly.12 
 
Among private insurers, industry standards for episode-based payments are not established, nor 
are design approaches well developed. A number of private insurers and payers have used 
episode grouping software to establish network tiers and give providers performance feedback 
reports (Rattray, 2008), but it is unclear how widely, if at all, insurers are using fully operational 
episode-based payment models.  
 
Recently, a payment model for clinical episodes associated with diabetes, chronic obstructive 
pulmonary disease (COPD), congestive heart failure (CHF), heart attack, coronary artery disease 
(CAD), and orthopedic procedures such as knee and hip replacement was developed and (in 
January 2009) launched in three pilot sites (PROMETHEUS, Inc. 2008.)13 A description of this 
payment model is provided in Table 2.1 (next page). 
 

                                                 
12 In 1991, CMS implemented the Medicare Heart Bypass Center Demonstration; by 1993 (and through the second 
quarter of 1996) the demonstration included seven hospitals that were paid an established rate for each coronary 
artery bypass graft (CABG) surgery (Cromwell et al. 1998). This year, CMS is implementing the Medicare Acute 
Care Episode (ACE) payment demonstration, focusing payments for episodes of care related to cardiac and 
orthopedic inpatient procedures (CMS 2009). 
13 PROMETHEUS Payment, Inc.TM is an organization funded by the Robert Wood Johnson Foundation. The 
Massachusetts Quality Improvement Organization (Masspro) participated in the development of the 
PROMETHEUS model. 



Table 2.1 Experience with the PROMETHEUS Payment® Model 
 

Program Characteristic Description 

Description • Payment amounts are based on historical costs and guidelines for evidence-based care. 

• Global fees, called Evidence-informed Case Rates (ECRs), cover full episodes of care and all 
providers related to acute and chronic conditions and inpatient and outpatient procedures. 
Supplemental payments are made to providers who meet quality measures and provide care 
for less than the ECR.  

• Participants “plug into” the PROMETHEUS Payment® model Engine, a claims tracking and 
financial accounting system. It produces a scorecard based on claims, medical records, and 
other data measuring the quality of care delivered to patients.  

Program duration Model was implemented in three pilot sites—Rockford, IL, Minneapolis, MN, and Philadelphia, PA— 
in January 2009. 

Characteristics that favor 
program impact 

• Targets a small, precisely defined list of conditions and procedures. 

• Accommodates both integrated and non-integrated providers by providing a default scheme for 
allocating payment. 

Impacts • No current findings related specifically to impacts of PROMETHEUS. Harvard School of Public 
Health and RAND will conduct an evaluation including some quantification of interim results, to 
inform recalibration and reconfiguration of the program as necessary. 

Expert perspectives Harold Miller (Future Strategies, LLC), expert called upon to present by the Special Commission: 

• Target the types of episodes with a large volume of cases and potentially large savings. 

• Develop common definitions of episodes across all payers. 

• Use severity adjustment. 

• Collaborate so all payers agree to use episode-base payment episodes defined in the same 
way. 

• Start by publicly reporting FFS payments on the basis of episodes. 

• Provide technical assistance to providers to reduce costs. 

• Implement software enhancements that distinguish which claims are to be paid on an episode 
basis and which are not. 

• Payments need not pay for full episodes to achieve some of the benefits of episode-based 
payment (for example, DRGs pay for just a portion of a full episode). 

• All providers need not be paid on an episode basis.  

 
Sources: de Brantes and Camillus (2007); Miller (2009). See also: http://www.prometheuspayment.org/ index.html, accessed June 
1, 2009. 

 
Global Payment 
Global payments compensate providers for all or most of the care that their patients may require 
over a contract period, such as a month or year. In general, global payments cover physician, 
ancillary, and hospital services as well as prescription drugs (Kongstevdt 2001; Hurley et al. 
2002; Commonwealth Fund 2009).  
 
Usually estimated from past cost experience and an actuarial assessment of future risk related to 
patient demographics and known medical conditions, global payments reflect the expected costs 
of covered services. As with episode-based payments, providers hold performance risk in a 
global payment system. In order to protect providers from also holding insurance risk, global 
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payments must be risk-adjusted to reflect the underlying health conditions and predictable 
probability of illness among patients. Insurance carriers retain insurance risk for unpredictable 
illness and also adjust the level of global payments to reflect the expected cost of consumer 
incentives (such as cost sharing for particular services or providers) in their benefit designs. 
Global payment approaches can be combined with complementary payment-related strategies, 
including P4P, to encourage improvements in quality and patient-centered care.  
 
Because global payments place providers at financial risk for clinical and cost performance, 
providers have an incentive to deliver the most effective care possible (e.g., to provide lower-
cost care when it is as effective as higher-cost alternatives) and integrate and coordinate services 
efficiently. Global payments may encourage improvements in the quality of care through specific 
incentives and/or because contracting providers expect quality improvements to reduce the costs 
of care.  
 
Under a global payment system, payers retain insurance risk—that is, the risk of the occurrence 
of illness in an insured population associated with demographics or known medical conditions. 
Methods by which payers retain insurance risk may include stop-loss limits on provider liability, 
use of reinsurance or risk corridors, and/or a selective reduction of the scope of services for 
which providers are expected to be accountable (Kongstvedt 2001, Walker 2001). 
 
Global payments may encourage providers to form larger (real or virtual) organizations in order 
to coordinate services cost-effectively across the multiple settings of care within the scope of 
covered services (Walker 2001). Medical homes, which focus on patient-centered care and on 
care coordination for patients who may have multiple chronic conditions, are wholly compatible 
with global payment models.  
 
Experience with Implementation. Global payment approaches are most common in markets 
with a history of large medical groups or integrated delivery systems—including metropolitan 
areas in California, Minnesota, and Massachusetts. 
 
Highly integrated group or staff model health plans (such as Kaiser Permanente) have used 
global payments for decades. In Massachusetts, Medicare Advantage plans have often used 
global payments to reimburse providers. In addition, Blue Cross Blue Shield of Massachusetts 
(BCBSMA) recently implemented Alternative Quality Contracts (described in Table 2.2) with 
organizations including the Mount Auburn Cambridge Independent Practice Association, 
Hampden County Physician Associates, and Tufts Medical Center and the affiliated New 
England Quality Care Alliance. BCBSMA’s Alternative Quality Contracts combine features of 
global payment with incentives to improve health care quality and patient safety. 
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Table 2.2 Experience with BCBSMA’s Alternative Quality Contract 
 

Program Characteristic Description 

Description • Payment is patient-based (and risk-adjusted), not procedure-based. Providers contract together 
as a system accountable for cost and quality across the full continuum of care.  

• Payment for the continuum of care and for costs associated with performing under the contract 
is intended to control cost growth and eliminate clinically wasteful care.  

• Budgets are set for five years based on historical costs, indexing price inflation in global 
payments to the Consumer Price Index (CPI). 

• Quality-based incentives, based in a robust set of measure for both ambulatory and inpatient 
care, comprise as much as10 percent of the overall budget. 

Program duration Five-year contracts began in 2008. 

Characteristics that favor 
program impact 

• Global payments are indexed for CPI price growth, not the historical growth in health care 
costs. 

• Recognizing that not all providers are immediately ready to accept full performance risk, 
providers are paid for infrastructure development and risk management costs.  

• High performance is defined in absolute terms, not relative to competitors. 

• Risk-adjusted payments offset provider’s risk of treating sicker patients. 

Expert Perspectives  Patrick Gilligan (BCBSMA), expert called upon to present by the Special Commission: 

• Providers have showed increasing interest and enthusiasm in new contract and payment 
structure. 

 
Source: Gilligan (2009) 

 
Complementary Payment and Care Strategies 
In addition to the three basic payment models described above, the Special Commission 
reviewed three complementary payment and care strategies designed to constrain health care 
costs and improve quality and value: P4P, medical homes, and global budgeting. These 
complementary payment and care strategies can be combined with alternative basic payment 
models to enhance the efficiency and quality of care and limit the growth of health care costs. (In 
addition, the Special Commission considered two benefit design strategies—provider tiering and 
evidence-based purchasing—as described further below.) 
 
Pay-for-Performance(P4P) 
P4P is a complementary payment-related strategy that offers financial rewards to providers who 
achieve or exceed specified quality benchmarks (and sometimes also efficiency benchmarks). 
P4P is intended to increase the provision of quality care, decreasing health care costs due to 
patients remaining healthy for longer periods of time.  
 
Many P4P programs have targeted care for patients with high-cost conditions, emphasizing the 
use of evidence-based guidelines. Typically, P4P programs focus on primary care physicians and 
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hospitals, but many also include medical specialists.14 Some reward performance (such as patient 
access and outcomes), but they also may reward processes intended to improve the quality of 
care (such as the use of information technology). 
 
Provider performance may be measured as absolute levels of performance, improvement over 
time, or rank among peers. P4P programs typically rely on claims analysis, but many now also 
include lab results and pharmacy data to support clinical quality measures. P4P payments may be 
made to individual providers or provider groups, institutions, and provider systems that include 
both. They can be made annually, semi-annually, or on a continuous basis; as a percentage of 
total provider fees for relevant care on a “per member” basis, as a percentage of cost savings 
relative to a benchmark, or by adjustments to providers’ base rates.  
 
Historically, P4P programs have usually been built on FFS payment or on capitation payment 
systems. However, P4P can be combined with any of the basic payment models (episode-based 
payments or global payment) as well as with other complementary care strategies (medical 
homes).  
 
Experience with Implementation. Currently, there are more than 250 P4P programs across the 
country; almost half target hospital care (Felt-Lisk 2009). Private payers sponsor two-thirds of 
these programs; employers or employer coalitions sponsor 11 percent, Medicaid sponsors 18 
percent, and Medicare sponsors the remaining five percent. Many examples of P4P programs 
exist in Massachusetts, as described in Table 2.3. 
 
Table 2.3 Experience with Pay-for-Performance 
 
 

Program Characteristic Description 

Description P4P programs in general evaluate and reward physicians based on the Healthcare Effectiveness 
Data and Information Set (HEDIS) measures, utilization measures, use of information technology, 
and patient satisfaction surveys. 

Program duration in 
Massachusetts 

As early as 2004, 89 percent of Massachusetts physician groups had a P4P incentive in at least one 
commercial health plan contract. 

Characteristics that favor 
program impact in 
Massachusetts 

• Medium-sized and large practice groups able to pool incentives across practice sites are 
common in Massachusetts. 

• Other quality incentives exist in Massachusetts, including public reporting of quality measures 
and provider tiering. 

• There is energy around the development of electronic health records and interoperability in 
Massachusetts, as well as the infrastructure for aggregating and analyzing data. 

                                                 
14 Many state Medicaid programs have implemented P4P programs, usually focusing on the delivery of primary 
care. As of mid-2006 more than half of states were operating one or more P4P programs, and 85 percent expected to 
do so within the next five years (Kuhmerker and Hartman 2007). 



Expert Perspectives Suzanne Felt-Lisk (Mathematica Policy Research), expert called upon to present by the Special 
Commission. Her recommendations included: 

• Match the terms of payment to desired outcomes. 

• Use a broad and balanced set of measures, and monitor patient access. 

• Physician engagement is critical: anticipate physician reaction and work for a trusting 
relationship. 

• The size of the incentive is important. Consider parallel rewards, such as additional payments 
for establishing a medical home with the same goals. 

• The infrastructure and resource of physician practices affect their ability to respond to 
incentives. 

• It takes time and resources to develop and implement P4P—including time for providers to 
build needed infrastructure. 

 
Sources: Felt-Lisk (2009). See also: Christiansen et al. (2008), Felt-Lisk et al. (2007), Gold and Felt-Lisk (2008), Mehrotra (2007). 

 
Medical Homes 
The medical home model is intended to offer patients accessible, continuous, coordinated and 
comprehensive patient-centered care, managed centrally by a primary care team. While the 
Special Commission is not adopting one standard definition of a medical home, it notes that the 
National Committee for Quality Assurance (NCQA), in collaboration with four physician 
specialty societies, has jointly defined the medical home as: 
 

 “…a model of care where each patient has an ongoing relationship with a 
personal physician who leads a team that takes collective responsibility for patient 
care. The physician-led care team is responsible for providing all the patient’s 
health care needs, and when appropriate, arranges for care with other qualified 
physicians” (NCQA 2008).  

 
MedPAC further elaborates upon the essential capabilities of a medical home:  
 

“In addition to providing or coordinating appropriate preventive, maintenance, 
and acute health services, medical homes must: furnish primary care; use health 
information technology for active clinical decision support; conduct care 
management; maintain 24-hour patient communication and rapid access; keep up-
to-date records of patients’ advance directives; and be accredited/certified by an 
external accrediting body [such as NCQA]” (Boccutia et al. 2008).  

 
It is hoped that such care will be cost-effective especially for children, adolescents, and adults 
with chronic conditions who require an array of services and sometimes frequent monitoring. It 
is also hoped that the development of medical homes will make primary care more professionally 
and financially rewarding and thereby encourage more medical students to choose primary care 
practice as a career.  
 
The medical home model can be integrated into any of the basic payment models—FFS, 
episode-based payment, or global payment—ensuring that providers are compensated for 
providing continuous, coordinated services. Practices that receive payment as medical homes are 
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responsible for delivering and coordinating appropriate care for their patients. Some medical 
home models provide additional payments to enhance existing physician infrastructure consistent 
with improving care (for example, supporting integration of a care management function); others 
include P4P.  
 
Experience with Implementation. Medical home pilots and demonstrations are under way or 
being planned in almost every state.15 In Massachusetts, the Massachusetts Patient-Centered 
Medical Home Initiative recently began a broad-based planning process involving private and 
public payers, providers, consumer groups, employers, and others. In addition, a number of small 
pilots are underway at New England Quality Care Alliance, the Central Massachusetts 
Independent Physician Organization, the Fallon Clinic, and at the Brigham and Women’s 
Hospital Foxboro practice site, among other provider entities. In addition, the Massachusetts 
League of Community Health Centers and the Executive Office of Health and Human Services 
recently received a grant from the Commonwealth Fund for a medical home initiative targeted at 
14 community health centers. 
 
Rhode Island recently adopted a multi-payer medical home initiative as part of its Chronic Care 
Sustainability Initiative (CSI-RI), intended to align quality improvement goals and financial 
incentives to develop and support a sustainable model for delivering chronic care in primary care 
settings. A description of Rhode Island’s program is provided in Table 2.4.  
 
Table 2.4 Experience with Medical Homes in Rhode Island 
 

Program 
Characteristic 

Description 

Description Program is initiative among payers that cover 67 percent of insured residents. It involves five 
medical practices and targets coronary artery disease, diabetes, and depression. Under the 
program:  

• Providers implement components of advanced Medical Home model using NCQA’s 
Physician Practice Connections® standards (NCQA); participate in a local chronic care 
collaborative; conduct self measurement and participate in public reporting of measures 
(structural measures, outcome measures, and cost and utilization measures); and engage 
with patients and provide education. 

• Payers make a supplemental payment of $3 per member per month to participating 
physicians; pay the costs of nurse care managers that are allocated across provider sites; 
and provide shared data and common measures for utilization review and feedback to 
providers. 

• Self-insured employers pay for programs for their employees. 

                                                 
15 Most programs piloting the medical home model rely on the National Committee for Quality Assurance (NCQA) 
guidelines. These include: (1) improved access and communication, (2) use of data systems to enhance safety and 
reliability, (3) care management, (4) patient self-management support, (5) electronic prescribing, (6) test tracking, (7) 
referral tracking, (8) performance reporting and improvement, and (9) advanced electronic communications (NCQA). 
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Program 
Characteristic 

Description 

Program duration A two-year pilot began October 1, 2008, and will be expanded in 2010. 

Characteristics that 
favor program impact 

• All payers select the same core group of practice sites for their pilots, using a common set 
of practice qualifications. 

• All payers ask the pilot sites to implement the same set of new clinical services, drawn 
from the Patient-Centered Medical Home (PCMH) Principles.16  

• All payers evaluate practices using the same measures, drawn from national 
measurement sets.  

• The method and intent of incentive payments is consistent across all payers. 

• Plans and providers agree to a common member attribution methodology and 
standardized quality metrics. 

Impacts • No current findings related to impacts in RI. Harvard School of Public Health will conduct 
evaluation to examine adoption of the patient-centered medical home model; changes in 
care processes, outcomes, and experiences of care; changes in cost of care; and the 
experience of program adoption. 

Expert Perspectives  Christopher Koller, Rhode Island Commission of Health Insurance, expert called upon to 
present by the Special Commission. His recommendations included: 

• Be transparent and share as much information as possible across stakeholders. Educate 
stakeholders on the need for delivery system reform, engage major purchasers and 
consumers as advocates, and develop physician leadership and collaboration. 

• Put objective assessment of costs on the table, but balance the need for a positive return 
on investment with the need to get the program going. 

• Focus on non-monetary benefits to providers (e.g., training and enhanced efficiency), 
understanding that persuading providers to do unreimbursed work is difficult. 

• Building an all-payer initiative is complex. Large national carriers have little incentive to 
participate in regional or state-level programs, fear losing competitive advantage, are 
unaccustomed to collaborating with other plans, and have little in common with Medicaid. 
Government can help overcome some of these issues by convening the plans and by 
helping to smooth anti-trust issues. However, without Medicare participation, it is 
impossible to target all patients. 

• Understand that planning and implementation take time. 

• Consider that there will be alignment in primary care physician contracting beyond the 
medical home demonstration program. 

 
Source: Koller (2009) 

 
Global Budgets 
A global budget is a maximum level of expenditure for a defined set of health care services. It 
may reflect projected health needs or be determined relative to an independent metric (such as 
gross domestic product). A global budget is compatible with any basic payment model—such as 
FFS, episode-based payments, or global payments—but it implies an available enforcement 
mechanism—usually, regulation of provider payment amounts and/or premiums, and the ability 
of providers to manage patient queues (for example, by developing a triage system).  
 
                                                 
16 The AAP, AAFP, ACP, and AOA have developed joint principles to describe the characteristics of the Patient 
Centered Medical Home (PCMH). See: http://www.pcpcc.net/content/joint-principles-patient-centered-medical-
home. 



When used, a global budget is intended simply to limit total spending; it provides few direct 
incentives for providers to improve efficiency or quality. Institutional providers (such as 
hospitals) that receive a fixed budget with no assurance of rescue if they exceed it have a clear 
incentive to manage to that budget—in part by improving efficiency. Incentives for individual 
providers depend on the means used to enforce the limit.  
 
Experience with Implementation. Examples of global budgets exist in most Western European 
countries, as well as in Canada and the U.S. In Canada, each provincial government acts as 
single payer that allocates annual budgets for hospitals and also sets private physician fees 
consistent with a global budget.  
 
In the U.S, the Department of Veterans Affairs (VA) health care system is the largest single 
example of globally budgeted health care delivery. Each year, the VA budget is limited by its 
federal budget appropriation, and the Department in turn allocates budgets to local VA health 
systems, which are expected to operate within their budgets. In addition, in every state, the 
Medicaid program is globally budgeted.  
 
At least two examples of private-sector example of global budgets in the U.S. can be found:  

• In the 1980s, hospitals in Rochester, New York voluntarily agreed to operate under 
individual caps on hospital income from all payers—with favorable cost results. 
Rochester’s program and lessons learned are summarized in Table 2.5.  

• Developed on behalf of a consortium of large employers in Minnesota in 1997, 
Minnesota’s Patient Choice model accepts bids from providers to deliver care within a 
global budget. This model is summarized in Table 2.6. 

 
Table 2.5 Experience with Hospital Global Budgets in Rochester, New York 
 

Program Characteristic Description 

Description Using a Medicaid waiver, hospitals, BCBS of Rochester, the state, CMS and local employers 
implemented the Hospital Experimental Payments Program (HEP). This program: 

• Provided an annual global budget under which each hospital’s revenues were limited to 
costs in a base year, plus annual inflation adjustments. 

• Required that planning decisions for major capital investments be made by hospitals as a 
group. 

Program duration Program existed between 1980 and 1987, and ended with the termination of the Medicare 
waiver in 1988. 

Characteristics that 
favor program impact 

• Rochester has a long history of community health planning directed by community 
leaders (not government), and local employers were heavily involved in health planning 
efforts. 

• The insurance market was stable. A large not-for-profit health insurer dominated, and 
health maintenance organizations (HMO’s) had high levels of penetration. Community 
rating of health insurance was common. 
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Program Characteristic Description 

Impacts • During the period of global budgeting, hospital cost inflation in Rochester was lower than 
inflation in the state and the nation. (Conversely, when global budgeting ended, hospitals 
experienced real annual growth rates higher than the state and nation as a whole.)  

• Rochester hospitals had positive operating margins for five of the eight years of the 
program, compared with positive operating margins in just two of the eight years among 
hospitals statewide. 

Lessons learned United States Government Accountability Office’s report to the Committee on Government 
Operations, House of Representatives: 

• Global budgeting helped provide hospitals with predictable incomes. 

• Hospital global budgets did not address the growing share of health care costs incurred 
outside of hospitals. 

• Continuation of community-wide planning efforts was facilitated through the global 
budgeting process. 

• The initiative was not sustainable because the federal and state governments were 
moving in another direction with the implementation of case-based prospective payment. 
Hospitals no longer supported global budgets because they could make more money 
through the new payment system. 

 
Source: U.S. Government Accountability Office (1993) and Griner (1994) 

 
Table 2.6 Minnesota’s Patient Choice Model 
 

Program Characteristic Description 

Description • Requires providers to organize into discrete care systems, but allows providers to 
define their referral and hospital network and brand and market position by focusing on 
specific population or region, setting their own price, and contracting externally for 
many services. 

• Allows providers to submit bids based on their expected total cost of care for 
populations with the same set of benefits (based on historic resource use), and allows 
them to add other amounts to cover non-paid services, such as care management. 

• Allows providers to bill as usual and be reimbursed for services rendered. Fee levels 
are adjusted quarterly based on how costs compare to claim target submitted in bid. 

• Classifies care system into different “bands” based on cost and quality indicators and 
provides information on indicators to consumers. 

• Varies consumer premiums and benefits based on which “band” chosen care system 
falls. 

Program duration Implemented in 1997 on behalf of the Buyers Health Care Action Group (BHCAG), spun off 
in 2001 into Patient Choice, and purchased by Medica, a large HMO, in 2004. Program 
continues to operate. 

Characteristics that favor 
program impact 

• Minnesota has several discrete primary care provider systems, with only some overlap 
of specialists, which facilitates organization into discrete care systems and consumer 
movement between systems based on performance. 

• Bid model was pre-set to reflect historic resource use, allowing for appropriate bids. 
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Program Characteristic Description 

Expert Perspectives  Anne Robinow, co-founder of Patient Choice Healthcare, expert called upon to present by 
the Special Commission: 

• Change is difficult, but possible, and requires strong administrative capabilities. 
Change creates winners and losers: losers will undermine the process while good 
performers will support it. 

• Providers can be differentiated and stratified accurately. 

• Lower prices do not necessarily mean lower costs. 

• Consumers will respond to cost and quality variation. 

• One can build on FFS using existing claim systems to drive appropriate resource use. 

• Smaller provider entities can participate if they are still accountable for total care of 
their patients. 

• Data integrity is crucial to the process and to get buy-in.  

• Patient Choice is harder to explain and sell than standard products. Employers are 
reluctant to hold employees accountable for their choices and to vary their programs 
across communities. 

• A critical mass of patients is needed to make change—especially when providers need 
to invest in infrastructure. 

 
Source: Robinow (2009) 

 
Benefit Design Strategies 
A number of benefit design strategies have been developed, largely as attempts to counter FFS 
incentives for providers to deliver more care, and more costly care, regardless of its 
effectiveness. These strategies include evidence-based purchasing (EBP), which gives patients 
incentives to seek more effective care; and provider tiering, which gives patients incentives to 
use higher-quality and/or more cost-effective providers.  
 
By definition, benefit design strategies are intended to affect consumer behavior: they are not 
payment models. As illustrated in Figure 2.1, both EBP and provider tiering can be used 
(individually or together) to complement alternative basic payment models—either FFS or 
episode-based payments, and potentially also some capitation or global payment models (not 
shown).  
 
Evidence-Based Purchasing (EBP) 
Evidence-based purchasing (EBP) may include value-based benefit design as well as evidence-
based coverage. Value-based benefit design typically reduces insured consumers’ cost sharing 
for use of care that clinical, cost-effectiveness, and comparative effectiveness research has shown 
to be effective. In contrast, evidence-based coverage uses effectiveness research to determine 
whether a service is covered at all—for example, use of a drug formulary that excludes less 
effective drugs of greater or similar cost, compared with a more effective drug—or under what 
conditions it should be covered based on a medical necessity determination.. By encouraging 
consumers to choose evidence-based services when obtaining care, EBP attempts to decrease 
cost by minimizing the misuse and overuse of health care. Because providers have strong 
financial incentives to deliver services that are covered, EBP encourages the delivery of care that 
is more cost-effective.  
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Experience with Implementation. In the U.S., experience with EBP is very limited—in part 
reflecting practices in Medicare, which accounts for a large share of health care services. 
Because Medicare is prohibited from taking cost into account when making decisions about 
covered treatments, the program has made very limited use of comparative effectiveness research 
in designing coverage.  
 
States such as Oregon and Washington also have experience with EBP. For example, the Oregon 
Health Plan famously took on the task of expanding Medicaid eligibility, constraining costs by 
covering treatments based on clinical effectiveness and “net benefit.” More recently, Washington 
State’s Medicaid program has implemented an EBP program, as summarized in Table 2.7.17 
 
Table 2.7 Experience with EBP in Washington State 
 

Program Characteristic Description 

Description • Medicaid program grades services based on the quality of the evidence supporting their 
effectiveness: 

o A = randomized controlled clinical trials 

o B = consistent and well-done observational studies 

o C = inconsistent studies 

o D = studies show no evidence, raise safety concerns, or no support by expert opinion 

• Medicaid program requires prior approval of services and generally approves services graded 
“A” or “B” for coverage. “C” and “D” services may be approved only after special, case-specific 
review. 

Program duration Program has been in effect since mid-2006. 

Characteristics that favor 
program impact 

• Washington State has experience with other evidence-based purchasing initiatives, including 
use of a preferred drug list and a State Health Technology Assessment Program. 

• The medical directors of all health-related state agencies coordinate policy via a core 
organization of evidence-based purchasing efforts. 

• State relies on expertise of an independent practice center (Oregon Health Sciences 
University’s Evidence Practice Center) 

Impacts • Spending for bariatric surgery dropped 94 percent, from $970,000 in 2003 to $56,000 in 2006. 

• Spending for enternal nutrition spending dropped by $10 million. 

• After requiring a second-opinion, spending for drugs to treat attention deficit disorder in 
children dropped significantly, resulting in a 3:1 return on investment (ROI).  

 
Source: Bailit (2009) and Porter (2006) 

 

                                                 
17 A number of countries with single payer systems also use comparative effectiveness research to influence 
provider practice and/or support coverage decisions. For example, in the United Kingdom, the National Institute for 
Health and Clinical Excellence (NICE) performs research on the clinical effectiveness and cost-effectiveness of 
various procedures, pharmaceuticals, and technologies to help the National Health Service (NHS) make better 
purchasing decisions. 



Provider Tiering 
Provider tiering models give enrollees cost-sharing incentives to choose providers that score well 
on cost, quality measures, or both. Provider tiering is intended to shift enrollees to high-
performing providers while both retaining consumer choice of providers and motivating 
providers to improve efficiency and quality in order to compete for patients (Draper et al. 2007; 
Fronstin 2003). Payers use claims data analysis to assign providers to tiers that reflect their 
relative efficiency (measured as costs per episode of care, unit prices, or average cost) and 
quality (Draper et al. 2007; Robinson 2003). 
 
Experience with Implementation. In Massachusetts, there are several examples of provider 
tiering: the Group Insurance Commission (GIC) requires all contracted health plans to classify 
physicians in their networks into performance tiers; BCBSMA launched a two-tier product in 
2001; and Tufts Health Plan introduced a product in 2002 that encourages use of community 
hospitals when possible. 
 
The most recent development in tiered provider networks is the Patient Charter for Physician 
Performance Measurement, Reporting and Tiering Programs developed by the Consumer-
Purchaser Disclosure Project, described in Table 2.8. 
 
Table 2.8 Patient Charter for Physician  
Performance Measurement, Reporting, and Tiering Programs 
 

Program 
Characteristic 

Description 

Description • The Consumer-Purchaser Disclosure Project is a coalition of consumer, employer, and 
labor organizations that work toward a common goal of ensuring that all Americans have 
access to publicly reported health performance information. 

• A national set of principles guides measuring and reporting physician performance, 
encouraging encourage insurers and physician groups to: 

o Allow for periodic independent review of physician reporting programs. 

o Use standard criteria for physician performance measurement, reporting, and tiering 
programs. 

o Provide full public disclosure of performance results against minimum standards and 
national benchmarks. 

Program duration The Patient Charter has been in effect since April 2008. 

Characteristics that 
favor program impact 

• Program is supported by large coalition of various stakeholders, including large health 
insurers and leading physician groups. 

• Program recommends use of standard criteria to reduce variation in performance 
measurement. 

Findings None to date. 

 
Source: Chollet (2009) and Consumer-Purchaser Disclosure Project (2008) 
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Special Commission Evaluation of Payment Models 
The Special Commission considered each of the basic payment models and complementary 
payment, care and benefit strategies described above and dismissed global budgeting from 
further consideration on its own. In general, the Special Commission members’ lack of interest 
reflected their belief that it offered less potential to achieve their vision for payment reform in 
Massachusetts—specifically, strong incentives for efficient and effective patient-centered care 
with more uniform quality and cost.    
 
The Special Commission considered the advantages and disadvantages of each model, including 
continued FFS. Each was reviewed in terms of its potential for comprehensive, substantial, and 
short- and long-term impact on:  

• Efficiency  
• Access to care and patient choice 
• Improvement in the quality, effectiveness, and value of care 
• Cost and cost trends, including unit cost and volume 

 
With respect to these considerations, the advantages and disadvantages of each model are 
summarized in Table 2.9 and reported in somewhat greater detail below. The models are 
presented in the order in which the Special Commission considered them. 
The Special Commission first considered the potential for achieving its vision for payment 
reform within the existing largely FFS system. In its deliberations, the Special Commission 
noted that changes built on the current FFS system might be easiest to achieve. However, the 
Special Commission concluded that complementary payment-related strategies (including P4P, 
which largely developed in response to the deficiencies of FFS) could not neutralize FFS 
incentives for greater volume and cost. That is, because FFS incentives for increasing service 
volume would remain, overlaying P4P might not sufficiently contain costs or improve care 
coordination and collaboration among providers. Moreover, the need to overlay multiple benefit 
design strategies and complementary payment-related strategies to counter the pervasive 
incentives of FFS was viewed as a principal reason that the current system is both 
administratively complex and difficult for both providers and patients to navigate. Nevertheless, 
the Special Commission strongly agreed that P4P offers substantial promise for improving the 
quality of care, if performance measurement is standardized and the basic payment model also 
encourages greater efficiency in the delivery of care.  
 
The Special Commission next considered episode-based payment. The Special Commission 
recognized that this model has many promising features, including incentives for efficient 
delivery of care and collaboration among providers within episodes of care. Federal 
policymakers currently are paying substantial attention to episode-based payments as a potential 
means for improving the efficiency of care provided to Medicare patients. However, it was 
judged to be too early in development and too complex in design to be implemented quickly and 
comprehensively. Specifically, episodes can be challenging to define in terms of the diagnoses or 
procedures they are built around, when they begin and end, the range of services included, and 
which provider should be accountable. To date, there is limited operational experience with 
episode-based payment, and for only a small number of episode types. Moreover, the Special 
Commission concluded that while episode-based payment might in time result in the efficient 
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delivery of care during each episode, it offered no financial incentive for providers to help 
patients avoid the occurrence of episodes. However, the Special Commission did see a 
potentially strong role for episode-based payments as a means of allocating payments within 
ACOs in the long-term, as well as representing a potential transition payment strategy role. 
 
The Special Commission next reviewed medical home strategies for care. Medical homes were 
thought to have promise for improving delivery and coordination of health care services, and 
given existing operational experience, could be developed relatively quickly. However, the 
Special Commission again recognized that no complementary payment or care strategy—neither 
P4P nor medical homes—can neutralize the volume and cost incentives of the basic FFS 
payment model. Therefore, the Special Commission concluded medical homes were best 
considered a complement to a new basic payment strategy that entailed fundamental change in 
our health care payment system (as opposed to a “solution” to the deficiencies of fee-for-
service). 
 
Finally, the Special Commission considered global payment models—which pay providers 
prospectively-set fees for all or most health care services that the enrolled population needs 
during a contract period. Global payment models were viewed as having important advantages: 
They offer strong incentives for the efficient delivery of the full range of services that most 
patients need. They emphasize primary care and are compatible with and reinforce the goals of 
patient-centered medical homes. Moreover, some Massachusetts providers already have 
operational experience with some form of global payment. An estimated 20 percent of 
commercial physician payments are currently made in the form of global payments. This 
experience suggests that broader adoption is feasible since providers are already managing under 
it successfully and provides a base for wider progress towards global payment. Finally, the 
Special Commission noted that global payment is compatible with P4P, which was viewed as 
important in protecting consumer access and encouraging the high-quality, evidence-based, 
patient-centered care that is central to the Special Commission’s vision for payment reform.  
 
At the same time, the Special Commission identified significant challenges to replacing FFS with 
global payment as the dominant payment model in Massachusetts. Specifically, a global payment 
model requires developing a statewide system of risk adjustment and the widespread 
participation of providers, some of whom have little to no operational experience with global 
payments or integrated delivery systems. 
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Table 2.9 Payment Reforms Considered by  
the Special Commission on the Health Care Payment System 
 
Payment 
Model 

Advantages Disadvantages or Challenges 

Basic Payment Models

FFS • Can be readily adopted in reforms and may 
remain necessary for certain patients (e.g., 
from out of state) or specialized providers. 

• Rewards delivery of more care without regard to resources 
or value. 

• Focuses attention on prices and not costs.  

• Cannot build in limits on cost growth. 

• Rewards intervention, not cognitive action. Some high-value 
services are not reimbursed. 

• Does not align incentives to encourage coordination of care 
among providers and across sites of care. 

• Does not recognize differences in performance, quality, or 
efficiency. 

• Multiple players determine the rates. Fees vary for the same 
service and often do not relate to actual costs. 

• Gives strong incentive to increase cost by providing more 
costly services over lower cost services that are equally 
effective. 

• Does not align with evidence-based guidelines, and does 
not reward quality or outcomes. 

• Requires overlay of benefit design strategies and/or 
complementary payment models to mitigate volume and 
cost incentives, encourage quality improvement and 
promote care coordination for both acute and chronic 
conditions. 

• Need to overlay multiple strategies and complementary 
models creates a “byzantine” system that is hard to 
administer and difficult for consumers and providers to 
navigate. 

Episode-
based 
payment 

• Within episodes, eliminates incentives to 
increase the volume of services. 

• Within episodes, eliminates incentives to 
provide higher-cost services over lower-cost 
services that are equally effective. 

• Focuses attention on performance and 
coordination of care for important clinical 
conditions or procedures that correspond to 
acute care episodes.  

• Some volume incentives remain—more payment for more 
episodes. 

• Operational experience is limited, and only currently exists 
for a small number of episode types. 

• Design and implementation are highly complex. 
• Requires providers to assume some financial risk for 

performance. 
• Strong risk adjustment methods are necessary to avoid 

selection of patients. 
• Requires a network of providers to develop systems and 

capabilities for integrated care management. 
• Incentives for consolidation could reduce market 

competition. 
• Requires overlay of benefit design strategies and/or 

complementary payment models to encourage quality 
improvement, ensure appropriate access to care within 
acute care episodes, and promote care coordination for 
chronic conditions.  

• Continued need to overlay benefit design strategies and 
complementary models would perpetuate payer systems 
that are hard to administer and difficult for consumers and 
providers to understand. 
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Global 
payments 

• Eliminates incentives to increase volume, for 
all or most service types. 

• Eliminates incentives to provide higher-cost 
services over lower-cost services that are 
equally effective, for all or most clinical needs 

• Emphasizes the role of primary care 
providers. 

• Encourages integration and coordination of 
care, both within acute care episodes and for 
patients with chronic conditions.  

• Reinforces the goals of medical homes with 
respect to care coordination within and 
between acute care episodes  

• A significant number of physicians already 
have operational experience with some form 
of global payment. 

• Require physicians to assume financial risk for 
performance. 

• Strong risk adjustment methods are necessary to avoid 
transfer of insurance risk to providers, and incentives for 
selection of patients.  

• Requires a network of providers to develop systems and 
capabilities for integrated care management. 

• Incentives for consolidation could reduce market 
competition. 

• Requires overlay of complementary payment model (P4P) 
to encourage quality improvement and ensure appropriate 
access—but it would not necessarily be complex, difficult to 
administer, or difficult to understand. 

 

Complementary Payment-Related Strategies
P4P • Can be combined with any basic payment 

model. 
• Can encourage improved clinical quality of 

care, evidence-based care, access and better 
patient outcomes and satisfaction. 

• Especially in combination with global 
payments, can be used to encourage 
improvements and coordination across the 
spectrum of services for acute and chronic 
conditions.  

• Cannot neutralize volume and cost incentives of the basic 
payment model.  

• Low performance payments provide insufficient incentives 
for efficiency, care coordination, or integration of care.  

• Important gaps in performance measurement remain. 

Medical 
homes 

• Can be combined with any basic payment 
model. 

• Emphasizes patient-centered primary care, 
with particular potential quality and cost 
benefit for care of patients with chronic 
conditions.  

• By promoting access to primary care and care 
coordination, may avoid acute care episodes 
and reduce unnecessary use of services. 

• Cannot neutralize volume and cost incentives of the basic 
payment model, particularly for care delivered outside of the 
primary care practice 

• In combination with FFS or episode-based payment, 
capacity to coordinate specialty care and integration of 
services—and therefore affect overall efficiency and cost—
is limited.  

• Capacity to coordinate or rationalize use of all services 
(such as institutional care or highly specialized services) is 
limited. 
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Chapter 3: Public and Stakeholder Input  

The Special Commission was committed to engaging stakeholders and the larger community 
during the entire process of evaluating the current health care payment system in Massachusetts, 
evaluating alternative payment models and purchasing strategies, and developing 
recommendations. A number of meetings with stakeholders were held on behalf of the Special 
Commission, engaging a broad community of stakeholders throughout the Special Commission’s 
deliberations. In addition, the Special Commission conducted a special meeting early in its 
discussions to elicit comments from the public.  
 

Statements Submitted to the Special Commission  
The Special Commission used its second meeting on February 6, 2009 to hold a public input 
session to solicit comments. Various groups—including hospital organizations, insurers, patient 
advocates, health academicians, and provider groups—presented at this meeting or provided 
written comments.18 The major themes that emerged from these statements included: 

• The importance of expanding primary and preventive care, and transitioning 
Massachusetts’s current health care system from a specialist-based system to a primary 
care-based system. Shortages of specific provider types were noted, including primary 
care providers, and the need to address workforce dynamics was emphasized. 

• The weakness of the current fee-for-service payment model and the need to transition to a 
payment approach that would encourage better coordination of care.  

• The need to encourage quality improvement through transparency and adoption of health 
information technology. 

• The importance of accounting for individual special circumstances when reforming the 
payment system. 

 
As presented to the Special Commission, major issues in each category are summarized below. 
 
Increased Emphasis on Primary Care. Presenters attributed the high cost of health care to 
overuse of specialists, technologies, surgeries, and other services in the current system. While 
generally advocating movement to a system focused on preventive care and chronic disease 
management, some presenters expressed concern about access to primary care physicians (PCPs) 
currently, especially for low-income populations and persons with mental health needs or 
developmental disabilities. To improve access to primary care, some recommended increasing 
primary care physician reimbursement, expanding medical education loan forgiveness for 
physicians who choose primary care and transitioning graduate medical education funding from 
the inpatient hospital setting to outpatient and community-based settings where primary care 
providers are trained. Other presenters further recommended that all health plans be required to 
cover evidence-based primary and preventive care and treatment of chronic disease. Finally, 
some recommended that payment reform emphasize the role of physicians and PCPs in 

                                                 
18 See Appendix F for the public input statements provided to the Special Commission. 



particular—for example, requiring all patients to choose a PCP and empowering PCPs to direct 
patients to providers that provide the most appropriate and efficient care. 
 
Weakness of the Current Fee-for-Service Payment Model. Many presenters viewed fee-for-
service as an important reason for higher volume, duplication, and overuse and misuse of health 
care services. Presenters also indicated that fee-for-service payment encourages specialization of 
the medical profession (as fees paid to specialists are higher than those paid to PCPs), and that it 
fails to encourage care coordination or care management. To address these problems, some 
presenters recommended changing the payment system to encourage providers to work as a team 
across settings to promote care coordination by paying them as a group instead of as 
individuals—thereby rewarding quality and efficiency instead of volume. Some presenters 
recommended payment reforms such as global payment and episode-based payments, while 
others recommended reimbursement of care coordination services such as follow-up 
communication with patients and fellow providers. Other presenters advocated standard payment 
rates for the same services to prevent large providers with more market share from negotiating 
higher fees. 
 
Increased Focus on Quality and Patient Safety. Presenters encouraged widespread adoption of 
quality initiatives and greater attention to patient safety. They encouraged transparency via 
collection and publication of provider efficiency and quality measures, but expressed concern 
about the large variety of quality measures and the resulting administrative burden on providers. 
Some presenters advocated that all payers adopt uniform efficiency and quality measurement 
methodologies. In addition, several presenters believed that payment reform could encourage 
health information technology (IT) adoption—such as computerized physician order entry and 
electronic medical records—that would improve patient safety. While many asserted that 
providers would need financial and technical assistance to adopt health IT (regardless of the 
payment model), many also indicated that a coordinated delivery system is a precondition to 
realizing the benefits of health IT.  
 
Implementation Concerns. Finally, several presenters asked the Special Commission to 
consider the special circumstances of specific providers and patient groups. Believing that not all 
providers could accept risk-sharing arrangements immediately, they urged the Special 
Commission to recommend implementation of such reforms either in phases or through 
demonstration programs. Some presenters asked that the Special Commission give special 
consideration to certain providers and services (for example teaching hospitals and mental health 
services) when discussing any changes to the current payment system. 
 

Further Feedback from Massachusetts Stakeholders 
The statute specified that the Special Commission should consult with parties that its 
recommendations would likely affect—at minimum including “the office of Medicaid, the 
Division of Health Care Finance and Policy, the Commonwealth Health Insurance Connector, 
the Massachusetts Council of Community Hospitals, Inc., the Massachusetts League of 
Community Health Centers, Inc., 1 or more academic medical centers, 1 or more hospitals with a 
high proportion of public payors, 1 or more Taft-Hartley plans, 1 or more self-insured plans with 
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membership of more than 500, the Massachusetts Municipal Association, Inc. and organizations 
representing health care consumers.” 
 
On behalf of the Special Commission, Michael Bailit of Bailit Health Purchasing convened three 
meetings with each of nine groups of stakeholders: 

• Physician specialty societies and large independent physician groups; 
• Physician groups affiliated with hospitals; 
• Community hospitals; 
• Large teaching hospitals and major safety-net hospitals; 
• Consumer advocates; 
• Organized labor groups; 
• Employers and employer organizations; 
• Health plans, and 
• Community health centers. 

 
During the second and third rounds of engagement, Bailit shared the Commission’s tentative 
recommendations with stakeholders.  
 
Additional meetings and calls were conducted with the Health Care Quality and Cost Council, 
the Commonwealth Health Insurance Connector, and with the Office of Medicaid. For some 
meetings, Mr. Bailit was joined by staff from the Division of Health Care Finance and Policy and 
from the Executive Office for Administration and Finance. Mr. Bailit reported results of the 
meetings to the Special Commission at meeting number three, seven and eight. Summaries of 
these stakeholders meetings can be found in Appendix F, and the list of meetings is available in 
Appendix G.      
 
All groups were eager to inform the Special Commission’s deliberations and decision-making. 
Major themes of the stakeholder meetings included the following: 

• The importance of moving away from FFS as the predominant form of payment. 
Stakeholders viewed the volume incentive in FFS as an essential feature of that payment 
model and a key driver of health care costs in the current system. 

• Integration of care. All of the groups agreed that better integration of providers would 
improve the quality and value of health care, and that movement away from FFS payment 
was essential to achieving better integration. Some differed on whether real or virtual 
integration would be necessary to bring about improvements in efficiency, continuity of care, 
and patient outcomes. 

• Transparent, deliberative, and consultative development of an alternative payment 
system. All of the groups appreciated the Special Commission’s efforts to reach out to 
stakeholders, and emphasized the importance of engaging stakeholders similarly in any 
legislative and regulatory processes that might follow. In short, they appreciated the openness 
of the Special Commission’s process and would like to see it continue. 
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• Building consistent provider incentives. All of the provider groups emphasized the 
importance of common performance metrics and measurement in pay-for-performance (P4P) 
programs. Providers emphasized the need to balance payment for cognitive, preventive 
chronic and interventional care better than in the current system, as well as the need to 
develop risk adjustments that appropriately recognize patients’ clinical and socio-economic 
status (and therefore, systematic differences in levels of adherence to clinical instruction). 

• Building appropriate consumer incentives. All of the groups—including providers, 
employers, and consumers—recognized the importance of health benefit design in making 
global payment both feasible for providers and ultimately successful in controlling overall 
health care costs. Incentives for appropriate use of care (such as no cost sharing for primary 
and preventive care) and incentives for consumers to manage their health and to seek and use 
care efficiently were cited as critical for the success of payment reform. 

• A careful transition. All of the groups strongly recommended that particular care be taken 
in effecting the transition. They urged that implementation be phased in, with time and 
resources dedicated to evaluation, identification of unanticipated consequences, and 
opportunities for mid-course corrections. 
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Chapter 4: Recommendations for Payment Methods 
and Implementation 

To promote safe, timely, efficient, effective, equitable, patient-centered care, and thereby reduce 
growth and levels of per capita health care spending, the Special Commission recommends that 
global payments with adjustments to reward provision of accessible and high quality care 
become the predominant form of payment to providers in Massachusetts. The Special 
Commission notes that infrastructure, legal and technical support are needed for many providers 
to make this transition; and that government, payers and providers will be required to share 
responsibility for supporting providers in making this transition.    
 
The Special Commission concludes that global payment models that provide appropriate 
incentives for efficiency in the delivery of services, while strongly encouraging improvements in 
quality and access to appropriate, coordinated care should serve as the direction for payment 
reform. In addition, the Special Commission concludes that global payments can be implemented 
over a period of five years on a statewide basis, with some providers participating in the near-
term, while others will need more time and support to transition. All payers (including 
governmental payers) will need to transition to the new system within this timeframe.19 The 
Special Commission recognizes that many providers will require infrastructure, legal and 
technical assistance and support, such as information technology adoption, training in use of 
registries, and managing risk before a transition to global payment can occur. The Special 
Commission also recognizes that certain narrow classifications of services or practitioners should 
continue to be paid outside of the global payment model for their services, such as very high cost 
drugs or providers of very limited and specialized services. 
 
The following sections present the Special Commission’s recommendations with respect to the 
key components of global payment, as well as recommendations for transitioning to global 
payments, formation of an oversight authority, and the timeline for implementation.  
 

Key Components of Global Payment 
The Special Commission anticipates that, when fully implemented, global payment in 
Massachusetts will include the following key features: 

• The development of Accountable Care Organizations (ACOs) that accept 
responsibility for all or most of the care that enrollees need.20 ACOs will be composed of 
hospitals, physicians and/or other clinician and non-clinician providers working as a team 

                                                 
19 Medicare participation will require a waiver to federal payment rules. Footnote 21 provides further explanation of 
the waiver process. 
20 The Special Commission termed these organizations ‘Accountable Care Organizations’ (ACOs) because certain 
members of the Special Commission were familiar and identified with this terminology. However, the Special 
Commission’s definition of an ACO differs slightly from the original conception of the term, which defines an ACO 
as extended hospital medical staff (Fisher et al. 2007) and presumes that physicians practicing within an ACO are 
owned or directly contract with a provider entity such as a hospital. The Special Commission did not extend its 
definition of an ACO this far, allowing for other forms of provider organization. 



to manage both the provision and coordination of care for the full range of services that 
patients are expected to need. ACOs could be real (incorporated) or virtual (contractually 
networked) organizations—potentially including, for example, a large physician 
organization that would contract with one or more hospitals and ancillary providers. 
Providers may decide to use established relationships to create an ACO, or they may 
enter into new relationships that they view as beneficial to their patients.  
 
The Special Commission anticipates that a broad array of ACO models might emerge, 
and it encourages the development of a large number of ACOs. ACOs might have various 
central organizational forms—for example, physician-hospital organizations, 
consolidated medical groups, independent practice associations, or integrated delivery 
systems. In addition, they might form different legal relationships among the parties 
associated with the central organization—for example by contract or various forms of 
ownership. Finally, they might differ in the extent of exclusivity among different 
components of the organization. Differences in these aspects of organizations can 
correspond to differences in organizational culture and mission, differences in how 
financial risks and benefits are shared among different components of the organizations, 
and varying degrees of clinical integration. 

• Patient-centered care and a strong focus on primary care. The Special Commission 
intends for global payment to accelerate movement toward a system of more patient-
centered care in Massachusetts. Accordingly, patients will play a pivotal role, selecting a 
primary care provider of their choice to ensure care coordination. The patient’s selection 
of a primary care provider will direct insurer payments to the ACO with which the 
patient’s primary care physician is affiliated. Thus, identification of a primary care 
provider by all patients is critical. It may be necessary to modify some insurance product 
benefit designs to be consistent with this policy. The Special Commission recommends 
that all health plan products require the selection of a primary care physician. ACOs 
receiving global payments will then disburse those payments among participating 
providers, using methodologies—potentially including episode-based payment and 
medical home models—of their choice. 

• Patient choice. While payments to ACOs will follow the enrollee’s choice of a primary 
care physician, patients will not be restricted (unless as a condition of their insurance 
contract) to providers in their primary care physician’s ACO. Carriers might continue to 
pay providers that patients might select from another ACO on a fee-for-service basis. 

• Use of P4P incentives to ensure appropriate access to care, and to encourage quality 
improvement, evidence-based care, and coordination of care among providers and across 
sites of care. P4P will be based on consistent performance measures and measurement 
across all payers. The Special Commission anticipates that core P4P metrics will be 
uniform across all payers, and that they will reflect available research evidence about the 
relative effectiveness of alternative treatments (where such evidence exists) as well as the 
quality of care as experienced by the patient. 
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• Participation by both private and public payers to ensure alignment of financial 
incentives for providers treating patients covered by different payers. With respect to 
Medicare, this will entail obtaining an all-payer waiver of federal payment rules.21  

• Sharing of financial risk between ACOs and payers. Payers—including private 
insurers and self-insured employers—will retain their current role as holders of insurance 
risk for health insurance contracts and employee health plans, respectively. To ensure that 
ACOs are not subject to insurance risk, global payments will be risk adjusted (as 
described below). To further protect ACOs from insurance risk, carriers might develop 
stop loss arrangements (which limit potential losses) or risk corridors (which limit the 
risk of financial loss as well as gain) with ACOs. However, ACOs will be held 
responsible appropriately for performance risk—including cost performance and meeting 
access and quality standards. 

• Strong and consistent risk adjustment. Global payments will include adjustments for 
providers’ clinical and socioeconomic case mix, and, as appropriate, geography, so that 
no ACO will be financially harmed by accepting high-risk patients with complex or 
chronic health care needs. Clinical case mix adjusters will reflect both patients’ health 
conditions but also differences in consumer incentives associated with benefit design. 
Socioeconomic adjustments will recognize other patient characteristics such as income 
status, to the extent they have been demonstrated to influence health. Appropriate 
socioeconomic risk adjustment will be made a priority for further research and 
development.     

• Cost and quality transparency. ACOs will report performance against common metrics 
measuring health care quality and access to appropriate care. These measures will be 
made widely available to consumers, providers, and payers to support consumer choice, 
establish provider and insurer accountability, and encourage ongoing system 
improvement. Performance should be measured using reliable and tested metrics. 

• Widespread adoption of medical home models of care. In large part, the characteristics 
that will define an ACO—an emphasis on cost-effective primary care, clinical 
integration, and attention to quality as measured against common performance metrics— 
require medical home capacity. The Special Commission recommends that steps be taken 
to ensure that the primary care practices in each ACO undergo the necessary practice 
redesign to become effective patient-centered medical homes and that they are 

                                                 
21 Federal law permits the Secretary of Health and Human Services to waive certain provisions of the Social 
Security Act to demonstrate new approaches to provider reimbursement. Such demonstrations may include: testing 
alternative payment methodologies; demonstrating new delivery systems; and coverage of additional services to 
improve the overall efficiency of Medicare. However, unlike Medicaid waivers, participation in a Medicare waiver 
is voluntary unless authorized by specific federal legislation. Moreover, implementation of global payment for 
Medicare beneficiaries is likely to require waivers of both Part A and Part B relating to conditions of and limitations 
on payment of services (Section 1814); payment to providers of services (Section 1815); payment of benefits 
(Section 1833); special payment rules for particular items and services (Section 1834); procedure for payment of 
claims of providers of services (Section 1835); and provisions relating to the administration of part A (Section 1816) 
and part B (Section 1842). Section 222 waivers only allow for payment methodology changes. If the state’s ultimate 
design requires waivers of other provisions of the Medicare law, the state may need Congressional action to allow 
for a waiver of such provisions (Bailit and Waldman 2009). 



compensated in a manner that supports their operation. Such actions will provide ACOs 
with critical capacity for serving their patients. However, it should be noted that while the 
Special Commission endorses widespread adoption of medical homes, it does not think 
medical homes alone can achieve its vision for a high-value health care system. 

 

Recommendations for a Transition Strategy 
The Special Commission anticipates that movement to global payment will promote significant 
changes in health care delivery and utilization in Massachusetts. The current organization of 
providers in Massachusetts includes sometimes complex and overlapping relationships among 
health plans, providers, and patients/enrollees. During a transition to global payments, some of 
these relationships may change—perhaps especially between payers and providers that currently 
accept primarily or exclusively fee-for-service payment.  
 
Since some Massachusetts providers will face challenges moving away from fee-for-service, a 
careful transition must occur to ease system changes under the new arrangements and offer 
adequate infrastructure support for providers. The Special Commission recommends a careful 
and structured transition strategy, supporting both providers and consumers in the new payment 
model.  
 
While some organizations (those with more experience and who already have the features of an 
ACO) may begin to voluntarily accept global payment in the near-term, others would shift more 
gradually as they build relationships and structure themselves as ACOs, develop necessary 
operational capabilities, and become accustomed to holding performance risk, including 
performance-based payments. Provider organizations needing more time to transition would 
initially shift from fee-for-service to shared savings models—in which they would begin to 
participate in limited risk-sharing arrangements with uniform performance incentives—and then 
ultimately to full global payment.  
 
The Special Commission recognizes that full global payment does not mean accepting full 
financial risk (that is, both performance and insurance risk). All ACOs will not be capable of 
assuming the same level of risk, and the Special Commission anticipates that carriers will share 
risk differently with ACOs in different circumstances. However, while carriers will retain 
insurance risk, providers will become accountable for clinical and cost performance. 
 
Shared Savings 
The Special Commission recognizes that not all ACOs will be prepared to immediately accept 
the “downside” risk of financial losses under global payment. These ACOs—likely including 
providers who have not heretofore worked in a closely coordinated fashion—could receive 
payment in a shared savings model as an interim step in their transition to global payments.  
 
Under the shared savings model, payers will negotiate spending targets with ACOs (consistent 
with the milestone targets discussed in the next section), reflecting predicted costs for their 
patients. Payers may continue to pay these organizations on a fee-for-service basis, or they may 
use alternative payment methods that bundle payment for some services (such as primary care 
for some chronic conditions). At the end of the year, the organization’s actual and target 
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spending will be compared. Organizations that meet uniform, system-wide quality standards and 
hold costs below the spending targets will receive bonus payments that reflect a portion of the 
savings they achieve. The Special Commission anticipates that payers, employers, and 
consumers will share in the savings generated through lower premium payments. 
 
The Special Commission recommends that the transition include financial incentives for provider 
organizations to move toward global payment. Such incentives might include allowing providers 
to keep a larger portion of savings they achieve under global payments for providing high-quality 
care (as they also gradually assume some down-side financial risk for performance with the 
movement towards global payment).  
 
Technical Assistance and Consumer Education 
The Special Commission recognizes that a number of current provider organizations might 
already meet the criteria for an ACO. However, it is likely that most providers will require 
technical assistance to transition successfully to global payment. The Special Commission 
anticipates that such technical assistance would include: 

(1) Training in best practices in key competencies such as governance and contracting, 
patient-centered care management, health information technology, data analysis, and 
medical home primary care practice redesign; and  
 
(2) Ongoing, timely access to and analysis of claims data for their covered populations, to 
obtain information about member health, care management, expected cost outcomes, and 
performance against common quality metrics. 

 
Patients and employers also will require education regarding the new payment system and its 
implications for them. Patient-directed enrollment in an ACO and patient-centered care place 
patients and their families at the center of care planning and delivery; they will require more (and 
more useable) information and education to maximize the potential for coordinated care delivery 
to improve their health status and outcomes.  
 
There are an array of organizations in Massachusetts that may be positioned to play a role in 
providing the needed technical assistance for providers and in supporting the envisioned 
education for patients and employers. These organizations include trade associations, not-for-
profit quality improvement organizations, information technology support collaboratives and 
others. 
 
Employers will also continue to play a critical role as health plan sponsors. While global 
payment as envisioned by the Special Commission will not require employers to modify their 
health plan designs, employers should be engaged to maximize the benefit of payment reform by 
aligning the consumer incentives that are implicit in their benefit designs—for example, reducing 
cost sharing for use of appropriate primary and preventive care, and for care that is known to be 
effective, or by encouraging patient use of coordinated care within the ACO. To encourage use 
of care within the ACO, payers might adjust coinsurance levels for out-of-network care. 
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Transition Oversight 
The Special Commission recommends that the Commonwealth assign the responsibility for 
guiding implementation of the new payment system to an entity with the expertise needed to 
perform this critical function.   
 
The entity charged with steering implementation of the new payment system could be a new, 
independent Board consisting of members that are subject-matter experts. Areas of expertise may 
include (but may not be limited to) physician practice finance, hospital finance, provider 
organization and insurer operations, health care payment, clinical care, and consumer issues. 
This new, independent Board would be supported and staffed by existing state entities or 
agencies. Alternatively, responsibility for steering implementation of the new payment system 
could be assigned to an Executive Branch agency that would be advised by an independent 
Advisory Board with expertise in the previously mentioned areas.   
 
In either case, the entity charged with guiding implementation of a new payment system would 
make decisions in an open and transparent manner and seek input from a broad array of 
stakeholders, including providers, health plans, government, employers, organized labor and 
consumers. The Special Commission also recommends that a permanent source of dedicated, 
adequate, additional funding be identified to support performance of its responsibilities.      
 
Among its responsibilities, this entity will establish the methodology for global payments; 
establish the parameters that define an ACO; analyze health system data to support providers, 
patients, and employers; recommend the necessary infrastructure support for providers; and 
establish transition milestones and monitor progress. It will also have the authority to identify 
and implement mid-course adjustments as may be needed.  
 
The key responsibilities of this entity—developing global payments, defining what constitutes an 
ACO, monitoring and analysis, ensuring infrastructure support, and establishing transition 
milestones—are discussed below. 
 
Development of Global Payments 
The oversight entity will develop parameters for a standard global payment methodology. Global 
payment rates will include adjustments for clinical risk, socio-economic status, geography (if 
appropriate), core access and quality incentive measures, and other factors. The Special 
Commission recommends that the market will determine global payment amounts consistent 
with the methodology established by the oversight entity. In certain unique circumstances, payers 
may need to continue fee-for-service payments to providers. Such circumstances might include 
specific health services that the oversight entity might exempt from the comprehensive care 
expected of an ACO, as well as care delivered to non-Massachusetts residents. 
 
Defining Accountable Care Organizations 
The Special Commission anticipates that ACOs will be responsible for all or most of the care 
that patients require—including primary and specialty care, hospital care, therapy services, home 
care, and prescription drugs. In addition, an ACO must be of sufficient size to accurately 
measure performance against uniform quality metrics.  
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The oversight entity will be responsible for determining the specific criteria that qualify provider 
organizations as ACOs. These criteria may include the scope of services that ACOs must provide 
and the minimum size of an ACO consistent with managing its performance risk. 
 
Establishing Financial Risk Parameters for ACOs  
Under global payments, payers will continue to hold insurance risk, but ACOs will assume some 
downside risk for both clinical and financial performance. The Special Commission recognizes 
that ACOs in different circumstances will have different capacities to bear financial risk.   
 
The oversight entity will establish parameters for the assumption of financial risk by ACOs. 
These parameters will include risk floors consistent with effective financial incentives for cost 
management and risk ceilings consistent with financial stability. In establishing risk parameters, 
the oversight entity will consider the various circumstances that might affect an ACO’s ability to 
assume financial risk—either insurance risk or performance risk. Such circumstances may 
include the size of the ACO and its experience with managing financial risk.  
 
The oversight entity will have the authority to establish requirements to accommodate ACOs that 
are capable of taking on only limited financial risk. For example, the oversight entity might 
require such ACOs to purchase global stop loss insurance, which would limit their overall 
financial risk; or it might require adjustment of carriers’ global payments to such ACOs to reflect 
specific stop loss limits, so that each carrier would retain greater risk for enrollees who choose a 
primary care provider in a limited-risk ACO. 
 
Monitoring and Analysis 
In the first year, the oversight entity will collect and analyze data to inform policy-making and 
the establishment of payment system transition milestones as well as to establish a benchmark 
upon which to measure the success of global payments on an ongoing basis. This analysis will 
measure the percentage of payments made under global payment arrangements; medical and 
administrative cost trends; payment rate variation among providers and health plans; the 
financial performance of ACOs, health plans, and sub-providers; and metrics on access to care, 
especially for underserved populations. In addition, the oversight entity will adopt core common 
performance measures—including measures of clinical quality (including both process and 
outcome measures), patient satisfaction, and access to care—and monitor trends in performance. 
The oversight entity will consider established measures of access and quality against which to 
measure progress.  
 
The oversight entity will conduct evaluations to assess the impacts of the transition to global 
payment, included assessments on changes in the workforce, the trends in primary care physician 
capacity, and changes in health care provider practice operations, including progress toward 
shared responsibility for the needed infrastructure, legal, and technical support for providers. The 
oversight entity will have the authority to identify and implement mid-course adjustments as may 
be needed.   
 
Infrastructure Support 
Providers will need significant support in building the infrastructure needed to integrate care 
successfully, meet performance metrics/targets, and manage financial risk for performance. The 
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Special Commission sees a need for shared responsibility among state government, providers, 
insurers and others entities and individuals with capacity and expertise in providing 
infrastructure support for providers in organizations that might qualify as ACOs. The oversight 
entity will be responsible for identifying provider infrastructure needs and recommending 
policies to address those needs. Examples of shared responsibility for infrastructure support for 
providers currently exist in at least one other state (Pennsylvania).22 
 
Establishing Milestones 
The oversight entity will establish milestones in three areas reflecting the goals and 
implementation of payment reform: the pace of the thoughtful transition to global payment, 
improved payment equity, and slowing cost growth. It will have the authority to intervene when 
milestones are not met or when unintended consequences occur. The oversight entity’s authority 
will extend to both non-financial interventions (including but not limited to technical assistance) 
and financial interventions (including, but not limited to fines and establishing payment rate 
parameters). 
 
In determining progress toward each milestone, the oversight entity will consider whether 
providers have sufficient infrastructure support, identify barriers to implementation of 
infrastructure support, and suggest policy to remedy unmet needs. Specifically: 

• Transition to global payment. The oversight entity will set annual milestones for the 
market to advance to global payments, and monitor progress. Such milestones might 
include (1) the percent of providers organized in an ACO; (2) the percent of payments 
made under a shared savings or global payment methodology; and (3) the percent of 
payments made under a global payment methodology. If the milestones are not achieved, 
the oversight entity may intervene by establishing payment rate parameters (for example, 
constraining fee-for-service rates). 

• Improved payment equity. The oversight entity will set milestones for achievement of 
greater value-based payment equity and monitor market progress to these targets. Metrics 
for payment equity might include variation in levels of risk-adjusted global payments to 
ACOs across payers, variations in levels of payments to different providers within ACOs, 
and payments for lines of service such as primary care and behavioral health relative to 
other services. If targets are not met, the oversight entity will have the authority to 

                                                 
22 Since May 2008, the state of Pennsylvania has provided support to primary care practices that are transitioning to 
Chronic Care Model-style medical homes. Insurer and state resources have been combined to provide primary care 
practices with technical assistance in the form of ongoing regional learning collaborative meetings involving 
participating practices and both in-state and national expert faculty, practice coaching, facilitation of monthly 
practice team calls, and maintenance of a learning collaborative listserv. In addition, practices lacking an electronic 
patient registry (which tracks their patient care against evidence-based protocols and other measures) are provided 
with one. Finally, practices receive supplemental payments to cover the costs of attending the learning collaborative 
sessions, incorporating care managers into their practices, and providing traditionally non-reimbursable primary care 
services. Through the Pennsylvania Chapter of the American Academy of Family Practice, carriers pay an 
intermediary for practice coaching and they pay the cost of implementing patient registries. Pennsylvania is making 
plans for additional support in the form of providing hospital and insurer data to practices to help them identify gaps 
in care, opportunities for managing transitions in care, and high-risk patients in need of care management support. 
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intervene (for example, by establishing payment rate standards that might constrain how 
providers bill the ACO). 

• Slowing cost growth. The oversight entity will analyze baseline per capita cost trends to 
set target market growth levels and monitor market progress to these targets. Again, the 
oversight entity will have authority to intervene if targets are not met—for example, by 
establishing payment rate parameters modifying the trend factor used in the global 
payment methodology and restricting growth in allowed fee-for-service rates. 

 

Complementary Strategies and Issues Requiring Further 
Consideration 
In meetings with stakeholders, a number of strategies were suggested as important complements 
to payment reform. The Special Commission recognizes the importance of these strategies in 
achieving the goals of improved quality and value in Massachusetts’ health care system. While 
these issues were not fully explored during the Special Commission’s discussions, it 
recommends that each be given further consideration as the Commonwealth moves forward with 
payment reform: 

• Health plan design and coverage policy. While payment reform would not necessarily 
require the redesign of health plan products, many stakeholders noted the importance of 
aligning patient and provider incentives under global payment. In addition, emerging 
evidence about the effectiveness of care for specific medical conditions suggests that a 
significant amount of care that is currently provided is ineffective and in fact may 
unnecessarily endanger patient health. Employers must also be engaged to support the 
alignment of insurance benefit design and payment reform goals. The Special 
Commission recommends that a multi-stakeholder process be convened to review 
comparative effectiveness evidence, examine health plan design, and develop consensus 
coverage policies based on its findings to promote the use of high-value, efficient care.23  

• Consumer engagement. Many stakeholders emphasized the importance of engaging 
patients both in maintaining good health and in managing their own care, especially with 
respect to chronic conditions. The Special Commission recommends that existing 
community, employer, health plan and state efforts be coordinated and expanded to 
activate patients, promoting healthier lifestyles and improved self-management of chronic 
illness. 

• Review of existing statutory framework. The Commonwealth’s existing statutory 
framework for health care was developed in response to a health care system operating 
with fee-for-service as the predominant payment model. Thus, the Special Commission 
recommends a close review of statutory provisions (including state antitrust rules and 
insurance law) that could impact the realization of its recommendations, and to the extent 

                                                 
23 For example, such a process might result in standardizing some benefit design incentives—such as eliminating 
cost sharing for preventive care, chronic care management visits and medications and adding incentives to 
encourage the use of care that comparative effectiveness research has shown to be effective.   



there are barriers to achieving its vision, appropriate legislative action to address these 
issues. 

• Administrative simplification. Many stakeholders expressed concern about current 
administrative burdens resulting from complying with divergent performance measures 
and payment structures. The Special Commission recognizes that important private and 
government efforts toward administrative simplification in Massachusetts are currently 
underway. The Special Commission recommends that these efforts should continue to 
fruition, and views monitoring and ongoing efforts to reduce administrative costs as 
critical activities under payment reform. 

• Medical malpractice reform. Some stakeholders believe that “defensive medicine” is an 
important factor in the current level of health care costs. The Special Commission 
recognizes these views about medical malpractice reforms and recommends concerted 
efforts to resolve remaining issues and develop policy recommendations. 

• Primary care workforce development. As recommended by the Special Commission, 
payment reform will further increase the demand for primary care and medical homes in 
Massachusetts. Therefore, the Special Commission recommends that the Commonwealth 
develop implementable strategies for attracting and retaining primary care physicians to 
meet this increased demand and ensure adequate access to primary care and medical 
homes. 

• End-of-life care. In Massachusetts, the End of Life Commission makes information 
about end-of-life resources available online and in-print in communities throughout the 
Commonwealth, and works actively with a number of initiatives and organizations such 
as the Massachusetts Comprehensive Cancer Plan, the Massachusetts Pain Initiative, the 
Massachusetts Compassionate Care Coalition, the Veterans Administrations, and the 
Massachusetts Hospital Association. The Special Commission recommends that such 
efforts to address end-of-life care and decision-making be continued. In addition, 
graduate medical curricula should include geriatrics, pain management and end-of-life 
care. 

• Payment for provider teaching and standby capacity. In its guiding principles, the 
Special Commission recognized that the costs associated with graduate medical education 
and necessary standby capacity should be paid for. Funding for these costs should be 
transparent and there should be accountability for how such payments are spent. The 
Special Commission recommends that these areas receive further attention. 

 

Strength of the Special Commission’s Recommended Approach 
The Special Commission is aware of the concerns that have been raised regarding unintended 
negative effects of global payment on provider behavior and as a result, patient experience. 
Reflecting experience under the various capitation models that emerged in the 1990s, these 
allegations include impeded patient access to necessary and appropriate care, lack of incentives 
to improve care quality, and inequitable provider payments (Robinson 2001; Pauly and 
Nicholson 1999; Miller and Luft 1997).  
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Under prior models of capitation, problems of access to care sometimes resulted from incentives 
for providers to “stint” on necessary care and to avoid accepting high-cost patients.24 Moreover, 
limited attention to measuring the quality of care, combined with the strong cost containment 
incentives of capitation had the tendency to dominate any independent effort to improve 
quality.25 Arguably, at that time, provider incentives to reduce the amount of care provided and 
invest little in quality were magnified as insurance markets became more concentrated, placing 
providers at a disadvantage in negotiating capitation rates.  
 
The Special Commission notes that these problems, while occurring in the past, were not 
universal. In fact, some prior models of capitation evolved and are widely viewed as having 
succeeded over time in managed care programs.  
 
While there remains some debate over the experience with prior capitation models, the 
Commission does envision a system of global payments that significantly improves on capitation 
models of the past based on additional experience and progress over the past two decades: 
 
Careful Transition and Provider Supports 
The transition to global payments will occur over a five-year period. Over this period, the 
Special Commission envisions that insurers, provider organizations and the Commonwealth will 
join together to offer providers the significant support many will need to build infrastructure—
helping them to integrate care successfully, measure their performance against standard metrics, 
and manage financial risk for performance. The Special Commission envisions an active role for 
the oversight entity: it will establish milestones that recognize progress toward global payment 
that include development of infrastructure, identify unmet infrastructure needs, and recommend 
policy to address those needs. This is a more deliberative, transparent process than occurred 
under prior capitation models, with greater attention dedicated to helping providers succeed 
under global payment. 
 

                                                 
24 Many studies have shown that payment approaches involving risk-sharing with providers are associated with 
lower service use and cost, compared with fee-for-service arrangements. Such studies extend back to the RAND 
Health Insurance Experiment in the 1970s, continuing through the 1990s to the current decade. Most focus on the 
types of capitation arrangements common during the growth of managed care. The types of services studied varies, 
as do the data and methods used—controlling differently for patient characteristics and various features of the health 
care system that may affect use and cost of services. Not surprisingly, the estimated size of effects varies widely and 
their findings on how provider risk-sharing affects outcomes such as access to care, quality of care, and patient or 
provider satisfaction are mixed (Ross-Davies et al. 1986; Udvarhelyi et al. 1991; Kao et al. 1998; Flocke et al. 1998; 
Rubin et al. 1993). For example, some studies show increased delivery of primary care or preventive services when 
providers receive capitation; others show reduced access to care or reduced patient trust in their physicians. Like the 
research literature on use and cost effects, these studies are relatively old and vary widely in their methods as well as 
the populations and practice settings that are studied. 
25 Health services researchers have found little difference in the health care provided under risk-sharing 
arrangements and fee for service, even when patients may be vulnerable. When differences are detected, at least one 
study (conducted at the University of Massachusetts Medical Center) found improvements in care (HCFO 2002). 
Another study of Colorado Medicaid enrollees with severe mental illness found that receipt of care under a 
capitation arrangement had no effect on their outcomes, measured over a two-year period (Cuffel et al. 2002). 



 
Recommendations of the Special Commission on the Health Care Payment System - 64 

Robust Monitoring and Oversight 
The Special Commission recommends putting in place monitoring systems to understand any 
barriers to the provision of care that have the potential to occur under the reformed payment 
system. Such monitoring may be most important for potentially vulnerable residents who live in 
areas that currently have few primary care providers or specialists relative to the population size.  
 
As included in the Special Commission recommendations, the oversight entity is charged with 
extensive and ongoing monitoring responsibilities. The Special Commission anticipates that the 
oversight entity will monitor access, quality, and cost both at a population level and at the level 
of individual patients with specific conditions or characteristics. For this purpose, it may be 
necessary to conduct periodic consumer surveys to estimate the number and characteristics of 
people who may have impeded access to primary care providers or health care services. Also, the 
Commonwealth might require ACOs to submit data on standard measures of clinical quality of 
care, paralleling current Medicare program requirements for hospitals and Medicare Advantage 
plans. In turn, such information—made available to policymakers, providers, insurers, 
employers, and consumers—will support both mid-course corrections as may be needed and 
ongoing system improvements.26  
 
Because prior capitation models did not systematically provide for such monitoring, evidence 
about unintended effects was slow to develop, relied on inconsistent measures and methods, and 
was largely unhelpful in developing public policy to correct problems even when documented. 
The Special Commission concludes that the ability to monitor and make mid-course corrections 
is essential to the success of global payments and that this would be a key area of improvement 
over prior experience with capitation. 
 
Financial Incentives for Access and Quality 
To ensure access to care and continuously improve quality, global payments must reward 
providers systematically for excellent performance—including, but not limited to, success in 
building and maintaining patient-centered medical homes. The ability to measure performance 
against comprehensive metrics of access, quality, and patient satisfaction is an essential feature 
of an ACO as envisioned by the Special Commission.  
 
The Special Commission anticipates that global payments will be both appropriately risk-
adjusted (as described below) and will reward high performers as well as improvements in 
performance, as measured against common core metrics for all payers. This will provide a 
safeguard against “stinting” on needed care for patients. Early capitation arrangements did not 
systematically measure performance, use common metrics across all payers, or necessarily link 
payment to improvements in performance. 

                                                 
26 Such efforts might build on existing systems of performance measurement, such as the Healthcare Effectiveness 
Data and Information Set (HEDIS), the Massachusetts Health Quality Partners’ patient surveys (which focus on 
clinician performance), the Consumer Assessment of Healthcare Providers and Systems (CAHPS) surveys (which 
measure patients' experiences with ambulatory and facility-level care), Hospital Quality Alliance measures, and the 
Agency for Healthcare Research and Quality (AHRQ) Quality Indicators. 
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Improved Risk Adjustment Models 
Risk adjustment deters “cherry picking” and helps to ensure fair payments to providers who care 
for patients with greater health care needs. The Special Commission anticipates initial adoption 
of tested risk adjustment methods—such as that which Medicare currently uses.27 Ultimately, 
however, the transition to global payment in Massachusetts will offer an important opportunity 
and reason to expedite continued development and testing of better risk adjustment methods, to 
maximize fairness as well as provider incentives to improve and maintain patient health. This 
improves on previous private-sector capitation models which did not risk-adjust adequately or at 
all. 
 
Health Information Technology Infrastructure and Support 
Massachusetts has a number of important initiatives underway to disseminate health information 
technology (HIT) and infrastructure throughout the state. As part of Massachusetts’ Chapter 305 
cost containment legislation, state funds were allocated to accelerate implementation of 
Computerized Physician Order Entry (CPOE) at all community hospitals by 2010—an effort 
intended to reduce patient medication errors. Various private efforts, funded by nonprofit 
initiatives and foundations, are also underway—including efforts to introduce electronic medical 
records and exchange secure clinical information electronically.28, 29 
 
The Special Commission envisions full use of these technologies and increased support for 
infrastructure and training to support ACO operations and help providers build the statewide, 
interoperable HIT network that a high-value system will require. 
 
 

                                                 
27 CMS uses the DCG/HCC model for Medicare risk adjustment, chosen largely on the basis of transparency, ease of 
modification, and good clinical coherence (Pope et al. 2004). The DCG/HCC model was developed with CMS 
funding by researchers at RTI International and Boston University, with clinical input from physicians at Harvard 
Medical School.  
28 For example, the Massachusetts eHealth Collaborative recently implemented electronic health records in a diverse 
set of competitively selected communities, encompassing nearly 500 physicians serving over 500,000 patients 
(Goroll et al. 2009). 
29MA-SHARE Push extends the efforts of the Massachusetts Health Data Consortium to develop secure and 
sustainable clinical data exchange. Push experiments with a new method for electronically transferring clinical 
documents related to patient care among organizations and individuals in the Massachusetts healthcare community. 
The initiative was developed and is funded by Beth Israel Deaconess Medical Center, Children's Hospital Boston, 
Northeast Health Systems, and Lahey Clinic to test the feasibility of reusing the NEHEN/MA SHARE technology 
infrastructure to simplify electronic exchange of clinical documents, improve the reliability of document delivery, 
and reduce associated costs. See: http://mycourses.med.harvard.edu/ec_res/nt/BEAA981F-0FFF-431A-9F77-
2A51A42BA084/MA-SHARE_ Push_Pilot_Overview_2008-02-13.pdf, accessed June 2, 2009. 
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Chapter 305 of the Acts of 2008: An Act to Promote Cost 
Containment, Transparency and Efficiency in the Delivery of Quality 
Health Care 

 
SECTION 44: 

 
(a) Notwithstanding any general or special law to the contrary, there shall be a special 
commission on the health care payment system that shall investigate reforming and restructuring 
the system to provide incentives for efficient and effective patient-centered care and to reduce 
variations in the quality and cost of care. 

 
(b)  The commission shall consist of the secretary of administration and finance and the 
commissioner of health care finance and policy, who shall serve as co-chairs, the executive 
director of the group insurance commission, 1 person to be appointed by the senate president, 1 
person to be appointed by the speaker of the house, and 5 members to be appointed by the 
Governor, 1 of whom shall be a representative of the Massachusetts Association of Health Plans, 
Inc., 1 of whom shall be a representative of Blue Cross and Blue Shield of Massachusetts, Inc., 1 
of whom shall be a representative of the Massachusetts Hospital Association, Inc., 1 of whom 
shall be a representative of the Massachusetts Medical Society, and 1 of whom shall be a health 
economist or expert in the area of payment methodology. 

 
The commission shall adopt rules and establish procedures it considers necessary for the conduct 
of its business.  The commission may expend funds as may be appropriated or made available for 
its purposes.  No action of the commission shall be considered official unless approved by a 
majority vote of the commission. 

 
(c)  The commission (i) shall examine payment methodologies and purchasing strategies, 
including, but not limited to, alternatives to fee-for-service models such as blended capitation 
rates, episodes-of-care payments, medical home models, and global budgets; pay-for- 
performance programs; tiering of providers; and evidence-based purchasing strategies, (ii) 
recommend a common transparent payment methodology that promotes coordination of care and 
chronic disease management; rewards primary care physicians for improving health outcomes; 
reduces waste and duplication in clinical care; decreases unnecessary hospitalizations and use of 
ancillary services; and provides appropriate reimbursement for investment in health information 
technology that reduces medical errors and enables coordination of care, and (iii) recommend a 
plan for the implementation of the common payment methodology across all public and private 
payers in the commonwealth, including a plan under which the commonwealth shall seek a 
waiver from federal Medicare rules to facilitate the implementation of the common payment 
system. 

 
(d)  In making its investigation, the commission shall consult with the health care quality and 
cost council, the division of health care finance and policy, health care economists, and others 
individuals or organizations with expertise in state and federal health care payment 
methodologies and reforms. The commission shall use data and recommendations gathered in the 
course of these consultations as a basis for its findings and recommendations. 
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(e)  The commission shall file a report of its findings and recommendations, including any 
proposed legislation needed to implement the recommendations. 

 
(f)  The attorney general shall, in consultation with the commissioner of health care finance and 
policy, adopt rules, regulations or guidelines necessary and appropriate to provide active state 
supervision for the administration of this section.  The commissioner of health care finance and 
policy may terminate any action taken pursuant to this section that does not support the purposes 
of this section or the terms of the regulations promulgated pursuant to this section that provide 
oversight for the commission. 

 
Before a final vote on any recommendations, the commission shall consult with a reasonable 
variety of parties likely to be affected by its recommendations, including, but not limited to, the 
office of Medicaid, the division of health care finance and policy, the commonwealth health 
insurance connector, the Massachusetts Council of Community Hospitals, Inc., the 
Massachusetts League of Community Health Centers, Inc., 1 or more academic medical centers, 
1 or more hospitals with a high proportion of public payors, 1 or more Taft-Hartley plans, 1 or 
more self-insured plans with membership of more than 500, the Massachusetts Municipal 
Association, Inc. and organizations representing health care consumers. 

 
The commission shall hold its first meeting no later than September 15, 2008 and shall file the 
report of its findings and recommendations together with legislation, if any, with the clerks of the 
senate and the house of representatives and with the governor no later than April 1, 2009. 

 
Any person or entity acting under the authority of any rule, regulation or guideline adopted 
pursuant to this section shall be engaged in action under state policy and shall be immune from 
antitrust liability to the same degree and extent as the Commonwealth. 
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Special Commission on the Health Care Payment System 
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Date: Friday, January 16, 2009 
Time: 1:00 – 3:00 p.m. 
Place: One Ashburton Place, Basement Level, Boston, MA 02108 

 
 
 

I.   Introduction of Commission members 
 

II.   Commission’s role and responsibilities 
a. Overview of statute (Section 44 of Chapter 305 of the Acts of 2008) 
b. Process and expectations 
c.   Anti-trust considerations 

III.   Payment reform principles 

IV.   Possible payment models 

V.   Proposed work plan 
a.   Guest speakers 
b.   Working committee role and membership 
c.   Stakeholder engagement 

 
VI.   Next steps 

a. Schedule of upcoming meetings 
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Date: Friday, February 13, 2009 
Time: 11:00 a.m. – 2:00 p.m. 
Place:  John Daley Conference Room 2 Boylston Street, 5th  Floor, Boston, MA 02116 

 
 
 

I.   Stakeholder Engagement Update - Michael Bailit 
 

II.   Revised Payment Reform Principles - Michael Bailit 
 

III.   Overview of Payment Models - Deborah Chollet, Mathematica 
 

IV.   Medical Home 
a.   Overview - Michael Bailit 
b.   Case Study - Chris Koller, RI Health Insurance Commissioner 
c.   Discussion 

 
V.   Pay-For-Performance 

a.   Overview - Suzanne Felt-Lisk, Mathematica 
b.   Discussion 

 
VI.   Intersection of Payment Model and Benefit Design - Deborah 

a.   Discussion of Tiered Networks 
 

VII.   Agenda and Speakers for Upcoming Meetings 
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Date: Tuesday, February 24, 2009 
Time: 2:00 – 5:00 p.m. 
Place: One Ashburton Place, 21st  Floor, Boston, MA 02108 

 
 
 

I.   Welcome and Overview – Sarah Iselin 
 

II.   Stakeholder Feedback – Michael Bailit 
 

III.   Overview of Episode-Based Payment – Harold Miller 
a.   Questions and Discussion 

 
IV.   Case Study of Episode-Based Payment – Glenn Hackbarth 

a.   Questions and Discussion 
 

V.   Overview of Evidence-Based Purchasing – Michael Bailit 
a.   Questions and Discussion 
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Date: Friday, March 13, 2009 
Time: 11:00 a.m. – 2:00 p.m. 
Place: One Ashburton Place, 21st  Floor, Boston, MA 02108 

 
 
 

I.   Welcome and Overview – Leslie Kirwan and Sarah Iselin 
 

II.   Revised Principles – Michael Bailit 
 

III.   Overview of Global Payment 
a.   Presentation – Deborah 
b.   Questions and Discussion 

 
IV.   Case Study of Global Payment – BCBS of Massachusetts 

a.   Presentation – Patrick Gilligan and Dana Safran 
b.   Questions and Discussion 

 
V.   Case Study of Global Payment – Patient Choice 

a.   Presentation – Ann Robinow 
b.   Questions and Discussion 

 
VI.   Overview of Global Budgets 

a.   Presentation – Deborah Chollet 
b.   Questions and Discussion 

 
VII.   Next Steps – Sarah Iselin 
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Agenda 

 
 
 
Date: Friday, April 3, 2009 
Time: 12:00 – 5:00 p.m. 
Place: One Ashburton Place, 21st  Floor, Boston, MA 02108 

 
 
 

I.   Welcome and Overview 
 

II.   Revised Principles 
 

III.   Massachusetts Health System: Data Reference 
 

IV.   Strengths and Weaknesses of Reviewed Payment Models 
 

V.   Stakeholder Recommendations 
 

VI.   Five Critical Questions 
 

VII.   Discussion of Recommendations 
 

VIII.   Next Steps 
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Date: Friday, April 10, 2009 
Time: 11:00 a.m. – 2:00p.m. 
Place: One Ashburton Place, 21st  Floor, Boston, MA 02108 

 
 
 

I.   Welcome and Overview 
 

II. Review of Prior Special Commission Meeting 
 

III.   Key Questions 
 

IV.   Options for Working with Medicare 
 

V.   Next Steps 
a.   Complementary Strategies 
b.   Final Report Process and Timing 
c.   Upcoming Meetings 
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Time: 11:00 a.m. - 2:00p.m. 
Place: One Ashburton Place, 21st  Floor, Boston, MA 02108 

 
 
 

I.   Welcome and Overview 
 

II.   Stakeholder Input 
 

III.   Framework Discussion 
 

IV.   Next Steps 



 

Copies of this report are available from the Division of Health Care Finance and Policy, Office 
of Business Communications. 

 
 
The report is available online at http://www.mass.gov/dhcfp/paymentcommission. 

 
 
 
 

Division of Health Care Finance and Policy 
Two Boylston Street 
Boston, MA 02116-4737 
Phone: (617) 988-3100 
Fax: (617) 727-7662 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Publication Number: 09-197-HCF-01 
Authorized by Ellen Bickelman, State Purchasing Agent 

 
Printed on recycled paper. 

 
 
 
 
 
 

Recommendations of the Special Commission on the Health Care Payment System – Appendix B 



 
 
 
 
 

Recommendations of the Special Commission 
on the Health Care Payment System 
July 16, 2009 

 
 

Appendix C: 
 
 

Memos on Basic Payment Models and Complementary 
Payment-Related Strategies 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Recommendations of the Special Commission on the Health Care Payment System – Appendix C 



 
 
 
 
 
 
 
 

A P P E N D I X C . 1  
 

E P I S O D E - B A S E D P A Y M E N T  



 
The employee owned parent company of Mathematica Policy Research, Inc. and the Center for Studying Health 
System Change 

 
P . O .  B o x  2 3 8 3 P r i n c e t o n ,  NJ    0 8 5 4 3 � 2 3 9 3 Te l :    6 0 9 � 7 9 9 � 3 5 3 5 F a x :    6 0 9 � 7 9 9 � 0 0 0 5  

 

 
 
 
 
Episode-Based Payment: Summary 

 
Definition:  Episode-based  payments  reimburse  providers  on  the  basis  of  expected  costs  for 
clinically-defined  episodes  of  care.  Episodes  of  care  are  typically  defined  on  the  basis  of  selected 
conditions or major procedures, and include clinically related services provided by various providers 
over  a  period  of  time.  Episode-based  payments  may  also  be  adjusted  for  severity  of  illness  and 
quality performance. 

 
Intended Effects:  The  primary  goal  of  episode-based  payment  is  to  contain  the  cost  of  services 
delivered during clinical episodes of care, while encouraging delivery of recommended, high quality 
services and coordination of care across providers involved in care over the course of an episode. 

 
Incentives  for  Providers:  Episode-based  payments  include  financial  incentives  to  encourage 
providers  to  deliver  quality  care  efficiently  and  in  coordination  with  other  providers  involved  in 
shared episodes of patient care. 

 
Potential  Problems:  Episode-based  payment  approaches  are  in  an  early  stage  of  development. 
Current approaches address only a fraction of all patient care. There are a number of design and 
operational issues to be resolved or considered, including varying definitions of episodes, methods 
for calculating and distributing per-episode payments, and data infrastructure needs. 

 
Evidence:  Evidence  of  the  effects  of  episode-based  payment  approaches  on  cost  and  quality  is 
scant, though there are examples of episode-based programs having positive influences on structure 
and process quality measures as well as being associated with decreased costs of care. 
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Episode-Based Payment 

 
1. What is it? 

 
Episode-based payments are an emerging payment approach that reimburses providers on the 

basis of clinically defined episodes of care, rather than fee-for-service basis or per-patient per-month 
(Christianson 2008; Gosfield 2008; Rosenthal 2008). Episodes of care for various conditions include 
a range of services from various providers in various settings, built around a particular condition or 
procedure, over a period of time. The payments may be adjusted for severity of illness and/or the 
extent to which evidence-based services are provided, clinical outcomes are achieved, or services are 
delivered efficiently. 

 
Payment  arrangements  may  use  varying  definitions  for  what  constitutes  a  distinct  episode  of 

care. Typically, computer software programs are developed to identify and create episodes of care 
from  claims  and  administrative  data.  Expected  costs  are  calculated  from  the  claims  data  for 
particular types of episodes, or are based on expected costs of best practices in caring for patients 
during  episodes,  in  order  to  develop  episode  “case  rates”  (Gosfield  2007;  Thomas  2006).  Each 
episode  may  be  analyzed  to  assess  whether  care provided  during  the  episode  met  evidence-based 
standards and/or whether desired clinical outcomes were achieved. The base “case rate” may then 
be adjusted (reduced or increased) based on performance relative to evidence-based standards. For 
purposes  of  making  payment,  algorithms  may  be  used  to  attribute  each  episode  to  a  particular 
provider  (or  group  of  providers)  deemed  most  responsible  for  the  care  of  a  patient  during  that 
episode. 

 
Emerging episode-based payment models have some relationship to existing payment systems 

that  bundle  services  around  a  clinical  condition  or  service  event.  For  example,  DRGs  bundle 
inpatient  hospital  services  during  a  hospital  stay  for  the  purposes  of  prospective  payment.  The 
Medicare  hospital  outpatient  prospective  payment  system  also  bundles  many  services  provided 
during  outpatient  visits.  However,  these  systems  focus  on  care  provided  in  single  settings,  while 
emerging models of episode-based payments attempt to capture the full range of services delivered 
in all or most settings during a clinical episode. 

 
2. Intended effects 

 
The primary goal of episode-based payments is to contain the cost of services delivered during 

clinical  episodes  of  care,  while  encouraging  delivery  of  recommended,  high  quality  services  and 
coordination  of  care  across  providers  involved  in  care  over  the  course  of  an  episode.  Outcomes 
include reducing unnecessary physician and ancillary services, compensating physicians for efficient 
and  effective  resource  use,  and  reducing  complications  and  readmissions  (Mechanic  and  Altman 
2009; MedPAC 2008). 

 
3. Incentives for providers 

 
Episode-based payment approaches encourage providers to deliver high-quality care efficiently 

and to coordinate care among all providers involved in caring for a patient during a clinical episode. 
Ideally, episode-based payment avoid the adverse incentives of either traditional capitation or fee- 
for-service  payment  approaches.  Under  episode-based  payment  approaches,  providers  are  not 
placed  at  risk  for  the  occurrence  of  one  or  more  episodes,  as  they  are  under  some  capitation 
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arrangements.  Moreover,  unlike  capitation  payments,  episode  payments  are  more  sensitive  to 
providers’ case mix of patients. Because separate case rates are developed for different conditions, 
providers are protected to some degree from adverse risk selection, reducing the stronger incentives 
for   “cherry   picking”   under   traditional   capitation.1     While   more   comprehensive   risk-sharing 
approaches   such   as   global   capitation   give   providers   stronger   incentives   to   actively   share 
responsibility  for  comprehensive  patient  care  and  to  coordinate  care  effectively,  episode-based 
approaches nevertheless encourage providers to do so within the course of an episode. 

 
Unlike fee-for-service payments, fixed episode-based case rates covering the expected cost of all 

services  during  an  episode  encourage  cost  containment  through  provider  risk  sharing.  Episode- 
based  payments  are  intended  to  place  providers  at  risk  for  clinical  performance  in  treating  an 
episode, but they do not entail “insurance” risk—that is, risk for the prevalence or onset of disease 
among their patients, or for the occurrence of an acute episode. To encourage quality improvement, 
case rates may be adjusted based on the delivery of evidence-based services or on patient outcomes. 

 
4. Potential problems or drawbacks 

 
The  number  of  conditions  and  episodes  for  which  episodes  or  case  rates  can  be  defined  is 

currently  small.  Some  episode-based  payment  models  begin  by  analyzing  only  one  episode  type 
(Paulus,  Davis,  and  Steele  2008).  It  is  uncertain  what  portion  of  patient  care  could  be  ultimately 
addressed in episode-based payments, but it is unlikely that all patient care can be categorized into 
meaningful  episode  types  for  payment  purposes.  Even  so,  there  are  a  number  of  design  and 
operational questions and issues to be considered in developing episode-based payment approaches. 
For example: 

 
 How  should  episodes  be  defined?  What  clinical  criteria  should  be  applied?  What  services 

(e.g. physician, hospital, drugs) should be covered in an episode? How are time periods for 
various  episodes  defined  and  measured?  How  should  concurrent  episodes  for  the  same 
patient be handled? 

 
 How  can  episodes  be  fairly  and  accurately  attributed  to  individual  providers  or  groups  of 

providers?  Administratively,  how  are  payments  to  be  disbursed  to  multiple  providers 
involved in an episode of care? 

 
 Even within well-defined episode types, severity of illness (and thus the costs of treatment) 

may vary significantly, and often for reasons beyond a provider’s control. Consequently, it 
may be necessary to risk-adjust episode-based payments to avoid adverse selection or cherry 
picking. 

 
 What data (e.g., claims and enrollment data, EMRs, or other data) and data infrastructure are 

necessary to implement episode-based payments, especially in multi-payer settings? 
 
 
 
 
 

1   Some  payment  approaches  incorporate  risk-adjustment  methods  so  that  providers  are  not  discouraged  from 
treating  sicker  and  more  complex  patients.  However,  it  is  unclear  which  methods  are  effective  (Thomas  2006)  or 
whether providers perceive any specific method as valid. 
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5. Experience with implementation 
 

Episode-based payments are in an early stage of development and use. Industry standards for 
design approaches are not well established, and while number of private insurers/payers have used 
episode grouping software to establish network tiers and to give providers performance feedback 
reports with peer comparisons (Rattray 2008), there are few examples of fully operational episode- 
based payment approaches. The following examples track the current state of development: 

 
 From 1991 to mid-1996, CMS conducted a Medicare Heart Bypass Center Demonstration, 

paying a single global rate for each coronary artery bypass graft (CABG) surgery—including 
all inpatient hospital and physician services and related readmissions (Cromwell et al. 1998). 
By   1993,   seven   hospitals   were   participating   in   the   demonstration.   (Results   from   an 
evaluation of this demonstration are discussed further below.) 

 
 This   year   CMS   is   implementing   the   Medicare   Acute   Care   Episode   (ACE)   payment 

demonstration,  bundling  Part  A  and  Part  B  payment  for  28  cardiac  and  9  orthopedic 
inpatient surgical services and procedures related to 6 procedures/episodes of care including 
hip  or  knee  replacement  and  CABG  (CMS  2008)  CMS  will  track  participating  providers’ 
performance  on  process  and  outcome  quality  measures.  The  demonstration  allows  gain- 
sharing—allowing  physicians  and  hospitals  to  share  financial  rewards  for  implementing 
improvements  in  efficiency  and  quality,  and  better  coordinating  patient  care.  The  ACE 
demonstration   will   provide   an   opportunity   for   Medicare   also   to   share   savings   with 
beneficiaries  who,  based  on  quality  and  cost,  choose  to  receive  care  from  providers 
participating in the demonstration. 

 
 The  Geisinger  health  system,  which  serves  northeastern  and  central  Pennsylvania,  has 

developed   an   episode-based   payment   model   called   the   ProvenCare   system.   Initially 
developed  for  elective  coronary  artery  bypass  graft  (CABG)  surgery,  the  model  has  three 
core components: establishing implementable best practices (processes of care); developing 
risk-based pricing, including an upfront discount to the health plan or payer (in this case, the 
Geisinger Health Plan); and establishing patient engagement (via educational materials and a 
“patient compact” that both the patient and Geisinger sign). Episode payment rates cover 
preoperative evaluation and work up, all hospital and professional fees, all routine post acute 
care, and management of complications within 90 days of surgery. Geisinger has expanded 
the ProvenCare program to hip replacements, cataract surgeries, and percutaneous coronary 
interventions;  expansions  to  bariatric  surgery,  lower  back  surgery,  and  perinatal  care  are 
underway (Paulus et al. 2008). 

 
 A  new  episode  of  care  payment  design  approach  (called  PROMETHEUS)  was  recently 

developed  focusing  on  payment  for  clinical  episodes  associated  with  diabetes,  chronic 
obstructive  pulmonary  disease  (COPD),  congestive  heart  failure  (CHF),  heart  attack, 
coronary  artery  disease,  and  orthopedic  procedures  such  as  knee  and  hip  replacement 
(PROMETHEUS, Inc. 2008.)2     The PROMETHEUS model constructs Evidence-informed 
Case  Rates  (ECRs)  for  episodes  of  care  relating  to  acute  and  chronic  conditions,  for 

 
 

2    PROMETHEUS   Payment,   Inc.   is   an   organization   funded   by   the   Robert   Wood   Johnson   Foundation   (see: 
http://www.prometheuspayment.org/index.html). 
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inpatient and outpatient procedures (de Brantes and Camillus 2007). Currently, the ECRs are 
used  to  make  supplemental  payments  to  providers  who  meet  quality  measures  while 
providing   care   for   less   than   the   ECR   for   a   corresponding   episode   of   care.   The 
PROMETHEUS payment model is being implemented in three sites in 2009. In Rockford, 
Illinois, the Employers Coalition on Health is leading the implementation, working directly 
with local providers; in Minnesota, two health plans (Medica and HealthPartners) will lead 
implementation  in  several  pilot  sites;  and  in  Philadelphia,  the  Crozer-Keystone  Health 
System is working with a local orthopedic surgery network to implement PROMETHEUS 
ECRs for hip and knee replacements (PROMETHEUS Online Newsletter 2008). 

 
6. Evidence 

 
Evidence  of  the  effects  of  episode-based  payment  approaches  on  cost  and  quality  is  scant, 

though there are some indications that episode-based payment may have positive effects. A study of 
the Medicare Participating Heart Bypass Center Demonstration demonstrated cost savings to both 
the Medicare program and beneficiaries (Cromwell et al. 1998). Three of the seven demonstration 
hospitals experienced statistically significant 10-to-40 percent reductions in direct intensive care unit 
and routine nursing expenses, while two hospitals had statistically significant 30-percent reductions 
in  pharmacy  costs  per  case.  Improved  patient  outcomes  also  were  demonstrated:  the  inpatient 
mortality rate among demonstration hospitals was significantly reduced (although these results may 
not  be  applicable  to  all  hospitals:  the  seven  demonstration  hospitals  had  a  much  lower  overall 
inpatient mortality rate prior to the study, compared with Medicare national rates). 

 
An evaluation conducted by the Geisinger health system also showed positive effects on cost 

and quality of care provided to CABG patients in ProvenCare. Specifically, the percentage of CABG 
patients receiving all recommended processes of care increased from 59 percent at the start of the 
program to 100 percent by the end of the evaluation (Paulus et al. 2008). In addition, hospital length 
of stay for CABG patients dropped by 16 percent, mean hospital charges dropped 5.2 percent, and 
clinical outcomes following CABG improved—although only estimated effects on the likelihood of 
discharge to home (rather than being discharged to a post-acute care setting, for example) reached 
statistical significance (Casale et al. 2007). 
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SUMMARY:   GLOBAL PAYMENT 

 

 
Definition. Global payments are fixed-dollar payments for the care that patients may receive in a 
given time period, such as a month or year. Global payments place providers at financial risk for 
both the occurrence of medical conditions and the management of those conditions. 

 
Intended   Effects.   Global  payments  are  intended  to  contain  costs   and  reduce  the  use  of 
unnecessary  services,  while  encouraging  integration  and  coordination  of  services.  Global  payment 
may include added incentives improve the quality of care. 

 
Incentives for Providers. Providers have an incentive to constrain costs so as not to exceed the 
global payment amount and to integrate services in order to manage risk, especially when payment 
covers services in multiple settings. Health plans may limit the risk that global payments entail for 
contracting  providers—addressing  provider  concerns  about  assuming  financial  risk,  and  reducing 
incentives to withhold necessary services or avoid potentially high-cost patients. 

 
Potential Problems. Global payment arrangements might induce providers to “stint” on necessary 
care   and   to   “cherry   pick”   less   expensive   patients.   Global   payments   can   entail   significant 
administrative  complexity,  requiring  a  system  of  risk  adjustment  as  well  as  (for  providers)  the 
technical infrastructure and personnel needed to manage clinical and financial risk. Small provider 
groups  or  solo  practitioners  may  be  unable  to  take  on  the  risk  associated  with  global  payment. 
Regulatory  issues  around  monitoring  financial  solvency  of  providers  may  arise  when  there  is 
significant risk transfer. 

 
Experience with Implementation. Global payment approaches are not new: they exist to some 
degree in many parts of the United States, primarily in the form of capitation payment arrangements. 
The prevalence, types, and extent of these risk-sharing arrangements vary across the country and by 
type of payer. 

 
Impact.  Studies  have  shown  that  payment  approaches  involving  risk-sharing  with  providers  are 
associated with lower service use and cost, when compared with fee-for-service arrangements. There 
is relatively little research on how global payment arrangements affect either provider integration or 
coordination of services across settings. 
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GLOBAL PAYMENT 
 
1. What is it? 

 
Global payments are fixed-dollar payments for the care that patients may receive during a given 

time period, such as a month or year. Global payments typically are paid on a per-patient basis; they 
do not vary with the actual amount of services the patient receives. Global payments may cover all 
or  some  costs  of  care—including  physician,  ancillary  or  hospital  services,  and  prescription  drugs 
(Kongstevdt 2001; Hurley et al. 2002; Commonwealth Fund 2009). 

 
Global payments bundle services at the patient level, versus a service or episode level. They place 

providers at risk for both the occurrence of medical conditions (insurance risk) and management of 
those conditions (clinical risk). Consequently, they transfer significant risk from the health plan to 
contracting providers. Global payments may be based on the expected costs of the covered services 
over the contract period, usually estimated from past cost experience. They may be adjusted based 
on  various  risk  factors  such  as  the  enrollee’s  age,  sex,  and  the  expected  progression  of  a  current 
medical condition. 

 
To  address  provider  concerns  about  assuming  financial  risk,  health  plans  that  use  global 

payments  may  limit  providers’  financial  exposure  for  costs  beyond  their  control,  associated  with 
unusually high-cost patients (Kongstvedt 2001; Walker 2001). Global payment approaches also may 
include provider performance incentives such as bonus payments for meeting performance targets 
on various quality measures. 

 
2. Intended effects 

 
Global payments are intended to contain costs by reducing the delivery of unnecessary services 

and   encouraging   integration   and   coordination   of   services.   Global   payments   may   encourage 
improvements in the quality of care because contracting providers expect quality improvements to 
reduce the costs of care, or in response to specific incentives. 

 
3. Incentives to providers 

 
Because global payment places providers at risk for costs that exceed the expected total cost of 

all  services  patients  may  use  during  the  contract  period,  providers  have  an  incentive  to  constrain 
costs so as not to exceed the global payment amount. Global payment may provide incentives for 
providers to integrate services to improve efficiency, perhaps consolidating into larger organizations 
to  cost-effectively  coordinate  services  across  the  multiple  settings  that  the  global  payment  covers 
(Walker  2001).  Larger  organizations  also  benefit  from  the  “law  of  large  numbers”  in  managing 
financial  risk:  by  taking  on  financial  risk  for  more  patients,  larger  organizations  can  reduce  the 
potential impact of a few very sick patients on their total cost. 

 
Health  plans  may  limit  risk  that  global  payments  entail  for  contracting  providers,  addressing 

provider  concerns  about  assuming  financial  risk  and  reducing  incentives  for  providers  to  either 
withhold necessary services or avoid potentially high-cost patients. Strategies to limit provider risk 
may include: 
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   Stop loss, which limits a provider’s risk that a patient will require services costing more 
than  a  specific  amount  (called  the  attachment  point).  Stop  loss  limits  contracting 
providers’ “down side” risk, but allows them to keep payments that exceed patient cost. 

 

   Reinsurance, which reduces provider risk above the attachment point, but typically holds 
providers  responsible  for  a  percentage  of  the  cost  of  services  above  the  attachment 
point. 

 

   Partial  capitation,  which  involves  the  use  of  global  payments  for  services  that  are  more 
predictable (such as primary care), but not all services that the patient may require. 

 

   Risk corridors, which set upper and lower limits on contracting providers’ financial risk per 
patient. While risk corridors limit the amount of losses a provider may sustain, they also 
limit provider profits (Kongstvedt 2007). 

 
 

Global payments may be based on a blend of cost bases—including local, regional, or national 
cost  experiences.  Sometimes  called  blended  capitation,  this  approach  accounts  for  local  cost 
variation  and  practice  patterns  but  provides  incentives  for  providers  to  achieve  broader  state  or 
national standards for cost or utilization performance. 

 
Global  payment  approaches  may  offer  providers  supplemental  payments  for  performance 

relative to various quality measures. Intended to encourage evidence-based, high-quality care, such 
performance payments have been relatively common in capitated contracts between health plans and 
group medical practices, which pass practice-level performance incentive payments on to physicians 
(Reschovsky and Hadley 2007). 

 
4. Potential problems or drawbacks 

 
Potential problems or issues related to global payment involve concerns about access, quality, 

and equitable provider payment. Absent efforts to ensure the delivery of evidence-based care, global 
payment arrangements might induce providers to “stint” on necessary care and to “cherry pick” less 
expensive patients. This has long been a concern about the effects of various managed care products 
on provider behavior (Robinson 2001; Pauly and Nicholson 1999; Miller and Luft 1997) 

 
In  addition,  global  payments  can  entail  significant  administrative  complexity.  Because  global 

payments place providers at significant financial risk, setting appropriate payments typically involves 
attention  to  risk-adjustment,  limiting  the  impacts  of  high-cost  “outlier”  patients,  and  ensuring 
equitable  payment  to  different  types  of  providers.  Global  payments  also  require  payers  to  assign 
patients to particular providers for the purpose of  making payments; this  can be challenging in a 
delivery system where patients receive care from many unrelated providers (Pham et al. 2007) 

 
Finally,  small  provider  groups  or  solo  practitioners  face  significant  challenges  in  managing 

financial risk. In a small practice, a few unusually high-cost patients can significantly increase average 
cost. Moreover, small practices may not have the administrative infrastructure needed to track and 
manage costs under global payments. 
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Recognizing  the  potential  for  extensive  financial  risk-sharing  with  providers  in  managed  care 
organizations,  a  working  group  of  the  National  Association  of  Insurance  Commissioners  (NAIC) 
issued guidance to states in 1995 regarding regulation of “down-stream risk.” In a bulletin written 
for  insurance  commissioners,  the  NAIC  working  group  advised  that,  “if  a  health  care  provider 
enters into an arrangement with an individual, employer or other group that results in the provider 
assuming all or part of the risk for health care expenses or service delivery, the provider is engaged 
in the business of insurance...[and] must obtain the appropriate license.”1   Because the states have 
regulatory authority over the business of insurance, regulators must consider the extent to which the 
financial  status  of  medical  groups  under  risk-sharing  contracts  may  affect  insurers’  financial 
performance and solvency (Brown and Eagan 2004). 

 
5. Experience with implementation 

 
Global payment approaches are not new; they exist to some degree in many parts of the United 

States, primarily in the form of capitation payment arrangements. However, the prevalence, types, 
and extent of these risk-sharing arrangements vary across the country and by type of payer. 

 
Risk-sharing with providers has been most common in markets with a history of large medical 

groups or integrated delivery systems—including metropolitan areas in California, Minnesota, and 
Massachusetts. While highly integrated group or staff model plans (such as Kaiser Permanente) have 
used global payments for decades, more recently many other types of health plans have developed 
risk-based payment arrangements with providers in their networks. 

 
Nationally,  in  1999,  61  percent  of  health  plans  offering  HMO  products  used  capitation 

payments  to  primary  care  physicians  as  their  predominant  payment  method,  and  13  percent  paid 
capitation also to specialists (Lake et al. 2000; Gold et al. 2002). At that time, most plans (86 percent) 
had  risk-based  contracts  with  intermediate  organizations  such  as  physician-hospital  organizations 
(PHOs) or independent practice associations (IPAs). About two-thirds of these plans (64 percent) 
had at least one global risk or capitation contract covering all services, including both hospital and 
physician services, while 52 percent reported professional service capitation contracts and 14 percent 
had  capitation  contracts  solely  for  hospital  services.  However,  in  most  of  the  plans  surveyed, 
relatively   few   enrollees   (often   less   than   20   percent)   were   covered   under   such   contracting 
arrangements with intermediate entities. 

 
Global payments (in the form of capitation payments) became more prevalent as enrollment in 

managed care products increased from the late 1980s to the early to mid-1990s, but declined by the 
late  1990s  (Gold  et  al.  1995;  Hurley  et  al.  2002).  While  77  percent  of  primary  care  physicians 
received capitation in 1997, just 67 percent did in 2001 (Strunk and Reschovsky 2002). Capitation 
payments to specialists were less common in 1997, and these arrangements also declined. 

 
The  1990s  also  saw  an  increase  and  subsequent  decline  in  provider-sponsored  risk-bearing 

entities.   During   this   period,   many   IPAs,   PHOs,   physician   practice   management   companies 
(PPMCs), and integrated delivery systems (IDS) sought out risk-based payments, and many of these 

 
 

1  See: www.netreach.net/~wmanning/naicrsk.htm. 
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companies  failed  (Brewster,  Jackson,  and  Lesser  2000).  Many  surviving  systems  no  longer  accept 
global risk. 

 
In Massachusetts, risk-sharing arrangements of various forms continue to exist, although there 

is  not  good  information  about  their  prevalence.  Recently,  BCBSMA  has  developed  Alternative 
Quality  Contracts  with  organizations  such  as  the  Mt.  Auburn  IPA,  combining  features  of  global 
payment  with  incentives  for  quality  performance.  Such  contracts  indicate  ongoing  interest  in 
payment  arrangements  that  share  risk  with  providers  and  also  reward  them  for  delivering  high- 
quality services. 

 
6. Impact 

 
Many  studies  have  shown  that  payment  approaches  involving  risk-sharing  with  providers  are 

associated with lower service use and cost, compared with fee-for-service arrangements.2  Most have 
focused on types of capitation arrangements implemented during the growth of managed care in the 
early  1990s.  They  study  various  types  of  services  and  use  a  wide  range  of  data  and  methods, 
controlling differently for patient characteristics and the various features of the health care system 
that may affect use and cost of services. Not surprisingly, the estimated size of effects varies widely. 

 
The research literature on how provider risk-sharing affects outcomes such as access to care, 

quality of care, and patient or provider satisfaction also is mixed (Davies et al. 1986; Udvarhelyi et al. 
1991;  Kao  et  al.  1998;  Flocke  et  al.  1998;  Rubin et al.  1993).  While  some  studies  show  increased 
delivery  of  primary  care  or  preventive  services  when  providers  receive  capitation,  others  show 
reduced access to care or reduced patient trust in their physicians. Like the research literature on use 
and cost effects, many of the studies on access, quality, and satisfaction are relatively old, and they 
vary widely in their methods as well as the populations and practice settings that they studied. 

 
There  is  relatively  little  research  on  how  global  payment  arrangements  affect  longer  term 

outcomes such as provider integration or coordination of services across settings. Study of this topic 
is challenged not only by the long timeline but also the difficulty of separating payment effects from 
effects  of  other  market  trends  (such  as  changes  in  insurance  product  design  and  regulation). 
However,  considerable  anecdotal  evidence  suggests  that  many  provider  organizations  that  sought 
financial  risk  during  in  the  1990s  were  able  to  integrate  financially  but  were  unable  to  integrate 
delivery  of  clinical  services  across  settings.  Consequently,  they  were  unable  to  manage  care  or 
contain costs under risk-sharing arrangements as they were designed at that time (Hurley et al. 2002; 
Brewster et al. 2000). 

 

 
 
 
 
 
 
 
 
 

2  Such studies extend back to the RAND Health Insurance Experiment in the 1970s, and continue through the 
1990s to the current decade. See, for example: Buchanan 1992; Epstein et al. 1986; Pauly et al. 1990; Johnson et al. 1989; 
Greenfield et al. 1992; Bradbury 1991; and Reschovsky et al. 2006. 
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7. Readings 
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SUMMARY:   PAY-FOR-PERFORMANCE 

 

 
Definition.  Pay-for-performance  (“P4P”)  is  a  term  that  describes  complementary  health  care 
payment models that offer financial rewards to providers who achieve or exceed specified quality 
benchmarks. Most approaches adjust aggregate payments to physicians and hospitals on the basis of 
performance on a number of different quality measures. Payments may be made at the individual, 
group,   or   institutional   level.   Performance   may   be   measured   using   benchmarks   or   relative 
comparisons. In general, three types of performance measures may be used: structure, process, and 
outcome. 

 
Intended Effects. P4P programs are intended to increase the provision of quality care and decrease 
health care costs over the long term. 

 
Incentives  for  Providers.  Financial  rewards  (or  penalties)  for  meeting  (or  failing  to  meet) 
predetermined  quality  measures  are  expected  to  lead  to  improved  quality  of  care.  Quality  of  care 
improvements  may  include  increased  provision  of  recommended  services,  upgrades  to  practice 
infrastructure, and/or improvements in health outcomes. 

 
Potential Problems. Current P4P programs tends to have a narrow clinical focus, which can lead 
providers to focus on the aspects of care that correspond to quality measures and pay less attention 
to other aspects of care. In addition, P4P payments may represent too small a fraction of provider 
reimbursement to have a significant effect on behavior. 

 
Experience   with   Implementation.   P4P   programs   are   widespread,   and   their   prevalence   is 
increasing. However, the programs differ, potentially diffusing incentives for provider behavior. 

 
Evidence.  There  is  some  evidence  that  P4P  programs  can  improve  quality  and  facilitate  cost 
savings, although unintended or negative effects are possible. The diversity of programs and lack of 
rigorous  evaluation  make  it  difficult  to  establish  causality  between  the  programs  and  changes  in 
provider performance. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Pay- for-Performance 



PAY-FOR-PERFORMANCE 
 
1. What is it? 

 
Spurred by studies showing significant problems with quality of care in the United States over 

the past decade (McGlynn et al. 2003; Institute of Medicine 2001), numerous “pay-for-performance” 
(P4P)  programs  have  been  launched  by  health  plans  and  other  payers  (Christianson  et  al.  2008; 
Rosenthal et al. 2007; Petersen et al. 2006; Rosenthal et al. 2006).1 

 
How are P4P payments structured? P4P approaches adjust aggregate payments to physicians 

and hospitals on the basis of performance, generally measured as: (1) performance on agreed-upon 
quality   measures   relative   to   the   performance   of   other   providers   in   a   market;   (2)   absolute 
performance, i.e. attainment of predetermined quality targets; and/or (3) quality improvements over 
time, compared with relative or absolute quality improvement benchmarks. Performance payments 
based  on  selected  quality  measures  (and  in  some  cases  the  cost  of  care)  may  be  disbursed  in  a 
number of ways:  they may be made to hospitals, networks of physicians, medical group practices, or 
individual physicians; they may be made as a percentage of total provider fees for relevant care, or 
on a “per member” basis (per month or annually) for specific patients—for example, patients with 
specific  diagnoses,  whose  care  determines  provider  performance  on  selected  measures.  Payments 
may  also  be  made  to  provider  entities  as  a  percentage  of  cost  savings  achieved  relative  to  a 
benchmark. In some cases payers may reduce payment to providers for poor performance compared 
with peers or for not meeting performance goals. 

 
What  measures  are  used?  In  general,  there  are  three  types  of  quality  measures,  measuring 

structure, process, or outcome. Measures of structure include the use of resources that help improve 
care delivery (e.g., personnel such as diabetes educators or nutritionists, and infrastructure such as 
electronic  medical  record  systems).  Process  measures  include  the  delivery  of  clinical  services  that 
facilitate positive health outcomes—such as testing hemoglobin A1c levels in patients with diabetes, 
or  prescribing  aspirin  to  heart  attack  patients  upon  admission  to  a  hospital.2   Outcome  measures 
typically include clinical outcomes such as whether diabetic or hypertensive patients have controlled 
blood pressure, or whether hospital patients are re-admitted for potentially avoidable conditions.3

 

 
Though  not  strictly  a  quality  measure,  cost  efficiency  is  another  domain  that  payers  analyze 

when measuring provider performance. In some P4P programs, providers receive bonus payments 
when they meet specific performance criteria and also deliver care efficiently (usually compared with 
other providers’ costs of care for patients with certain conditions). 

 
All-payer   versus   individual-payer   approaches.   There   have   been   some   attempts   to 

coordinate measurement and/or payment approaches across payers (for example, led by the Pacific 
 

 
1    Various  Medicare  quality  initiatives  are  presented  at:  http://www.cms.hhs.gov/QualityInitiativesGenInfo/. 

Documentation of P4P programs in state Medicaid programs through mid-2006 is provided at: 
http://www.commonwealthfund.org/publications/publications_show.htm?doc_id=472891. 

 
2  Most payers track process measures in the Health Plan Employer Data and Information Set, or “HEDIS”. 

 
3  Some P4P programs also track outcome measures such as patient satisfaction with care. 
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Business Group on Health and the Integrated Health Association in California). However, for the 
most part, P4P programs have been undertaken by individual payers, with little or no coordination 
of incentives across payers. 

 
2. Intended effects 

 
P4P  programs  are  intended  to  improve  health  care  quality  and  ultimately  reduce  health  care 

costs by helping patients become and remain healthy for longer periods of time. Most P4P programs 
target patients with high-cost conditions—including chronic conditions (such as diabetes, asthma, 
coronary artery disease, or congestive heart failure) and acute conditions (such as heart attack and 
hip  and  knee  replacements).  They  rely  on  the  use  of  evidence-based  guidelines,  coupled  with 
infrastructure  such  electronic  medical  records  and  computerized  physician  order  entry  systems  to 
improve health outcomes. Some P4P programs also encourage more efficient coordination of care 
for more complex patients who require care from a number of different providers. 

 
3. Incentives to providers 

 
P4P  programs  use  financial  incentives  to  encourage  improvements  in  the  quality  of  care  by 

rewarding providers that perform well on measures representing recommended services and practice 
modifications  (e.g.,  implementing  electronic  medical  records).  In  general,  P4P  programs  that 
measure provider performance using outcome measures that could in part reflect patient behavior 
pose greater financial risk to providers than programs that measure performance only on structure 
or process measures. 

 
4. Potential problems or drawbacks 

 
The  potential  of  P4P  programs  for  improving  the  quality  of  care  is  limited  by  a  number  of 

issues, largely associated with narrow clinical focus, lack of coordination among programs and their 
being layered on payment models that themselves have problematic incentives, as described below: 

 
 Narrow clinical focus. Most P4P programs rely on a narrow set of quality measures aimed 

at a  limited number of services and patient groups. To the extent that P4P incentives are 
effective,  some  are  concerned  that  providers  might  focus  their  attention  to  patients  with 
conditions  that  relate  to  quality  measures  (i.e.,  “manage  to  the  metric”),  jeopardizing 
performance  on  quality  dimensions  that  are  not  measured  (Christianson  et  al.  2008; 
Rosenthal and Frank 2005). 

 
 Lack of coordination among payers. Differences among payers in the quality measures 

that are used and how financial incentives are structured may produce diffuse and ineffective 
incentives. In addition, the lack of coordination across P4P programs and quality measures 
leads  some  to  believe  that  current  P4P  programs  fail  may  to  encourage  care  coordination 
and communication among providers (Tynan and Draper 2008). 

 
 Incentives in the underlying payment system. Most P4P programs supplement fee-for- 

service  and  capitation  payment  systems,  and  the  funds  available  through  P4P  programs 
(while  they  have  increased)  still  account  for  small  percentages  of  provider  reimbursement 
(Rosenthal  et  al.  2007).  As  a  result,  P4P  programs  as  they  now  exist  may  not  effectively 
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mitigate  the  volume  and  efficiency  incentives  inherent  in  fee-for-service  and  capitation 
payment. 

 
 Attribution, Risk Selection, and “Cherry Picking.” When P4P programs include health 

outcome  performance  measures,  providers  may  be at risk not only for the quality of  care 
they provide, but potentially also for patient behavior and for outcomes of care that other 
providers render to that patient. It can be difficult to determine which outcomes should be 
attributed  to  which  providers  in  making  P4P  payments.  In  addition,  providers  may  be 
concerned  that  outcomes-based  P4P  programs  might  penalize  them  for  accepting  sicker 
patients,  encouraging  “cherry  picking”  of  the  healthiest  patients.  While  risk  adjustment 
methods can be used to mitigate risk selection, methods to risk adjust at the provider level 
are not well developed. 

 
 Small Numbers and Statistical Precision. Because P4P quality measures often focus on 

specific clinical conditions, the data for a particular provider may be based on a relatively 
small  number  of  patients.  This  can  make  provider-level  estimates  imprecise  or  unstable, 
particularly  when  just  one  payer  is  implementing  the  P4P  program.  These  issues  may  be 
addressed in a number of ways: by developing composite measures across clinical conditions, 
expanding the measurement time window, and/or developing multi-payer P4P programs. 

 
5. Experience with implementation 

 
Many private and public payers have developed P4P programs. A 2006 survey of commercial 

HMOs  found  such  programs  to  be  more  prevalent  in  the  eastern  and  western  portions  of  the 
country (Rosenthal et al.  2006). Analysis of 27 P4P programs administered by major health plans 
(and a few payer/purchaser coalitions) in 2004 and 2007 indicates that most programs initially relied 
on structure and process measures, but that payers increasingly are measuring outcomes and cost 
efficiency  as  well  (Rosenthal  et  al.  2004;  Rosenthal  et  al.  2007).  Most  P4P  programs  have  been 
directed to physicians, though a number of programs also include hospitals. 

 
Most state Medicaid programs operate P4P programs. As of mid-2006, more than half of states 

were reported to be operating at least one P4P program, and 85 percent were expected to do so 
within  the  next  five  years  (Kuhmerker  and  Hartman  2007).  Most  state  Medicaid  P4P  programs 
operate in managed care or primary care case management environments, and include incentives to 
encourage delivery of primary care. 

 
In addition, a number of Medicare demonstrations can be classified as P4P pilots. That is, 

they  pay  providers  for  performance  on  process  or  outcome  measures,  or  offer  payments  and 
incentives  for  providers  to  modify  their  practice  infrastructure  to  facilitate  care  improvement 
(e.g., by implementing electronic medical records).4  For example: 

 

 
 
 
 

4  In  addition  to  the  demonstrations  identified  here,  Medicare  has  sponsored  pay-for-reporting  efforts  promote 
public reporting of performance measures to consumers, as well as financial incentive programs that have a performance 
measurement component—such as disease management programs and care coordination programs. 
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   The Premier Hospital Quality Incentive Demonstration focused on improving the 
quality  of  inpatient  care.  The  Centers  for  Medicare  and  Medicaid  Services  (CMS) 
collected data on 34 quality measures relating to five clinical conditions. Hospitals that 
scored  in  the  top  10  percent  for  a  given  set  of  quality  measures  were  to  receive  a  2 
percent  bonus  payment  in  addition  to  the  standard  diagnosis-related  group  (DRG) 
payment. Those that scored in the next decile were to receive a 1-percent bonus. In the 
third  year  of  the  demonstration  (2008),  hospitals  that  did  not  meet  a  predetermined 
threshold on quality measures were subject to reductions in payment. 

 

   The Physician Group Practice Demonstration was the first Medicare P4P initiative 
directed to physicians. It rewarded physicians for coordinating between Part A (hospital) 
and Part B (physician ambulatory) services and for improving health outcomes, and also 
encouraged investment in administrative structure and process. Ten large group practices 
(each with at least 200 physicians) were to participate, with performance-based payments 
made if the practices achieved savings compared with a control group. 

 

   The   Medicare   Care   Management   Performance   Demonstration   promotes   the 
adoption  and  use  of  health  information  technology  and  also  makes  payments  to 
physicians who meet or exceed performance standards, based on structure, process, and 
outcome measures. This demonstration is focused on small and medium-sized physician 
practices in four states. 

 
 

Finally,   a   number   of   programs   ongoing   in   Massachusetts   incorporate   P4P   incentives. 
Massachusetts is one of the original Bridges to Excellence pilot markets, and a coalition of payers 
and purchasers currently participates in the Bridges to Excellence program.5  In addition: 

 
   In 2001, Partners Community HealthCare (PCHI) and local health plans began migrating to 

P4P  contracts.  In  general,  these  contracts  included  some  element  of  withhold,  often 
approximately 10 percent of hospital and/or physician fees. Some included an opportunity 
for  bonus  payments  beyond  the  agreed-upon  fee  schedule.  PCHI’s  rewards  are  earned  or 
forfeited at a network level, not at the level of individual practitioners (Levin-Scherz et al. 
2006). 

 
   Blue Cross Blue Shield of Massachusetts’ Alternative Quality Contracts contain a significant 

P4P component. 
 
6. Evidence 

 
To  date,  there  have  been  relatively  few  rigorous  evaluations  of  the  effects  of  P4P  programs. 

Consequently, while there is evidence of an association between P4P and improved care and health 
outcomes,  the  evidence  is  not  strong  and  it  has  been  difficult  to  establish  causality  between  P4P 
financial incentives and improved care and health outcomes. 

 

 
 

5  Bridges to Excellence is a non-profit organization which has as its mission recognizing and rewarding health care 
providers providing quality care. For more information on Bridges to Excellence, see http://bridgestoexcellence.org/. 
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Physician Programs 
 

Recent reviews of P4P programs directed to physicians demonstrate the diversity of both the 
programs and evaluation methodologies that makes strong conclusions about P4P effects difficult 
(Christianson et al. 2008; Petersen et al. 2006). 

 
One review (Christianson et al. 2008) considered nine physician programs, of which six focused 

on  diabetes  care.  Seven  offered  some  type  of  bonus  payments  for  achieving  quality  benchmarks, 
while two returned a percentage of withheld funds. Just one program rewarded both improvement 
and  meeting  benchmarks.  Most  of  the  evaluation  studies  used  before-after  designs  with  no 
comparison groups, and in most there was strong potential for “volunteer bias”—potentially leading 
to false findings of improvement. Nevertheless, these evaluations found significant improvement on 
at least one quality measure in every program. At least two evaluations were based on a stronger, 
quasi-experimental evaluation designs: One of these evaluations found improvement in five of six 
diabetes process measures and two of three diabetes outcome measures. Another found that groups 
receiving performance payments improved on one process measure (cervical cancer screening) but 
not on others (provision of mammography and hemoglobin A1c testing) (Rosenthal et al. 2005). 

 
A second review (Petersen et al. 2006) considered 17 evaluations of physician P4P programs. 

Nine  of  these  evaluations  studied  the  use  of  financial  incentives  directed  to  provider  groups.  Of 
these, seven studies found partial or positive effects on measures of quality (although some of these 
effects were quite small), and found statistically significant improvements in the measure of quality 
of  care.  However,  the  methodologically  strong  evaluations,  using  randomized  trials  evaluating 
group-level incentives for preventive health services, found no effect of incentives when compared 
with  the  control  group.  In  addition,  six  studies  considered  programs  that  directed  incentives  to 
individual  physicians  (not  physician  groups).  While  five  of  these  studies  found  partial  or  positive 
effects, one study showed evidence of a negative effect on access to care for the sickest patients. 

 
Evaluations  of  three  P4P  programs  aimed  at  hospitals  demonstrate  similar  variability  in  the 

program design and evaluation methods (Christianson et al. 2008), again making it difficult to draw 
strong, generalizable conclusions about effects: 

 
   One study evaluated an Australian program that provided bonus payments to 21 public 

emergency departments at the beginning of the year; they were required to return varying 
portions of the payments if they did not achieve targets relating to ambulance bypass and 
patient waiting times. The emergency departments improved on two of three measures 
and sustained their improvements for three years. 

 

   Another study evaluated one health plan’s P4P program in Hawaii, implemented for four 
years. This program made 17 hospitals eligible to receive performance payments based 
on structure, process, outcome, and patient satisfaction measures. The evaluation used 
no  control  group  and  also  had  a  strong  potential  for  volunteer  bias;  it  found  reduced 
rates  of  risk-adjusted  surgical  complications  and  reduced  lengths  of  stay  for  several 
surgical procedures. 

 

 A methodologically strong study of the Medicare Premier Hospital Quality Initiative found 
significant improvements attributable to the P4P incentives (2.6 to 4.1 percent) in composite 
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performance over two years (Lindenauer et al. 2007). This result was especially notable in 
that most of the bonus dollars went to hospitals with the highest performance at baseline. 

 
Finally,   a   recent   study   of   P4P   programs   in   Massachusetts   examined   data   from   the 

Massachusetts   Health   Quality   Partners   organization   on   the   performance   of   over   5,000 
Massachusetts physicians (Pearson et al. 2008). The researchers considered performance on thirteen 
HEDIS  measures,  comparing  physicians  practicing  under  P4P  contracts  to  those  not  practicing 
under P4P contracts, from 2001 to 2003. The researchers found improved performance on every 
HEDIS measure among physicians under P4P contracts as well as among physicians not under P4P 
contracts. 

 
Concluding Remarks. While many private and public payers operate P4P programs, most are 

relatively  new.  Most  P4P  programs  are  narrowly  focused  on  a  few  (but  different)  performance 
measures,  and  they  offer  different  financial  incentives  to  providers.  There  is  little  coordination 
across the programs, diffusing incentives to providers. While payers have increased funding to P4P 
programs, in general P4P payments account for a low proportion of revenues and are layered on 
existing  payment  systems.  As  a  result,  while  there  is  potential  for  P4P  programs  to  produce 
significant improvements in the quality and efficiency of care, their effects are likely to be marginal if 
the programs are not coordinated and the fundamental payment system is not also addressed. 
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Medical Home Models: Summary 

 
Definition:   A   medical   home   is   a   complementary   payment   model   that   provides   accessible, 
continuous,  coordinated  and  comprehensive  patient-centered  care.  A  medical  home  is  managed 
centrally by a primary care physician with the active involvement of non-physician practice staff.1

 

Physician   practices   may   be   required   to   improve   practice   infrastructure   and   meet   certain 
qualifications  in  order  to  be  deemed  a  medical  home  and  to  receive  supplemental  payments  to 
support operations expected of a medical home. 

 
Intended Effects: Medical homes encourage a population-based, proactive, and planned approach 
to  health  care  delivery.  Medical  homes  coordinate  care  across  various  providers  to  facilitate  the 
provision of recommended services, eliminate redundancies or unnecessary care, and engage patients 
and their families in their care regimen. 

 
Incentives   for   Providers:   Primary   care   physicians   are   encouraged   to   improve   practice 
infrastructure to qualify as a medical home. A physician whose practice qualifies as a medical home 
is  required  by  terms  of  the  agreement  to  provide  care  coordination  and  receives  supplementary 
payments for coordinating patient care. 

 
Potential  Problems:  Standards  for  providers  to  qualify  as  medical  homes  vary  across  payers. 
Moreover, physicians serving as medical homes may have limited ability to coordinate care in some 
settings.  Without  aligned  incentives,  hospitals  and  specialists  may  resist  cooperating  with  medical 
homes, impeding the model’s success. 

 
Evidence: Evidence of the effects of enhanced coordinated care on patient outcomes suggests that 
medical homes are a promising model for improving health outcomes and reducing cost. However, 
there   is   limited   evidence   about   the   effectiveness   of   medical   homes   as   they   currently   are 
implemented. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

1  In the context of medical homes, “primary care providers” may include non-physician staff such as registered 
nurses, nurse practitioners, medical assistants, and office administrators and practice managers. 
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Medical Home Model 

 
1. What is it? 

 
A  medical  home  is  a  complementary  payment  model  designed  to  provide  a  single  point  of 

coordination for all health care—including primary and specialty care, hospital care, and post-acute 
and  chronic  care.  The  medical  home  model  is  premised  on  the  belief  that  patient-centered  care 
coordination  can  reduce  fragmentation,  improve  patient  outcomes  and  reduce  costs  (Bailit  and 
Hughes  2008;  O’Malley  et  al.  2008;  Rosenthal  2008).  A  primary  care  physician  facilitates  and 
manages patient-centered primary care and coordinates all levels of care, including care provided by 
specialist physicians. In some models, patients choose providers who are willing and able to serve as 
their medical home; others assign patients to a medical home based on patients’ patterns of service 
use. 

 
Practices that qualify as medical homes receive supplemental payments to encourage providers 

to agree to serve as medical homes for their patients and to compensate them for the added care 
coordination  services  they  provide.  Such  payments  may  include  increased  fee-for-service  or  per- 
patient monthly payments. Some medical home models provide additional payments to encourage 
enhancements  to  existing  infrastructure  (such  as  electronic  medical  records)  and  services.  No 
standard  implementation  is  recognized,  and  individual  payers  are  experimenting  with  a  variety  of 
payment mechanisms. Therefore, no single description captures all models. 

 
Programs  to  establish  medical  homes  often  rely  on  the  National  Committee  for  Quality 

Assurance (NCQA) guidelines defining criteria for a medical home—including:2 

 
   Improved access and communication 

 

   Use of data systems to enhance safety and reliability 
 

   Care management 
 

   Patient self-management support 
 

   Electronic prescribing 
 

   Test tracking 
 

   Referral tracking 
 

   Performance reporting and improvement 
 

   Advanced electronic communications. 
 

 
2  See: http://www.ncqa.org/Portals/0/Programs/Recognition/RPtraining/PPCPCMH_Training.pdf. The medical 

home model is endorsed by the American College of Physicians, the American Academy of Family Practitioners, the 
American Academy of Pediatrics and the American Osteopathic Association. 

 

 
 

Medical Homes 



 
As  they  are  currently  being  piloted,  medical  homes  may  use  any  or  all  of  these  criteria.  Some 
programs have tiered medical homes, with only the higher-ranked medical homes meeting all of the 
guidelines. 

 
2. Intended effects 

 
Medical homes are intended to improve patient care and reduce costs. By encouraging primary 

care providers to assume responsibility of all aspects of patient care, the model aims to achieve a 
population-based and planned approach to care, resulting in more effective, equitable, and efficient 
health care delivery. 

 
Proponents  of  medical  homes  believe  that  care  coordination  and  improved  communication 

with   patients   facilitate   the   provision   of   recommended   services,   eliminate   redundancies   or 
unnecessary  care,  and  encourage  patient  adherence  to  care  regimens.  Medical  home  models  may 
complement  (and  modify  the  incentives  of)  any  basic  payment  model—including  fee  for  service, 
which allows fragmented care and ever-greater use of care. 

 
The  medical  home  model  encourages  physicians  to  better  understand  sometimes  complex 

patient needs, eliminating unnecessary tests, hospital stays, and visits to specialists. Medical homes 
are expected to be especially beneficial to children, adolescents, and persons with chronic conditions 
who  require  an  array  of  services  and  sometimes  frequent  monitoring.  It  is  hoped  that  existing 
primary care practices might be able to scale up services relatively easily to achieve medical home 
standards,  and  that  the  model  might  encourage  a  greater  number  of  medical  students  to  choose 
primary practice as a career. 

 
3. Incentives for providers 

 
Providers receive supplemental payments when they qualify as a medical home. These payments 

offer a clear incentive to provide coordination services that meet the terms of their agreement with 
the payer. Providers are responsible for delivering and managing appropriate care, and they are at 
risk  for  maintaining  costs  within  the  supplemental  payment  amounts.  Some  models  include 
additional  practice  transformation  stipends  to  encourage  the  practice  to  scale  up  infrastructure, 
expand hours, or establish electronic record keeping with the intention of improving effectiveness 
and efficiency. 

 
4. Potential problems or drawbacks 

 
Several  potential  barriers  may  impede  the  success  of  medical  homes.  These  include  the 

following: 
 Varying  qualifications  and  payment  approaches  can  mitigate  effects.  Despite 

available NCQA guidelines, payers establish varying criteria for practices to qualify as a 
medical   home,   and   they   use   different   payment   approaches.   When   criteria   and 
approaches  vary  among  multiple  efforts  in  local  markets,  participating  physicians  may 
confront  competing  incentives,  mitigating  the  individual  and  collective  effects  of  the 
model. 

 
Medical Homes 



 Primary  care  physicians  may  have  limited  ability  to  coordinate  care  in  some  settings 
outside their scope of practice—for example, referrals among specialists. Furthermore, 
since medical home payments typically are targeted to primary care physicians, hospitals 
and specialists outside the medical home have no particular incentive to collaborate with 
the primary care physician (Fisher 2008). 

 
5. Experience with implementation 

 
Various  payers  and  insurers  have  piloted  medical  home  programs.  In  Massachusetts,  the 

Massachusetts Coalition for Primary Care Reform has established a framework for medical homes, 
with  payment  methods  including  risk-adjusted  per-patient-per-month  payments  as  well  as  bonus 
payments  for  achieving  desired  outcomes  in  quality,  patient  experience,  and  cost-effectiveness 
(MACPR 2008). 

 
In other states and nationally, a number of payers—including Aetna, Blue Cross and Blue 

Shield Association, CIGNA, Geisinger, United HealthCare, and the Centers for Medicare and 
Medicaid Services (CMS)—are developing or have implemented medical home pilots. Specific 
current or planned examples include the following: 

 
 

   CIGNA  and  Dartmouth-Hitchcock  launched  a  medical  home  pilot  program  in  New 
Hampshire  in  June  2008.  The  program  covers  patients  on  the  CIGNA  plan  receiving 
care from Dartmouth-Hitchcock primary care physicians practicing in family medicine, 
internal  medicine,  and  pediatrics.  The  pilot  currently  covers  approximately  19,000 
patients. An evaluation is intended for the program once it has been operational for 12 
months (CIGNA, 2008). 

 

   Geisinger   Health   Care   has   piloted   a   medical   home   program   in   Pennsylvania. 
Components of the Geisinger model include round-the-clock primary and specialty care 
access, a nurse care coordinator in each practice site, virtual care management support, 
and  a  “personal  care  navigator”  to  respond  to  patients’  inquiries  (Paulus  2008).  The 
Geisinger  model  focuses  on  proactive  care  to  minimize  hospitalizations  and  manage 
chronic diseases. A referral network is linked with the primary care practice. Electronic 
health  records  support  internet-based  reporting  of  lab  results,  clinical  reminders,  self- 
scheduling,  prescription  refills  and  other  capabilities.  Geisinger  makes  practice-based 
payments  to  participating  physicians,  as  well  as  monthly  “transformation  stipends”  to 
strengthen and expand infrastructure. Each medical home receives monthly performance 
reports of its quality and efficiency results. 

 

   In January 2010, the Centers for Medicare and Medicaid Services (CMS) will initiate a 
medical  home  demonstration  to  improve  quality  of  care,  reduce  costs,  and  improve 
health  care  coordination  for  Medicare  beneficiaries  with  qualifying  chronic  conditions 
(Maxfield et al. 2008).3  CMS uses a two-tier medical home model: Tier 1 medical homes 

 

 
3   A  list  of  qualifying  chronic  conditions  is  available  at:  http://www.acponline.org/running_practice/pcmh/ 

demonstrations/conditions.pdf. 
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must have 17 basic capabilities (including capacity to track referrals, tests, and provider 
follow-up). Tier 2 medical homes must satisfy all Tier 1 medical home qualifications and 
also have electronic medical record keeping, coordinate services following inpatient and 
outpatient care, and have three of nine optional capabilities. CMS plans an evaluation of 
the pilot that will start when the demonstration begins, and will continue for one year 
after the demonstration ends. 

 
6. Evidence 

 
Because  medical  homes  are  generally  in  an  early  stage  of  development,  evidence  of  their 

effectiveness as currently implemented is limited. Nevertheless, some research evidence suggests that 
the medical home model’s emphasis on primary care can improve health outcomes for at least some 
kinds of patients. For example, Starfield and Shi (2002) documented better health outcomes in early 
childhood  and  for  some  disease-specific  patients  when  treated  in  a  primary  care  setting.  Other 
research  evidence  suggests  that  the  core  elements  of  medical  homes,  based  on  the  chronic  care 
model, can improve clinical outcomes and care processes for patients with chronic illness and also 
reduce health care costs (Tsai et al. 2005; Bodenheimer et al. 2002). 

 
7. Readings 

 
Ginsburg P., M. Maxfield, A. O'Malley, D. Peikes, and H. Pham. “Making Medical Homes Work: 

Moving From Concept to Practice.” Policy Perspective 1. Center for Studying Health System 
Change (December 2008). Available at [http://www.hschange.org/CONTENT/1030/?words 
=medical+homes]. 

 
Rosenthal, T. “The Medical Home: Growing Evidence to Support a New Approach to Primary 

Care.” Journal of the American Board of Family Medicine (2008) 21 (5): 427-440. 
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GLOBAL BUDGETS FOR HEALTH CARE 

 
SUMMARY: 

 

 
Definition.  Global  budgets  are  budgets  or  expenditure  targets  for  health  care  spending.  Specific 
definitions vary depending on the types of services covered and the systems to which the budgets 
are applied. 

 
Intended Effects. Global budgets are intended to constrain both the level and rate of increase in 
health care cost by limiting them directly. 

 
Incentives  for  Providers. Facilities  or  systems  that  face  a  global  budget  have  clear  incentives  to 
control cost and operate efficiently. Providers who are paid under fee-for-service, such as physicians 
in Canada, will have no individual incentive to contain cost, unless some additional mechanism is 
built into the payment system. 

 
Potential  Problems.  Providers  who  find  themselves  in  danger  of  exceeding  their  budget  may 
respond  with  “rationing  by  waiting,”  which  in  turn  creates  a  potential  for  access  problems. 
Moreover,  political  pressure  may  make  global  budgets  difficult  to  enforce.  For  example,  despite 
attempts  to  limit  total  Medicare  physician  payments,  Congress  has  routinely  passed  legislation  to 
override the payment formula. 

 
Experience  with  Implementation.  In  the  U.S.,  the  Department  of  Veterans  Affairs  operates 
within  a  budget  appropriation  that  is,  effectively  a  global  budget.  However,  veterans  can  and  do 
receive care outside the VA system, which can reduce pressure on system managers. The Canadian 
health care system offers a good example of global budgeting at the provincial level. 

 
Impact.  No  systematic  studies  have  examined  the  effect  of  global  budgets  on  cost  and  patient 
outcomes. Comparisons of the U.S. and Canada have suggested that global budgets can constrain 
the rate of cost growth with little or no effect on aggregate measures of health. 
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GLOBAL BUDGETS 
 

 
 
1. What is it? 

 
A global budget is a fixed maximum expenditure, typically set by government, for a defined set 

of health-care services. The size of the budget may be set by an assessment of projected health needs 
or  determined  relative  to  an  objective  metric  (such  as  a  proportion  of  gross  domestic  product). 
Institutional providers such as hospitals may be given individual budgets each year and be required 
to work within them. If other individual providers like physicians are paid fee-for-service, additional 
means may be needed to limit spending for those services. 

 
As  a  complementary  payment  model,  a  global  budget  is  compatible  with  any  basic  payment 

model—FFS,  episode-based  payments,  or  global  payments.  However,  it  implies  an  available 
enforcement  mechanism—usually,  regulation  of  provider  payments  and/or  premiums,  and  the 
ability of providers to manage patient queues. 

 
2. Intended effects 

 
A  global  budget  is  intended  to  limit  total  expenditure  for  health  care  services.  Its  primary 

purpose is to contain overall cost. It also may help in guiding the planning and allocation of overall 
scarce resources, for example, when tradeoffs are otherwise unclear in systems not relying on private 
markets  for  this  purpose.  This  was  the  aim  of  the  global  budget  caps  that  were  to  be  set  by  the 
National Health Board under the Clinton health-care reform plan in 1994.1  While the caps were not 
necessarily intended to be absolute, there could be no guarantee of additional funding if they were 
exceeded. 

 
3. Incentives to providers 

 
Global  budgets  (even  assuming  effective  enforcement)  provide  only  blunt  incentives  to 

providers. Institutional providers such as hospitals that receive a fixed budget of their own (with no 
assurance of rescue if they exceed the budget) have a clear incentive to manage to that budget. More 
targeted incentives, if any, depend on the means used to enforce the budget limit. Studying physician 
payment in Canada, Hurley et al. (1997) distinguish between “hard caps” (under which physicians 
are  financially  liable  for  all  expenditures  in  excess  of  the  cap)  and  “soft  caps”  (under  which 
physicians  and  payers  share  liability  for  the  excess).  They  note  that,  so  long  as  the  liability  is 
collective, individual physicians may have little incentive to restrain cost. 

 
4. Potential problems or drawbacks 

 
In  the  absence  of  countervailing  incentives,  providers  subject  to  a  fixed  budget  may  have 

incentives  to  limit  care  inappropriately,  or  to  “cherry  pick”  patients  with  lower  expected  cost  in 
order to protect their budgets. To our knowledge, however, this behavior has not been documented. 
If a budget constraint becomes binding, providers may also slow the pace at which procedures are 

 
 
 
 

1  Under the proposed plan, “managed competition” also was expected to restrain health care spending. 
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performed leading to longer waiting times for patients. Delays in receiving care have been a source 
of complaint in Canada and among U.S. veterans receiving care through the VA system. 

 
Global budgets are most readily implemented in single-payer systems such as those operating in 

Canadian provinces. Operating a global budget within a multi-payer system will require a means of 
monitoring spending trends for all payers with minimal lag time. At this point, no such monitoring 
system exists. 

 
Perhaps the strongest criticism is that global budgets are difficult to enforce and are inevitably 

subject  to  strong  political  pressure.  Experience  with  other  cost-containment  efforts  demonstrates 
that legislators can be expected to alter and expand targets intended to constrain spending (Poterba 
1994).  For  example,  in  every  year  since  2002,  Congress  has  intervened  to  prevent  the  cuts  to 
Medicare  physician  payments  that  otherwise  would  have  been  required  by  payment  policy  that 
Congress itself enacted in the Balanced Budget Act of 1997. 

 
5. Experience with implementation 

 
U.S. National Experience. The single largest global budget for health care services in the U.S. 

is that of the health-care system operated by the Department of Veterans Affairs. Each year, the 
system’s budget is limited by its appropriation in the U.S. budget. The Department allocates budgets 
to  local  VA  health  systems,  which  are  expected  to  operate  within  it.  However,  the  VA  is  able  to 
moderate  demand  if  necessary  by  altering  eligibility  standards,  an  option  not  available  in  most 
implementations of global budgeting (Congressional Budget Office 2008). 

 
While  not  a  formal  global  budget,  the  Medicare  physician  fee  schedule  contains  an  annual 

update factor based on Sustainable Growth Rate (SGR) targets. The fee-schedule update is reduced 
if actual Medicare physician expenditures exceed the SGR target and increased if expenditures fall 
short of the target. As noted just above, however, Congress has consistently overridden reductions 
in the update required by the payment formula. 

 
Other  Experience.  Between  1980  and  1988,  hospitals  in  Rochester,  New  York  voluntarily 

accepted  and  operated  under  individual  and  aggregate  caps  on  hospital  income  from  all  payers, 
including Medicare and Medicaid. The caps led to a substantial reduction in the hospital component 
in community health care costs, while the financial position of the hospitals improved relative to the 
mean for New York State as a whole (Griner 1994). Notably, the global budgets for hospitals did 
not  extend  to  physicians,  so  that  physicians  did  not  have  incentives  to  improve  efficiency  in  the 
same manner that hospitals did. The experiment ended with the termination of its Medicare waiver 
in 1988. The GAO noted Rochester’s success in containing health-care cost during the 1980s, but 
did not ascribe this success solely to the global budget (GAO 1993). 

 
Experience in Other Countries. Canada and most Western European countries have some 

form of top-down budgeting for health care. In Canada, the health-care delivery system is private, as 
in the U.S. Each provincial government acts as single payer for hospital and physician care provided 
within it. Provinces allocate annual budgets to each hospital and to negotiate physician fee schedules 
with medical associations. Some provinces have enforced caps on physician payment by requiring all 
physicians to contribute to repaying any excess of payments over the cap (Emery et al. 1999). 
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In the United Kingdom, the budget for the National Health Service (NHS) accounts for most 
health spending, but some private providers operate outside the NHS. Expenditures are therefore 
not fully limited by a budget in the same manner as in Canada. 

 
6. Impact 

 
Because the effect of global budget caps on health care spending and outcomes has not been 

studied, there is no general agreement about their impact. Nonetheless, comparison of outcomes in 
the U.S. and Canada is instructive because both  systems involve private provision of health care, 
with differing means of finance (combined private and public financing in the U.S. and single-payer 
financing with global budgets in Canada). 

 
A  natural  means  of  allocating  excess  demand  under  a  fixed  budget  is  to  increase  patients’ 

waiting time for care. Indeed the most common complaint about health care in Canada is the long 
waiting lists for many procedures. A recent study noted that Canadians were substantially more likely 
to wait more than one month for non-emergency surgery than similar patients in the U.S. (Canadian 
Institute for Health Information, 2006). 

 
Nevertheless,  Canada  performs  as  well  as  or  better  than  the  U.S.  on  standard  measures  of 

health  status.  Self-reported  health  status  is  about  the  same  in  the  two  countries,  and  Canadians’ 
overall life expectancy is longer and infant mortality is lower. Yet during from 1992 to 2002, real 
health spending per capita grew at an annual rate of 2.2 percent in Canada and 3.3 percent in the 
U.S. (Anderson et al. 2005). 

 
7. Readings 

 
Altman, Stuart and Alan Cohen. “The Need for a National Global Budget.” Health Affairs, vol. 12, 

Supplement 1, 1993, pp. 194-203. 
 
Long,  Stephan  and  Susan  Marquis.  Toward  a  Global  Budget  for  the  U.S.  Health  System:  Implementation 

Issues and Information Needs, Rand Corporation, July 1994. 
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BENEFIT DESIGN STRATEGIES FOR COST CONTAINMENT, 
TRANSPARENCY, AND EFFICIENCY: 

EVIDENCE-BASED PURCHASING AND TIERED PROVIDER NETWORKS 
 
 
 

Section  44  of  Chapter  305  of  the  Acts  of  2008  charges  the  Special  Commission  with 
considering certain “payment methodologies and purchasing strategies.” Previous briefing materials 
have  focused  on  basic  and  complementary  payment  models.  This  briefing  document  describes 
selected benefit design strategies that, typically overlaid on fee-for-service payment, have been used 
in an effort to improve the quality and efficiency of care. 

 
In  the  U.S.,  large  purchasers—including  health  plans,  employers,  states,  and  the  federal 

government—use  benefit  design  to  affect  consumers’  health  care  purchasing  decisions.  Benefit 
design  elements  that  affect  consumer  decisions  include  covered  (versus  omitted)  services,  cost 
sharing (such as deductibles, coinsurance, and copayments) for covered services, and the provider 
network. When purchasers design health benefit packages, they attempt to balance affordability with 
design elements such as comprehensive benefits and low cost sharing that appeal to consumers but 
may  encourage  inefficient  use  of  care.  One  way  for  purchasers  to  improve  affordability  while 
maintaining  comprehensive  benefits  and  relatively  low  cost  sharing  is  to  steer  consumers  toward 
higher  quality  and  more  cost-effective  care.  Evidence-based  purchasing  and  tiered  provider  networks  are 
benefit design strategies intended to do this. 

 
Evidence-based purchasing is a benefit design strategy that seeks to apply the best available 

evidence  about  the  effectiveness  of  alternative  interventions.  One  well-known  application  of 
evidence-based  purchasing  is  the  Value-Based  Insurance  Design,  which  reduces  consumer  cost 
sharing for treatments or medications that have the highest demonstrated value. 

 
Tiered  provider  networks  are  a  benefit  design  strategy  that  reduces  cost  sharing  when 

consumers choose health care providers that are known to deliver more efficient and/or high-quality 
care. 

 
This briefing document describes how evidence-based purchasing and tiered provider networks 

can be incorporated in benefit design, experience  with  implementation,  evidence of effectiveness, 
and  potential  problems  and  drawbacks.  Note  that  both  strategies  have  limited  potential  for 
improving the efficiency of care: evidence-based purchasing is limited by the volume and relevance 
of  existing  clinical  and  cost-effectiveness  research, while provider tiering is limited by purchasers’ 
ability to discern variation in cost effectiveness among providers. 
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EVIDENCE-BASED PURCHASING 
 
1. Goals 

 
The goal of evidence-based purchasing (EBP) is to increase the effectiveness of health care for 

the  same  or  less  cost  (that  is,  to  increase  the  value  of  health  care),  using  benefit  design  to  steer 
consumer  decisions  toward  high-value  care.  EBP  attempts  to  apply  evidence  culled  from  clinical, 
cost-effectiveness, and comparative effectiveness research to design coverage for specific services, 
procedures,  pharmaceuticals,  and  technologies.1   With  respect  to  treatments  where  there  is  strong 
evidence of effectiveness, an EBP benefit design might cover only those treatments that are known 
to  be  effective  or  it  might  reduce  cost  sharing  specifically  for  those  treatments.  For  example,  an 
insurer  might  use  a  drug  formulary  that  excludes  less  effective  drugs  of  greater  or  similar  cost, 
compared with a more effective drug for the same diagnosis. 

 
EBP offers no direct incentives to providers. Instead, EPB gives consumers strong incentives 

to choose evidence-based services when obtaining care, with the objective of increasing the use of 
cost-effective services and technologies and reducing the use of services and technologies that are 
less  cost-effective.  Because  providers  have  strong  financial  incentives  to  deliver  covered  services, 
EBP may indirectly encourage providers to deliver more cost-effective care. 

 
2. Experience with implementation 

 
There is limited experience with EBP, in part due to practices in Medicare, the largest payer for 

health care services in the U.S. Because federal law prohibits Medicare from considering costs when 
making  decisions  regarding  covered  treatments,  the  program  has  made  very  limited  use  of 
information about relative clinical effectiveness. 

 
 
 
 

1  In the U.S., a number of federal government agencies and state consortia support or conduct the comparative 
effectiveness research on which EBP relies. For example: 

 

• The Department of Veterans Affairs (VA) has supported and conducted some of the most influential clinical trials 
over the past 30 years (Congressional Budget Office 2007). 

 

• AHRQ, an agency of the Department of Health and Human Services, is charged with improving the quality and 
effectiveness of health care in the U.S.  AHRQ has funded a number of evidence-based practice centers (EPCs) at 
universities  and  other  organizations  to  develop  evidence  reports  and  technology  assessments.  EPCs  focus  on 
clinical, social science/behavioral, economic, and issues that drive high cost, high volume, or relate to the Medicare 
and Medicaid populations. 

 

• The  National  Institutes  of  Health  (NIH)  performs  clinical  trials,  and  recently  received  substantially  increased 
federal  funding  for  comparative  effectiveness  research.  Research  on  comparative  effectiveness  is  limited  and 
currently does not extend to most services delivered in the U.S. (Congressional Budget Office 2007). Most of the 
literature  on  EBP  comes  from  other  countries,  which  typically  have  single  payer  systems.  In  these  countries,  a 
single agency conducts research and establishes evidence on comparative effectiveness. 

 

• The Medicaid Evidence-Based Decision Making Project (MED) is a consortium of state Medicaid agencies that 
uses clinical evidence to support benefit design and coverage decisions. 

 

• The Drug Effectiveness Review Project (DERP), a consortium of 15 states and two nonprofit organizations, has 
conducted systematic reviews of selected classes of drugs since 2003. Evidence-Based Practice Centers at Oregon 
Health  and  Science  University,  the  RAND  Corporation,  and  the  University  of  North  Carolina  conduct  DERP 
reviews. 

 

The recent economic stimulus legislation significantly increased Federal funding for comparative effectiveness research. 
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State Experience. The largest and longest-standing example of EBP in the U.S. is the Oregon 
Health  Plan,  which  famously  took  on  the  task  of  expanding  Medicaid  eligibility  while  controlling 
costs by covering treatments based on clinical effectiveness and “net benefit.” Evaluations of OHP’s 
early performance were generally favorable. By no longer covering services deemed ineffective or 
marginally  effective,  Oregon  extended  Medicaid  coverage  to  more  than  100,000  newly  eligible 
individuals  each  month  (on  average)  from  1994  to  1998.  In  turn,  expanded  Medicaid  enrollment 
helped  reduce  Oregon’s  rate  of  uninsured  from  18  percent  in  1992  to  11  percent  by  1996,  while 
avoiding any apparent negative consequences from rationing care in this way (Oberlander 2007).2

 

 
Since 2006, Washington State has graded Medicaid  services  based  on  the  quality  of  evidence 

supporting their effectiveness, using a four letter grading scheme to manage prior approval for all 
services.  Services  are  approved  it  randomized  controlled  trials  or  consistent  observational  studies 
have shown evidence of their effectiveness; services with less evidence of effectiveness are approved 
only  after  case-specific  review  (Bailit  2009;  Porter  2006).  More  recently,  a  number  of  states— 
including  Oregon  and  Washington—have  developed  collaborative  efforts  to  share  evidence  and 
inform Medicaid purchasing. 

 
Employer Experience.   Among  private  employers,  EBP  is  commonly  called  Value-Based 

Insurance Design (VBID). VBID programs increase cost sharing for services that are known to be 
less effective or similarly effective but more costly for patients with specific diagnoses. For example, 
a  VBID  program  might  reduce  copayments  for  higher-value  treatments  such  as  statins  and  beta- 
blockers for patients with coronary artery disease (Fendrick and Chernew 2006). 

 
However,  even  proponents  of  VBID  concede  some  problems  with  this  strategy  in  practice, 

including: 
 

   Over-use of services, related to lower out-of-pocket cost 
 

   The high cost of implementation and monitoring 
 

   Insufficient research on comparative effectiveness for most diagnoses and services 
 

   Low incidence of selected conditions and heterogeneity among patients 
 

   Potential for privacy violation and fraud, and legal and regulatory barriers 
 

   The opportunity and incentive for patients to choose plans that do not use VBID when 
VBID would constrain their choices. 

 
 

Nevertheless, VBID benefit designs are becoming more common. For example: 
 
 
 
 

2   Subsequent  efforts  to  further  expand  Medicaid  eligibility  and  impose  premiums  under  the  federal  Health 
Insurance Flexibility and Accountability (HIFA) initiative have foundered on the state’s faltering economy and revenues, 
together with changes in the state legislature that have reduced political support for Medicaid. OHP currently covers 
both fewer services and fewer people. State officials argue that federal inflexibility has prevented their prioritized list 
from working as intended, but even if federal regulators had allowed Oregon to move up its prioritized list of treatment- 
condition pairs, there would not have been sufficient funds to save the program in the state’s current economic and 
political environment (Oberlander 2007). 
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   Pitney Bowes has reduced copayments for all users of drugs commonly prescribed for 
diabetes, asthma, and hypertension. 

 

   ActiveHealth Management (a care management company and independent subsidiary of 
Aetna)  has  reduced  copayments  for  ACE  inhibitors  and  angiotensin-receptor  blockers 
(ARBs),  beta-blockers,  medications  for  glucose  control,  statins,  and  inhaled  steroids 
(used largely to treat asthma) (Chernew, Rosen, and Fendrick 2007). 

 

   The University of Michigan designed a benefit package for employees and dependents 
with  diabetes  that  focuses  on  minimizing  financial  barriers  to  access  for  important 
services. 

 

In  addition,  a  number  of  vendors  design  and/or  offer  VBID  plans.  For  example,  Hewitt 
Associates,  a  large  employee  benefits  consulting  firm,  designs  VBID  programs  for  clients 
(Chernew and Newhouse 2008). Aetna’s Health Savings Account (HSA) benefit defines services 
that are important for chronic disease patients as preventive care and therefore eligible for first- 
dollar coverage (Chernew, Rosen, and Fendrick 2007; Robinson 2005). 

 
Experience in Other Countries. A number of countries with single-payer systems use EBP. 

For  example,  in  the  United  Kingdom,  the  National  Institute  for  Health  and  Clinical  Excellence 
(NICE) provides evidence-based “guidance” to the Centre for Evidence-based Purchasing (CEP), a 
procurement arm of NHS (Moon, Smith, and Gustafson 2008; Institute of Medicine 2007).3

 

 
France,  Germany,  Australia,  and  Canada  also  have  agencies  similar  to  NICE,  although  their 

funding and structural arrangements vary. For example, the Australian government’s Department of 
Health  and  Ageing  has  a  number  of  agencies  that  regulate  and  evaluate  various  interventions;  its 
Medical  Services  Advisory  Committee  is  charged  with  ensuring  that  new  and  existing  medical 
procedures  are  supported  by  sound  evidence  of  clinical  and  cost  effectiveness.  In  France,  an 
independent  public  body—the  National  Authority  for  Health—provides  evidence  to  help  the 
government establish reimbursement rates for medical products and services (Institute of Medicine 
2007). 

 
3. Evidence of effectiveness 

 
While there is general agreement that EBP and comparative effectiveness research have great 

potential to improve health care purchasing decisions and the efficiency of health care delivery, the 
research literature includes no published evaluation of EBP impacts. 

 
 
 
 
 
 
 
 
 
 
 
 

 
3  Fully funded by the British government and administratively a unit of the National Health Service (NHS), NICE 

is  an  independent  agency  that  performs  research  on  the  clinical  effectiveness  and  cost-effectiveness  of  various 
procedures, pharmaceuticals, and technologies. 
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4. Potential problems and drawbacks 

 
The  U.S  has  no  central  clearinghouse  for  comparative  effectiveness  research  and  no  single 

authoritative  source  of  information  on  the  effectiveness  of  treatments  in  specific  clinical  areas. 
Instead, EBP draws on the research literature developed under various agencies and efforts, both 
past and present. This situation presents a number of problems: 

 
• Most  research  does  not  compare  treatments.  Most  of  research  literature  attempts  to 

establish  evidence  of  any  clinical  effectiveness  or  addresses  patient  safety.  Rarely  does  it 
consider the relative effectiveness of alternative treatments. 

 

• It  is  difficult  for  research to keep pace with innovation.  Keeping  pace  with  the  rapid 
development  and  refinement  of  medical  technologies  poses  an  important  challenge  for 
medical  effectiveness  research.  The  evidence  base  for  particular  procedures,  drugs,  or 
services is sometimes established only after other treatments have already replaced them. 

 

• When  research  conflicts,  there  may  be  no  means  of  resolution.  Researchers  using 
different  methods  and  data  can  reach  different  conclusions.  When  findings  from  multiple 
research efforts conflict, ambiguity and inaction often result. 

 

• The  research  is  not  easily  accessible.  Even  when  strong  research  evidence  exists, 
purchasers may have difficulty finding it. 

 
• Applying   available   research   can   be   challenging.   Much   comparative   effectiveness 

research is highly specific and highly clinical. Consequently, for EBP systems attempting to 
provide consumers with access to services appropriate for their particular circumstance and 
condition, application can be challenging. 

 
There   is   broad   agreement   that   objectivity   and   credibility   in   conducting   and   reporting 

comparative  effectiveness  research  are  a  necessary  basis  for  it  to  be  more  widely  used  (Wilensky 
2006).   However,   opinions   differ   about   whether   responsibility   for   conducting   research   and 
establishing the evidence base should be vested in a single organization. Such an organization would 
face   considerable   public   pressure   and   scrutiny   in   conducting   its   activities,   and   balancing 
independence with avenues for stakeholder input would be complex.4

 

 
PROVIDER TIERING 

 
1. Goals 

 
Provider  tiering  models  use  benefit  design  to  encourage  enrollees  to  choose  physicians  and 

hospitals that score well on cost and quality measures (Draper et al. 2007; Fronstin 2003). In turn, by 
 
 

4 For example, during the mid-1990s, the Agency for Health Research and Quality (AHRQ) experienced a backlash 
from several quarters over its recommendations regarding the clinical effectiveness of spinal surgery. Subsequently, the 
controversy  over  AHRQ’s  findings  and  methods  led  to  proposals  for  its  elimination  (Congressional  Budget  Office 
2007). The recent addition of funds to the economic stimulus package for “comparative effectiveness analysis” also drew 
some  backlash.  See:  http://economix.blogs.nytimes.com/2009/03/13/cost-effectiveness-analysis-and-us-health-care/, 
accessed April 20, 2009. 
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encouraging  enrollees  to  select  high-performing  providers,  tiering  may  motivate  providers  to 
improve efficiency and quality in order to compete successfully for patients (Draper et al., 2007). 

 
Provider tiering offers consumers reduced cost sharing when they select providers in a higher 

performance   tier.   HMOs   usually   reduce   copayments   when   enrollees   select   high-performing 
providers, while PPOs may alter coinsurance arrangements—offering a lower coinsurance rate when 
the consumer selects a provider in the “core” (high-performing) tier and increasing the coinsurance 
rate when the consumer selects a provider in a lower performance tier. 

 
Each payer may use a different structure of tiers. For example, a plan using a two-tier structure 

might designate providers as (1) high-performing providers, or (2) other in-network providers; all 
other  providers  would  be  out-of-network  (Draper  et  al.  2007).  Moreover,  each  payer  may  use 
different criteria to tier providers. For example, to tier hospitals, health plans may use a variety of 
measures—including  unit  prices,  average  costs,  structural  hospital  characteristics,  and  quality 
indicators (Robinson 2003). Most plans that tier physicians do so only for specialist physicians, so as 
not to disrupt patient relationships with their primary care physicians. 

 
2. Experience with implementation 

 
The prevalence of provider tiering is not well understood. However, many plans throughout the 

country  appear  to  be  experimenting  with  provider  tiering.  In  Massachusetts,  there  are  several 
prominent examples: 

 
• The Group Insurance Commission (GIC) requires all contracted plans to classify high- 

performing  physician  networks  using  efficiency  measures  based  on  episode  groupers  and 
nearly   60   specified   quality   measures—including   Health   Plan   Employer   Data   and 
Information  Set  (HEDIS)  measures,  measures  based  on  AHRQ  research,  and  specialty 
society best practices (Draper et al. 2007, Lake et al. 2007, Alteras and Silow-Carroll 2007). 
Six health plans that provide coverage to state employees participate in this effort. 

 
• Blue  Shield  of  Massachusetts  launched  a  two-tier  product  in  2001  including  higher  co- 

payments at teaching hospitals (Mays et al. 2003). 
 

• Tufts Health Plan introduced its tiered option in 2002 to encourage enrollees to choose 
community hospitals when possible (Robinson 2003). Community facilities are assigned to 
the  “core”  tier,  and  all  other  facilities  are  assigned  to  the  “premium”  tier.  Subsequently, 
Tufts also has tiered physicians. 

 
Other states also offer examples of provider tiering: 

 

• Blue  Shield  of  California  (BSC)  introduced  hospital  tiering  in  2002  (Robinson  2003; 
Inglehart 2002). BSC designates tiers by comparing average costs across hospitals in regional 
and  teaching  status  groups.  Hospitals  that  exceed  the  average  costs  for  their  group  are 
assigned to the “affiliate” tier; other hospitals are assigned to the “choice” tier—with small 
differences  in  consumer  cost  sharing  between  the  two  tiers  (Robinson  2003).  BSC  also 
considers data on hospital quality when designating tiers, including publicly reported patient 
satisfaction (Mays et al. 2003). 

 
• Aetna of Seattle offers tiered network products that separate specialists into two tiers based 

on quality and episode measures of cost. The financial incentives to use providers in one tier 
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versus another are small (for example, a copayment differential of $10 to $20) (Lake et al. 
2007). 

 
• Blue  Cross  Blue  Shield  of  Texas  offers  a  high-performing  network  product.  A  website 

supports the product, including both public measures of provider performance and feedback 
reports to physicians. Enrollment in this product has been low (Lake et al. 2007). 

 
3. Evidence of effectiveness 

 

There is little objective evidence of the impact on service use, costs and  quality. Draper and 
colleagues (2007) found that employer adoption of the networks was limited, and enrollment was 
significant only when employers aggressively encouraged it. 

 
4. Potential problems and drawbacks 

 

As currently implemented, there are a number of problems associated with provider tiering: 
 

   No standard method exists for designating high-performing providers. Thus, one plan 
might classify a hospital or physician as high performing, while another might classify the 
same  provider  in  a  lower  performance  tier.  Furthermore,  many  of  these  performance 
designations  consider  only  efficiency  (based  on  cost  data),  and  do  not  attempt  to  balance 
cost and quality (Draper et al. 2007). 

 
   Small  differences  in  consumer  savings  between  tiers  may  not  change  behavior. 

Consumers who see little difference in cost sharing between performance tiers may not be 
motivated to select high-performing providers, perhaps particularly if they are relatively high 
users of care with established provider relationships. Moreover, if tiering affects only a small 
portion  of  a  providers’  total  revenue,  the  potential  loss  of  patients  may  be  too  small  to 
induce  any  change  in  practice.  Recent  case  studies  of  selected  tiering  efforts  indicate  that 
many physicians are unaware of their tier status for particular plans (Lake et al. 2007). 

 
   Geographic  access  to  high-performing  providers  can  affect  impact.  Some  enrollees 

may not have access to high-performing physicians and hospitals, especially in health plans 
that cover large geographic areas with dispersed provider networks. 

 
   Provider  tiering  might  disadvantage  academic  medical  centers  and/or  safety  net 

providers. These institutions provide large amounts of uncompensated care that state and 
local  governments  subsidize,  but  they  may  also  finance  uncompensated  care  with  cross- 
subsidies  from  private-  and  public-paying  patients.  Most  tiering  models  have  placed  these 
institutions in higher-cost tiers, discouraging consumers from using their services (Fronstin 
2003). 

 
   Tiering  programs  are  limited  by  the  current  state  of  performance  measurement. 

Current  measures  consist  of  recently  developed  efficiency  measures  and  a  limited  set  of 
quality measures that often emphasize the process of care over other areas of performance, 
such as outcomes of care or care coordination. 
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Statute Overview



Overview

� The Special Commission on the Health Care Payment 
System was created under Section 44 of Chapter 305 of 
the Acts of 2008.

� Goal:  Investigate reforming and restructuring the 
payment system to provide incentives for efficient and 
effective patient-centered care and to reduce variations 
in the quality and cost of care.



Membership of Commission

Ten-member Commission consisting of:

Ex-Officio Members:

� Secretary of Administration and Finance (co-chair) 

� Commissioner of the Division of Health Care Finance and Policy (co-chair)

� Executive Director of the Group Insurance Commission

Legislative Appointments:

� 1 person to be appointed by the Senate President

� 1 person to be appointed by the Speaker of the House

Gubernatorial Appointments:

� Massachusetts Association of Health Plans, Inc.

� Blue Cross and Blue Shield of Massachusetts, Inc.

� Massachusetts Hospital Association, Inc.

� Massachusetts Medical Society

� a health economist or expert in the area of payment methodology



Responsibilities

1. Examine payment methodologies and purchasing 
strategies, including, but not limited to alternatives to 
fee-for-service models;

2. Recommend a common transparent payment Recommend a common transparent payment 
methodology; and 

3. Recommend a plan for the implementation of the 
common payment methodology across all public and 
private payers in the Commonwealth, including a 
plan for MA to seek a waiver from federal Medicare 
rules to facilitate implementation.



Required Consultations
� In making its investigation, the Commission is required to consult with:

� Health Care Quality and Cost Council;

� Health care economists; and

� Other individuals or organizations with expertise in state and federal health care payment 
methodologies and reforms.

� Before a final vote on any recommendations, the Commission is required to consult with “a reasonable 
variety of parties likely to be affected by its recommendations, including, but not limited to”:variety of parties likely to be affected by its recommendations, including, but not limited to”:

� The Office of Medicaid;

� The Commonwealth Health Insurance Connector;

� The Massachusetts Council of Community Hospitals, Inc.; 

� The Massachusetts League of Community Health Centers, Inc.;

� 1 or more academic medical centers;

� 1 or more hospitals with a high proportion of public payors; 

� 1 or more Taft-Hartley plans;

� 1 or more self-insured plans with membership of more than 500;

� The Massachusetts Municipal Association, Inc.; and

� Organizations representing health care consumers



Other Considerations

1. A majority vote of the Commission is required before 
any action is considered “official.”

2. Commission meetings are subject to the Open 
Meeting Law.Meeting Law.

3. Ethics Laws

Nancy Savoie – (617) 988-3210 or nancy.savoie@state.ma.us
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Draft Principles 
for Health Care Payment Reform

� Fee-for-service payment rewards overuse of services and therefore is not a preferred model for 
most provider payments. 

� Payments should be adequate to cover the costs of efficient providers and ensure adequate 
access to care for consumers.

Provider payment systems should reward the delivery of efficient, high quality health care that 

Base assumption: Significant reform of the provider health care payment system is required 
to significantly slow the high rate of health care cost growth. 

� Provider payment systems should reward the delivery of efficient, high quality health care that 
aligns with evidence-based guidelines.

� The health care payment system should reinforce provision of the optimal level of care and 
care coordination across the spectrum of health care providers.

� Payments should minimize the risk to providers for events largely outside of their control and 
should neither reward nor penalize a provider for accepting one patient rather than another (no 
incentives to “cherry pick”). 

� Health care payments should be uniform for specific services, on a risk adjusted basis, 
regardless of payer, to the extent that this is financially feasible for government payers.

� The health care payment system should be organized in such a way as to minimize provider 
and payer administrative costs that do not add value.
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Payment Models Referenced in Statute

� Blended capitation rates

� Episodes-of-care payments

� Medical home models

� Global budgets

� Pay-for-performance programs

� Tiering of providers

� Evidence-based purchasing strategies
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Overview of Payment Models

Presentation to the Massachusetts Special Commission on the 
Health Care Payment System

February 13, 2009

Deborah Chollet, Ph.D.
Mathematica Policy Research, Inc.
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Introduction

� Basic payment models
– Fee for service
– Episode based payment
– Global payment– Global payment

� Asking more of basic payment models
– Pay for performance
– Medical homes

2



Thinking About Provider Payments

Service-level:
Fee for service

Episode-level:
Episode-based payment

(bundled payments or 
case rates)

Patient-level:
Global payment

(condition-specific 
or full)

Pay for performance
• Evidence-based care
• Efficiency or cost
• Patient satisfaction

Medical homes

3



Provider Incentives

� Constrain cost
– Risk of financial loss
– Providers assume greater risk as payment is 

bundled to the episode- or patient-level

� Improve quality and value
– Potential for financial gain
– Feasible capital and operating cost

4



Fee for Service

� Pays providers for individual services performed

� Charge based, cost based, or prospective

� Provider incentives� Provider incentives
– If prospective, no incentive to increase unit cost

But, incentives to:

– Increase volume of services
– Provide more costly mix of services
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Pay for Performance

� Usually built on fee for service or partial capitati on

� Increases payment for, variously:
– Delivering recommended processes of care
– Improvement in health outcomes

� Intended to improve quality/effectiveness and theref ore 
value, but incentives are limited
– Payments are typically low
– Different payers use different measures and benchmarks

� Unit cost, volume, and service mix incentives are bu ilt 
into the underlying payment system

6



Episode-Based Payment

� Prospective payment for a clinical episode of care

� Payment may be adjusted for severity or performance

� Early stages of development
– Geisinger’s ProvenCare system: CABG surgery– Geisinger’s ProvenCare system: CABG surgery
– Medicare demonstrations: cardiac and orthopedic
– PROMETHEUS planned pilot tests: diabetes, heart attack, 

orthopedic, other

� Limited provider risk: cost of care, not occurrence

� Incentive to constrain unit costs, volume, and servi ce mix
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Global Payments

� Fixed payment per patient per month, for some or all  
services 
– Partial:  Primary care and/or specialty services
– Full:  Primary, specialty, hospital, and other covered services

�� High provider risk, for cost and occurrence

� Strong incentives to constrain unit cost, volume, an d 
service mix

� May be adjusted for severity or performance
– BCBS of MA: Alternative Quality Contract

8



Medical Homes
� Focus on primary care, disease management, and care 

coordination

� Basic and advanced medical home models
– Care coordination plan developed with patient
– EMRs, E-Rx, performance reporting, care coordination system– EMRs, E-Rx, performance reporting, care coordination system

� Can be built on fee for service, episode, or global payment

� Intended to improve value, not necessarily reduce co st

� Unit cost, volume, and service mix incentives are bu ilt into 
the underlying payment system

9



Check List: Major Payment System Issues

� Access to care and patient selection

� Improvement in quality and effectiveness of care

� Cost and cost trends: unit cost, volume, service mix� Cost and cost trends: unit cost, volume, service mix

� Providers as risk-bearing entities: insurance regula tion of 
downstream risk

10
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Medical Home Payment Models 

February 13, 2009

Presented by Michael Bailit to the  Special 
Commission on Health Care Payment



What is the Medical Home Model?

� Origins: use of a central medical record to support 
children with special health care needs (AAP, 1967)

� Currently: transformation of primary care to a more 
efficient and effective model of health care delivery
– “Joint Principles” (2007): developed by the ACP, AAP, 

2
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– “Joint Principles” (2007): developed by the ACP, AAP, 
AAFP and AOA in response to a request by large national 
employers

– NCQA: recognition program for the “Patient-Centered 
Medical Home” (PCMH)



Why the Medical Home?

1. Primary care-oriented health systems generate lower 
cost, higher quality, fewer disparities (Starfield).

2. The Chronic Care Model – the chassis for much of the 
NCQA standards – has been heavily evaluated and 
found to improve quality.  There has been fewer 
evaluations of cost and utilization impact, but most 

3
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evaluations of cost and utilization impact, but most 
findings have been positive (Wagner, RAND).

3. Primary care supply is declining nationwide and 
shortages will extend without change.
� 2% of graduating medical students pursuing Internal Medicine 

intend to become primary care providers (JAMA, 2008)



Eight Distinguishing Characteristics

� Personal physician (clinician)
� Team-based care
� Proactive planned visits instead reactive, episodic 

care
� Tracking patients and their needed care using special 

software (patient registry)

4
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software (patient registry)
� Support for self-management of chronic conditions 

(e.g., asthma, diabetes, heart disease)
� Patient involvement in decision making
� Coordinated care across all settings
� Enhanced access (e.g., secure e-mail)



Setting the Context: National Trends

� There are medical home implementations, pilots and 
demonstrations under way or being planned in just about 
every state, including Massachusetts.

� All of these existing and emerging medical initiatives 
include payment reform as a core component.
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include payment reform as a core component.
� The Joint Principles call for “payment [that] appropriately 

recognizes the added value provided to patients who 
have a PCMH”, with additional specifications. 

� Most of the medical home initiatives across the U.S. do 
not strictly adhere to the Joint Principles’ specifications for 
payment.



Setting the Context: 
Why Payment Reform as Part of the Medical Home?

Two cited rationales for payment reform: 
1. infrastructure support: Several have modeled the 

costs to a practice to operate a medical home and 
have found that it requires additional resources in the 
practice setting, including PCP and other care team 
member time on traditionally non-billable activities, 
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member time on traditionally non-billable activities, 
care management, HIT, and space and equipment.

2. incentive alignment: Many believe that only changes 
to the payment system that motivate and support 
efficient and effective care and counter the FFS “gerbil 
wheel” incentive will generate practice transformation.



Eight PCMH Payment Models

1. Fee-for-Service (FFS) with discrete new codes 
2. FFS with higher payment levels 
3. FFS with lump sum payments
4. FFS with PMPM fee
5. FFS with PMPM fee and with P4P

7
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5. FFS with PMPM fee and with P4P
6. FFS with PMPY payment
7. FFS with lump sum payments, P4P and shared 

savings
8. Comprehensive payment with P4P



PCMH Payment Models

Model #1: FFS with new codes for PCMH
Case examples:
� BCBSMI: pays T-Codes for practice-based care 

management
� Horizon BCBS of NJ: pays for traditionally non-

8
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� Horizon BCBS of NJ: pays for traditionally non-
reimbursed care management services



PCMH Payment Models

Model #2: FFS with higher payment levels
Case examples:
� BCBSVT: pays enhanced rates to qualifying practices 

for office-based E&M, consultations, preventive 
medicine, and counseling codes

� BCBSMI: plans to pay 10% higher E&M code rates to 
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� BCBSMI: plans to pay 10% higher E&M code rates to 
qualifying practices beginning mid-2009



PCMH Payment Models

Model #3: FFS with lump sum payments
Case example:
� PA Chronic Care Initiative (SE Region): six 

participating insurers pay periodic lump sum 
payments to qualifying practices per clinician FTE 
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payments to qualifying practices per clinician FTE 
based on documented level of NCQA PPC-PCMH 
achievement – insurers include three Medicaid MCOs
– Other PA Regional Rollouts (SC, SW, NE) haven taken 

different approaches



PCMH Payment Models

Model #4: FFS with PMPM payment
Case examples (both Medicaid):
� Community Care of NC: FFS with PMPM payment to 

PCP and another PMPM payment to regional PCP 
networks for care management and pharmaceutical 
consultation
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consultation
� Connect Care Choice (RI): FFS with PMPM for 

enrolled chronically ill adults



PCMH Payment Models

Model #4: FFS with PMPM payment
Case examples (non-Medicaid):
� Vermont Blueprint: three insurers and state Medicaid 

pay FFS with sliding scale PMPM based on level of 
achievement against NCQA PPC-PCMH standards
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achievement against NCQA PPC-PCMH standards
� Rhode Island: PMPM payment with requirement of 

NCQA recognition
� Both VT and RI separately provide additional funding 

for care managers integrated with the primary care 
site, or provide the actual care managers



PCMH Payment Models

Model #5: FFS with PMPM fee and with P4P
� The model endorsed by the PCPCC.
� PMPM fee referred to as a “monthly care 

coordination payment”.
Case example:
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Case example:
� Emblem Health: FFS, PMPM care management 

payment, and P4P
� THINC RHIO: FFS with enhanced PMPM payment 

for PCMH structural measures and for performance 
on 10 HEDIS measures



PCMH Payment Models

Model #6: FFS with PMPY payment
� This is the Bridges to Excellence medical home model.
� Practices must be Level 2 certified for BTE’s Physician 

Office Link and any two of Diabetes, Cardiac Care and 
Spine Care Link programs.
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� Shared savings model: $250/pt split between physician 
and purchaser/payer, informed by BTE ROI analysis



PCMH Payment Models

Model #7: FFS with lump sum payment, P4P and 
shared savings

� Unlike other FFS models, practices need not meet 
any criteria to receive the lump sum payments.

� Practices that meet quality metrics can qualify for 
shared savings (50/50)

15
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shared savings (50/50)
� Formula adjusts for case mix 
Case example:
� Geisinger Health Plan (PA)



PCMH Payment Models

Model #8: Comprehensive Payment
� This is a risk-adjusted PMPM comprehensive payment 

covering all primary care services.
� Unlike traditional primary care capitation, the payments 

would support an investment in medical home systems 
to improve care.
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to improve care.
� 15-20% of annual payments would be performance-

based and paid as a bonus.
Case examples:
� Capital District Health Plan (NY) pilot started 1/09.
� MA Coalition for Primary Care Reform planning effort.



Payment Amounts

� Supplemental payments reflect both estimates of 
what the medical home might cost, and the 
availability of funds.

� Most current models typically range between $2.50 
PMPM and $5.50 PMPM in added spending, with a 
few higher.
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Medicare Medical Home Demonstration

� CMS is planning a medical home demonstration to begin 1/10.
� CMS plans to pay supplemental payments to NCQA-recognized 

practices using two tiers (NCQA modified Tier 2 and 3).
� CMS inflated recommended AMA/Specialty Society Relative Value 

Scale Update Committee (“the RUC”) payment rates. 
� The rates are made for patients with a broad set of conditions (85% 

of Medicare beneficiaries), risk-adjusted by Hierarchical Condition 
Category score (considers eligibility information and prior treatment 
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Category score (considers eligibility information and prior treatment 
of particular conditions). 

� Amounts: Tier 1: $27.12/$80.25 and Tier 2: $35.48/$100.35.  
Presumes 5% savings. Rates need to be OK’d by OMB. 

� Beneficiaries need to sign agreement for the practice to receive a 
payment.  

� Specialists can serve as medical homes.



Possible Paths for Massachusetts

1. Sponsor multi-payer demonstrations across the 
Commonwealth with participation of all major 
insurers and MassHealth, and of a diverse range of 
primary care practices.
� Rationale: The model is attractive, but its value has not yet 

been sufficiently demonstrated as a means to reduce costs.
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been sufficiently demonstrated as a means to reduce costs.

2. Implement medical home statewide with all primary 
care practices in a phase-in process.
1. Rationale: It is clear that the system needs to be rebalanced 

to better emphasize, support and reward primary care, and 
the existing evidence is adequate to support the investment.



Summary

� There are a few different payment models that have 
emerged so far.

� The models make a prospective investment with the 
assumption that savings will result.

� We don’t know what works best yet.
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� We don’t know what works best yet.
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The Rhode Island Chronic Care 
Sustainability Initiative (CSI-RI): 

Translating the Medical Home Translating the Medical Home 
Principles into a Payment Pilot

Christopher F. Koller
Office of the Health Insurance Commissioner

State of Rhode Island



Rhode Island Health Care Landscape
Purchasing:
• State Government is largest employer

• Few large, self-insured employers-market dominated by many 
small business purchasers

• Employer-based insurance coverage eroding

• Two large insurers – BCBSRI and United. Tufts new in market• Two large insurers – BCBSRI and United. Tufts new in market

• Medicaid – 19% of population. 15 years of Rite Care program. 



Office of Health Insurance 
Commissioner: Statutory Direction

- Created in 2004
- Direction:

- Consumer Protection and Financial Solvency 
(consistent with other insurance lines, enforced 
through RI DBR – co-located)

- Fair Treatment of Providers
- View Health Care System as whole and direct 

insurers towards policies that improve system access, 
affordability and quality.

- Tools:
- Contract and Rate Review, Exams, Hearings, etc. 



What is CSI Rhode Island?

A statewide, multi-stakeholder collaborative 
effort designed to:
– Align quality improvement goals and financial

incentives among Rhode Island’s health plans, 
purchasers and providers, in order to develop and purchasers and providers, in order to develop and 
support a sustainable model for the delivery of chronic 
illness care in primary care settings.  

– Enhance payment to primary care providers for the 
delivery of high quality chronic illness care and 
establishment of “Medical Home” based on external 
standards.



Where does this project fit into 
system affordability in RI?

- No explicit public strategy. “Can’t afford” MA 
path: get everybody in �take on costs

- RI Elements – HIT, Public Reporting, Wellness, 
Primary Care infrastructure, Medicaid Waiver

- Commercial Insurance (OHIC)- Commercial Insurance (OHIC)
- Vigorous rate factor review (annual): medical trend, 

administration costs and reserves/profit
- Increasing transparency and stakeholder education
- Affordability Standards for health plans:

- Increase primary care spend rate.
- Payment reform: promote medical home and EMR adoption.
- Inpatient  payment reform?



Genesis of Program: 
National and Local factors

• National 
– Work of many in resuscitating Primary Care. (Why do we pay worst to the 

only part of medical service associated with improved population health 
and lower costs???)

– Evidence of success in Chronic Care Model Medical Home and emerging 
standards

• State interest in primary care sustainability:• State interest in primary care sustainability:
– Governor’s initiative in “balanced healthcare”
– Medicaid interest in developing primary care infrastructure and reducing 

costs for chronic disease: PCCM model
– Health Insurance Regulation includes affordability focus

• Existing practice assistance infrastructure and chronic care 
improvement collaborative. History of multi-stakeholder collaboration 
in RI – “Line of site trust”

• Funding Opportunity: Center for Health Care Strategies’ “Regional 
Quality Initiative”



Why An All-Payer Initiative?

Make the numbers work for practices: enough 
dollars and patients and standard reqt’s

Investment in New Delivery Systems at the Investment in New Delivery Systems at the 
Practice Level (not Health plan or Provider)

Fundamental Changes in Care Delivery (The 
PCMH) Improved Quality, Reduced Costs, 

Stronger Primary Care
www.qualitypartnersri.org



Participants in CSI Rhode Island 
Payers (representing 67% of insured residents)

– Medicaid; all RI-based commercial payers (Blue Cross & Blue Shield of Rhode 
Island, Neighborhood Health Plan of Rhode Island, United HealthCare – New 
England)

Purchasers (including 70,000 self-insured residents)
– The two largest private sector employers (Care New England, Lifespan) Rhode 

Island Medicaid, State Employees - health benefits program, Rhode Island 
Business Group on HealthBusiness Group on Health

Providers
– Largest primary care provider organizations (including Community Health Centers 

and hospital based clinics), Rhode Island Medical Society, RI AAFP, RI ACP

State
– Office of the Health Insurance Commissioner, Department of Human Services, 

Department of Health, 

Technical Experts
– Department of Health; Quality Improvement Organization



CSI – the Commitments
Providers:

– Implement components of advanced medical home (NCQA PPC standards)
– Go through local chronic care collaborative (Wagner Model)
– Self measurement (structure and selected chronic conditions) and public reporting
– Patient engagement and education

Plans:
– Supplemental payment of $3 pmpm– Supplemental payment of $3 pmpm
– Pay costs of nurse care managers – allocated across sites
– Shared data and common measures for utilization measurement and feedback loop

Commemorate with contract – standard language 

Large self insured employers – pay for programs for their workers 

Two Year Pilot, starting 10/1/2008

Third Party Evaluation (Harvard School of Public Health)



How do you build an All-Payer Initiative?
Elements of the CSI RI Pilot

1. Common Practice Sites
– All payers will select the same core group of practice sites in 

which to administer their pilot. Requires common set of practice 
qualifications. 

2. Common Services
– All payers will agree to ask the pilot sites to implement the same 

set of new clinical services, drawn from the PCMH Principles.set of new clinical services, drawn from the PCMH Principles.
3. Common Conditions

– Pilot sites will not be asked by payers to focus improvement 
efforts on different chronic conditions

4. Common Measures
– All payers will agree to assess practices using the same 

measures, drawn from national measurement sets.
5. Consistent Payment

– Method and intent of incentive payments will be consistent across 
all payers



1. Common Practices
5 pilot practices

�25,000 “covered” lives
�28 physician FTE’s
�Private practices, University faculty practice, 

community health center
�All patients except FFS Medicare (high acuity �All patients except FFS Medicare (high acuity 

FFS Medicaid)

Training for participating practices and care 
management teams through RI Chronic Care 
Collaborative 

Duration – 2 years



2. Common Services:
• Sites commit to establish Medical Home. Use 

NCQA PPC standards. Require self audited 
progress to:
- Level 1, 9 months in
- Level 2, 18 months in- Level 2, 18 months in

• Sites agree to go through training in Chronic Care 
Model (existing program at state DOH and QIO)

• Sites agree to hire and use Nurse Care Manager



Care Management Activities:
CSI Nurse Care Manager 

• Located within practices: Provides services to ALL patients, 
regardless of payer

• Provided through cash payments from health plans

• Care Manager “college:” Collaboration of NCMs across sites and with 
Medicaid NCMsMedicaid NCMs

• Activities:
– Initial patient assessment and risk stratify severity of chronic illnesses
– Maintain registry/generate reports
– Gather and maintain educational information
– Education of patient on disease and treatment
– Monitor quality measures
– Access health plan resources



3. Common Conditions:  
Prevalence, Cost, Ability to Impact

1. Coronary artery disease

2. Diabetes mellitus

3. Depression 

- outcome measures for each, to be drawn 
from registries (not claims)



4. Common Measures:

1. Structural Measures: NCQA’s “Physician 
Practice Connections: (PPC – PCMH) Tool –
self assessment at beginning and end of pilot

2. Outcome measures: for 3 chronic conditions –2. Outcome measures: for 3 chronic conditions –
from practices

3. Cost and Utilization measures – ER, RX and 
inpatient admissions – from plans.



CSI-RI Evaluation – Overview
• Conducted by 3rd party: Harvard School of Public 

Health
• Funded by Commonwealth Fund
• Will look for:

�Evidence that �Evidence that 
� Organizations providing care adopt components of the patient-

centered medical home model
� Intervention has an impact on patients, including changes in care 

processes, outcomes and experiences of care
� Intervention is associated with changes in the cost of care

�Qualitative information on experience of PCMH adoption



5. Consistent Payment
Current FFS model remains in place

Monthly $3 pmpm fee to each practice for 
enhanced PCMH services, plus cash to support 
Care Managers

Plans and providers agree to attribution 
methodology 
(commercial: claims based - any one with last visit to site in 2 year 
time period and member at end of period)

No clinical performance incentives



CSI RI Approach to Negotiations
Be transparent. Share as much information as possible across 

stakeholders. Need a broker.

Put objective assessment of costs on the table (developed by 
CSI members based on local market conditions)

Compare to PMPM on table from United Health Care National 
ProjectProject

Focus on non-monetary benefits to providers (training, 
enhanced efficiency, etc.)

Balance consensus and use the hammer to call the question



UHC 
total annual $$

BCBSRI 
Commer

cial 
24month

BCBSRI 
RIteCare 

06/08

BCBSRI 
Medicar
e 06/08

BCBSR
I Total annual $$  06/08

Annual 
$$

grand 
total X 

$3PMPM 
X 12 

months

Nurse Care 
Manager 
Allocation 
(annual)

Coastal 
Medical - 
Greenville
** 3 805 10 66 871 $31,356 2321 8 445 2766 $99,576 0 $0 $130,932 $54,549
Family 
Health & 
Sports 
Medicine 3 798 70 63 861 $30,996 2209 70 208 2417 $87,012 0 $0 $118,008 $54,549
Governor 

United BCBSRI

United 
Commerci

al 
24month

United 
RIteCa

re 
06/08

Unite
d 

Medi
care

NHPRI  Practice 
Name

(all 
physicians 
combined)

PCP 
FTEs

# of Patients 

The Numbers: Who Gets What

Street 
Primary 
Care 
Center 6 1168 25 79 1247 $44,892 3829 30 721 4550 $163,800 61 $0 $208,692 $89,001
Hillside 
Family & 
Communit
y 
Medicine 6.5 1553 228 205 1986 $71,496 4748 127 242 4990 $179,640 1,316 $47,376 $298,512 $89,001
Thunderm
ist Health 
Center - 
Woonsock
et 9 335 464 35 834 $30,024 470 95 211 681 $24,516 2,083 $74,988 $129,528 $30,000

TOTAL = 27.5 4659 692 448 5799 $208,764 13577 0 1827 15404 $554,544 3,399 $122,364 $885,672 $330,000
797 330 61

*  Ritecare Counts that did not reach 200 Members
for a Physician Group were excluded per
data gathering requirements.

 

24 months of claims data (1/ 1/06 to 12/31/07) using the agreed to attribution methodology for
commercial products to determine unique patients last seen by NPs and MD's in each practice. These
patients names were run against a 12/31/07 eligibility file

Cumulative of >$4 pmpm 

(overstated if members are 
undercounted)



Convening Stakeholders: Barriers
1. Large national payers have little incentive to participate in regional or 

state-level programs
2. Payers fear losing competitive advantage and not accustomed to 

collaborating with other plans
3. Anti-trust concerns
4. Medicaid and commercial plans often not aligned
5. Need Medicare!!!5. Need Medicare!!!
6. The PPO (how to count members) and FFS (how to count revenue) 

mindsets – both diametrically opposed to this work
7. Measuring outcomes – what does success look like?
8. ROI? Maybe but balance with JDI (Just Do It)
9. Planning and implementation:

1.Staff time
2. Getting private practices to do this non-reimbursed work
3. Death by a thousand unforeseen cuts

10. Trust trust trust



Convening Stakeholders: Opportunities

1. Government as  convener – the stick and the antitrust soother.
2. Engage major purchasers as advocates (at least initially)
3. Involve consumers as advocates (could be stronger)
4. Developing Physician leadership and collaboration. 
5. Educate stakeholders regarding need for delivery system-level reform
6. Increased awareness of conflict between medical home model and 

dominant PPO benefit plan models.dominant PPO benefit plan models.
7. Participate in national PCMH efforts
8. Greater alignment in PCP contracting beyond this project



This is transformative:
Focus on common goals

Reduce overall costs of care (part of larger strategy)
Improve quality and accessImprove quality and access

Strengthen primary care



Christopher Koller
ckoller@ohic.ri.gov

Project Management: 
Deidre S. Gifford, MD, MPH
Deidre_gifford@brown.eduDeidre_gifford@brown.edu
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Pay for Performance: 
Lessons from Experience

Presentation to the Massachusetts Special Commission on the 
Health Care Payment System

February 13, 2009

Suzanne Felt-Lisk 

Mathematica Policy Research, Inc.



� Pay:

– Type: returned withhold, bonus, enhanced payment of 
any form

– Amount: how much at stake (% of revenue; 
relationship to cost to improve)

– Frequency: annual, semi -annual, continuous

Pay for Performance: A Broad Concept

– Frequency: annual, semi -annual, continuous

� Performance:
– Measure types: quality - process, quality - outcome, 

efficiency, satisfaction, health IT
– Compared to what: absolute level, improvement, rank 

against peers
– Of whom: individuals, practice site, medical group, 

hospitals



P4P Programs by Targeted Provider, 2007

Source:  Med-Vantage, Inc. 2006-2007. Total 
Programs = 258



P4P Programs by Sponsor Type, 2006

Source:  Med-Vantage, Inc. 2006-2007. Total 
Sponsors = 139



� Health plans ����coalitions, purchasers as well

� Quality measures: HEDIS claims-based ����

HEDIS claims-based + lab

� PCP ���� PCP + specialty

Evolution of P4P 

� PCP ���� PCP + specialty

� Including efficiency and satisfaction measures

� Incorporating incentive for use of electronic 
health records

� More hospital programs

� Future – more need for risk-adjustment



� Marginal benefits, if any
– Rosenthal and Frank 2006 found six studies (of good 

quality) (most P4P is not evaluated well)
– Five involved narrowly targeted measures on 

individual physicians

Research on First Generation P4P

individual physicians
– Two had positive results
– Rosenthal et al. 2007 noted improvements typically 

occurred in at least 1 measure of quality
– Felt-Lisk et al. 2006 found only one of five Medicaid 

plans may have seen substantial effect from their P4P 
on the common measure studied

– Mass: Mehrotra et al. 2007 found practices w/P4P 
more likely to undertake improvement actions



� Widely Implemented for Physician Groups

– As early as 2004, 89% of Massachusetts physician 
groups had a P4P incentive in at least one commercial 
health plan contract

�

Massachusetts Physician P4P
(Mehrotra et al. 2007)

� In 2004, types of measures included:
– HEDIS measures: 89%
– Utilization measures: 66%
– Use of information technology: 52%
– Patient satisfaction surveys: 37%

� 56% reported incentives had moderate or 
significant impact on group



� Medium to large groups common
– Better ability to respond
– Incentives may be pooled across practice sites 

(depends on form of incentive)

Massachusetts Characteristics that May 
Favor Impact (Physicians)

� Synergy: other nonfinancial incentives exist, 
work in same direction
– Public reporting
– Tiering

� Data aggregation structure in place (groups)

� Energy around EHRs and interoperability



� Support general concept of P4P

� Often don't understand the specifics

� Case-to-case perspective—want all cases to fit

� Patient adherence issues - implications 

Physician Perspectives

� Patient adherence issues - implications 
– Kick out non-adherent patients?
– Pay more for achieving goals with the underserved?

� Data trust issues

� Actionability of measures important

� Frustrated by varying incentives across 
purchasers/plans



� Physician input into measure selection?

� Rollout – communication re incentives

� Feedback/communication with bonus

Implementation Decisions

� Allowing providers to correct underlying data

� Any supportive knowledge-based efforts—e.g. 
forum featuring how big winners did it? (but 
don't be taken by surprise)

� Any opportunity to align incentives across 
settings? Purchasers?



� Match terms of payment to desired outcomes

� Use a broad and balanced set of measures

� Anticipate physician reaction and work for 

Summary of Implementation
Lessons Learned 

� Anticipate physician reaction and work for 
trust

� Incentive size is important 

� Information infrastructure will influence 
effectiveness

� Physician engagement is critical



� P4P may best be used together with other 
means to achieve defined health goals 
– Other means may include public reporting, non-

financial incentives, tiering

� Don't forget the consumer/patient:

Closing Thoughts 

� Don't forget the consumer/patient:

– Monitor for unintended consequences

– While P4P focuses on achieving objectives, consider 
parallel rewards for effort (e.g. medical home 
concept)

� Continued improvement in use of EHRs should 
enhance providers' ability to respond
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Payment Models and Benefit Design

Presentation to the Massachusetts Special Commission on the 
Health Care Payment System

February 13, 2009

Deborah Chollet, Ph.D.
Mathematica Policy Research, Inc.
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Thinking About Benefit Design

Payment 

2

Delivery System Benefit DesignPayment 
approaches

Provider incentives Consumer incentives



Benefit Design Strategies:
Evidence-Based Purchasing

� Consumer-directed health plans
– Use high deductibles coupled with personal health 

spending accounts to increase consumer accountability 
for health care spendingfor health care spending

� Tiered networks 
– Group providers into tiers based on their costs or quality, 

and reward consumers with favorable prices for choosing 
providers in higher quality or lower cost tiers.

� Other options

3



Developing an Evidence Base

� AHRQ Evidence-Based Practice Centers
– 5-year contracts, since 1997
– Develop evidence reports and technology assessments on 

clinical, social science/behavioral, economic, and other health 
care organization and delivery issues

– High cost, high volume, Medicare/Medicaid– High cost, high volume, Medicare/Medicaid

� Managed care organization initiatives

� State initiatives
– Drug Effectiveness Review Project
– Health care technology assessment programs

� Veterans Administration
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Consumer-Directed Health Plans (CDHPs)

� Plans with greater cost sharing to engage consumers 
in health care decision-making that considers cost

� May be coupled with personal health accounts to help  
pay uninsured expenses pay uninsured expenses 
– Medical Savings Account (MSA)
– Health Savings Account (HSA)
– Health Reimbursement Account (HRA)

� May be coupled with consumer information about 
cost and quality of providers and treatment options

5



Implementation of CDHPs

� Low offer by employers, but increasing as premiums 
continue to rise

� Risk of service under-use
– Few employers that offer CDHPs sponsor or contribute to personal – Few employers that offer CDHPs sponsor or contribute to personal 

health accounts
– Only about half of personal health accounts have balances equal to 

the deductible

� Some plans focus on consumer information about quali ty 
and effectiveness, but most do not.
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Preliminary Evidence of Impact

� Available evidence suggests that:
– In practice, implementation usually lacks the consumer financing 

and information components of the model

– When a CDHP is offered as an option, take up is greater among – When a CDHP is offered as an option, take up is greater among 
higher-income and healthier employees, at least initially

– Insufficient evidence of cost saving

– Enrollee satisfaction is generally lower, possibly due to problems 
understanding risk

– Evidence that benefit design specifics matter, but no evidence yet 
about optimal design
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Tiered Networks

� System of consumer cost incentives, deploying 
available data on provider performance

� Intended to encourage consumers to choose high 
quality, cost-effective providers

� Assumes that consumers make better decisions about 
health care when they have access to good cost and 
quality information

� To date, tiered-network plans hold low market share

8



Basic Conditions for Effective Tiering

� Uses valid and accepted performance measures

� Ensures consumer understanding of incentives and qua lity 
measures, and access to high-quality providers

� Gives providers the information necessary to improve  
performance

9



Recent Developments: Standards

� "Patient Charter" for Physician Performance Measurem ent, 
Reporting and Tiering Programs (April 2008)

– Consumer-Purchaser Disclosure Project, a coalition of 
consumer employer, and labor organizations

– Commits insurers that use physician reporting programs to 
inform consumers, to

• Periodic independent review of physician reporting programs
• Abide by standard “Criteria for Physician Performance 

Measurement, Reporting and Tiering Programs”
• Full public disclosure of performance results against minimum 

standards and national benchmarks
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Recent Examples of Implementation

� GIC Select & Save plans (July 2008)
– Tiers primary care physicians and at least six core 

specialties: Cardiology, Endocrinology, Orthopedics, 
Rheumatology, Gastroenterology, and ObGyn

– Three tiers (excellent, good, standard), based on claims – Three tiers (excellent, good, standard), based on claims 
analysis

– GIC members pay a lower office visit copayment for 
higher-ranked Tier 1 and 2 physicians

– Endorses the Patient Charter

� BCBS of MA Network Blue options – tiered copays for 
network hospitals and physician group practices
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Evidence of Impact

� No research basis yet for understanding the 
effects of tiered networks or how they interact with 
other consumer-oriented strategies
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Other Benefit Design Options

� Incentives to use appropriate preventive care

� Reduced/no cost sharing for specific diagnoses where  
recommended care regime is proven cost effective

– Primary care services

– Prescription drugs

13



General Conclusions

� Payment models that focus on outcomes are likely 
to be more effective if consumer incentives are 
aligned to improve compliance

�� While Commission role is focused on payment, 
follow-on activities might usefully consider benefit 
design.

14
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The Health Care Cost Equation

VARIABLES CONTRIBUTING TO THE COST OF CARE

Cost

Person
= Cost

Process
x# Processes

ServiceEpisode 
of Care

xx
# Episodes

of Care
Condition

x# Conditions
Person

#/Type
Services
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of Care



The Health Care Cost Equation

VARIABLES CONTRIBUTING TO THE COST OF CARE

Cost

Person
= Cost

Process
x# Processes

ServiceEpisode 
of Care

xx
# Episodes

of Care
Condition

x# Conditions
Person

#/Type
Services
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of Care

Prices of
Providers,
Devices,
Drugs?

CABG vs.
Stent vs.
Medical
Mgmt?

Treatment
Protocol,
Type of 
Stent?

How many
heart attacks

do they
have?

How many
people have

heart
disease?

Cost of Treating Heart Disease



Fee for Service System
Result in Undesirable Effects…

Cost

Person
= Cost

Process
x# Processes

Service

#/Type
Services
Episode 
of Care

xx
# Episodes

of Care
Condition

x# Conditions
Person

- FEE FOR SERVICE -

VARIABLES FOR WHICH THE PROVIDER IS AT RISK
UNDER ALTERNATIVE PAYMENT SYSTEMS
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of Care
- FEE FOR SERVICE -

No Limit
on # of

Services

Not All
Services
Paid For

Not All
Processes
Provided



…Which Payers Try to Solve By
Layering on Controls & Incentives

Cost

Person
= Cost

Process
x# Processes

Service

#/Type
Services
Episode 
of Care

xx
# Episodes

of Care
Condition

x# Conditions
Person

- FEE FOR SERVICE -

VARIABLES FOR WHICH THE PROVIDER IS AT RISK
UNDER ALTERNATIVE PAYMENT SYSTEMS
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of Care
- FEE FOR SERVICE -

No Limit
on # of

Services

Not All
Services
Paid For

Not All
Processes
Provided

Utilization
Review

Pay for
Perfor-
mance



Cost

Person
= Cost

Process
x# Processes

Service

#/Type
Services
Episode 
of Care

xx
# Episodes

of Care
Condition

x# Conditions
Person

Traditional Capitation “Solves” the 
Problems of Fee for Service…

- FEE FOR SERVICE -

VARIABLES FOR WHICH THE PROVIDER IS AT RISK
UNDER ALTERNATIVE PAYMENT SYSTEMS
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of Care
- FEE FOR SERVICE -

------------------------TRADITIONAL  CAPITATION ----------------------

Services
Limited by

Total $

Any
Service
Included

Incentive
For Key

Processes



…But Goes too Far 
in the Opposite Direction

Cost

Person
= Cost

Process
x# Processes

Service

#/Type
Services
Episode 
of Care

xx
# Episodes

of Care
Condition

x# Conditions
Person

- FEE FOR SERVICE -

VARIABLES FOR WHICH THE PROVIDER IS AT RISK
UNDER ALTERNATIVE PAYMENT SYSTEMS
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of Care
- FEE FOR SERVICE -

Provider 
At Risk for 

Sicker Patients

Services
Limited by

Total $

Any
Service
Included

Incentive
For Key

Processes

------------------------TRADITIONAL  CAPITATION ----------------------

INSURANCE RISK

PERFORMANCE RISK



Cost

Person
= Cost

Process
x# Processes

Service

#/Type
Services
Episode 
of Care

xx
# Episodes

of Care
Condition

x# Conditions
Person

Middle Ground #1:
Episode of Care Payment

- FEE FOR SERVICE -

VARIABLES FOR WHICH THE PROVIDER IS AT RISK
UNDER ALTERNATIVE PAYMENT SYSTEMS
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of Care
- FEE FOR SERVICE -

-- EPISODE OF CARE PAYMENT --

INSURANCE RISK

PERFORMANCE RISK

For Acute Conditions
& Chronic Conditions:

Services
Limited by

Total $

Any
Service
Included

Incentive
For Key

Processes



Cost

Person
= Cost

Process
x# Processes

Service

#/Type
Services
Episode 
of Care

xx
# Episodes

of Care
Condition

x# Conditions
Person

Episode Payment Limits Cost 
Within Episodes, But Not #

- FEE FOR SERVICE -

VARIABLES FOR WHICH THE PROVIDER IS AT RISK
UNDER ALTERNATIVE PAYMENT SYSTEMS
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of Care
- FEE FOR SERVICE -

-- EPISODE OF CARE PAYMENT --

INSURANCE RISK

PERFORMANCE RISK

For Acute Conditions
& Chronic Conditions:

Services
Limited by

Total $

Any
Service
Included

Incentive
For Key

Processes

No Limit
on # of

Episodes



Middle Ground #2:
Condition-Adjusted Capitation

VARIABLES FOR WHICH THE PROVIDER IS AT RISK
UNDER ALTERNATIVE PAYMENT SYSTEMS

Cost

Person
= Cost

Process
x# Processes

Service

#/Type
Services
Episode 
of Care

xx
# Episodes

of Care
Condition

x# Conditions
Person

- FEE FOR SERVICE -
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of Care
- FEE FOR SERVICE -

-- EPISODE OF CARE PAYMENT --

------- CONDITION-ADJUSTED CAPITATION -----
OR RISK-ADJUSTED GLOBAL FEES

For Acute Conditions
& Chronic Conditions:

For Comprehensive &
& Preventive Care:

INSURANCE RISK

PERFORMANCE RISK



Episode Payment Applicable
To Different Kinds of Conditions

Cost

Process
x# Processes

Service

#/Type
Services
Episode 
of Care

xx
# Episodes

of Care
Minor Acute
Condition

EPISODE PAYMENTS
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Cost

Person
=Σ

Cost

Process
x# Processes

Service

#/Type
Services
Episode 
of Care

xx
# Episodes

of Care
Major Acute
Condition

Cost

Process
x# Processes

Service

#/Type
Services
Episode 
of Care

xx
# Episodes

of Care
Chronic

Condition



Definition of “Episode” Differs
For Different Types of Conditions

# Episodes
of Care

Minor Acute
Condition

Episode:Resolution of the Minor
Acute Condition
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Cost

Person
=Σ

# Episodes
of Care

Major Acute
Condition

# Episodes
of Care
Chronic

Condition

Episode:Resolution of the Major
Acute Condition 
OR 
a “typical” window of time

Episode:Resolution of Exacerbation
OR 
an arbitrary period of time
(e.g., a year)



Defining an Episode Payment

Length of Time
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Providers
and
Services



Defining a 
Major Acute Episode Payment

Pre-Admission Hospitalization Post-Acute Care

Readmission

Length of Time
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Providers
and
Services



Defining a 
Major Acute Episode Payment

PHYSICIANS

Pre-Admission Hospitalization Post-Acute Care

Readmission

Length of Time
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DEVICES/
EQUIPMENT

DRUGS

FACILITY

NON-MD
STAFF

Providers
and
Services



Providers and Services Involved
in a Complete Episode of Care

PCP

Surgeon
PHYSICIANS

PCP PCP PCP

Surgeon Surgeon Surgeon

Pre-Admission Hospitalization Post-Acute Care

Readmission
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DEVICES/
EQUIPMENT

DRUGS

FACILITY

NON-MD
STAFF

Other Specialist Other Specialist

Home Care

PCP Care Mgr

Hospital
Staff

Hospital
Staff

Hospital HospitalRehab Facility

Long-Term Care

Drugs Drugs DrugsDrugs

Imaging Imaging Imaging Imaging
Implants, etc.



Services Currently Paid on an
Episode/Case Rate Basis

PCP

Surgeon
PHYSICIANS

PCP PCP PCP

Surgeon Surgeon Surgeon

Pre-Admission Hospitalization Post-Acute Care

Readmission
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DEVICES/
EQUIPMENT

DRUGS

FACILITY

NON-MD
STAFF

Other Specialist Other Specialist

Home Care

PCP Care Mgr

Hospital
Staff

Hospital
Staff

Hospital HospitalRehab Facility

Long-Term Care

Drugs Drugs DrugsDrugs

Imaging Imaging Imaging Imaging
Implants, etc.

DRG DRG



Including All Providers/Services
in a Bundled Episode

Pre-Admission Hospitalization Post-Acute Care

Readmission

PCP

Surgeon
PHYSICIANS

PCP PCP PCP

Surgeon Surgeon Surgeon
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DEVICES/
EQUIPMENT

DRUGS

FACILITY

NON-MD
STAFF

Other Specialist Other Specialist

Home Care

PCP Care Mgr

Hospital
Staff

Hospital
Staff

Hospital HospitalRehab Facility

Long-Term Care

Drugs Drugs DrugsDrugs

Imaging Imaging Imaging Imaging
Implants, etc.



Transition #1: Pay Case Rates to
All Physicians During Stay

PCP

Surgeon
PHYSICIANS

PCP PCP PCP

Surgeon Surgeon Surgeon

Pre-Admission Hospitalization Post-Acute Care

Readmission
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DEVICES/
EQUIPMENT

DRUGS

FACILITY

NON-MD
STAFF

Other Specialist Other Specialist

Home Care

PCP Care Mgr

Hospital
Staff

Hospital
Staff

Hospital HospitalRehab Facility

Long-Term Care

Drugs Drugs DrugsDrugs

Imaging Imaging Imaging Imaging
Implants, etc.

DRG DRG



Transition #2a: Including a 
Warranty in Each Case Rate 

PCP

Surgeon
PHYSICIANS

PCP PCP PCP

Surgeon Surgeon Surgeon

Pre-Admission Hospitalization Post-Acute Care

Readmission
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DEVICES/
EQUIPMENT

DRUGS

FACILITY

NON-MD
STAFF

Other Specialist Other Specialist

Home Care

PCP Care Mgr

Hospital
Staff

Hospital
Staff

Hospital HospitalRehab Facility

Long-Term Care

Drugs Drugs DrugsDrugs

Imaging Imaging Imaging Imaging
Implants, etc.

DRG DRG



Transition #2b: Bundling
Case Rates in Each Phase

PCP

Surgeon
PHYSICIANS

PCP PCP PCP

Surgeon Surgeon Surgeon

Pre-Admission Hospitalization Post-Acute Care

Readmission
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DEVICES/
EQUIPMENT

DRUGS

FACILITY

NON-MD
STAFF

Other Specialist Other Specialist

Home Care

PCP Care Mgr

Hospital
Staff

Hospital
Staff

Hospital HospitalRehab Facility

Long-Term Care

Drugs Drugs DrugsDrugs

Imaging Imaging Imaging Imaging
Implants, etc.

DRG DRG



Transition #3: Bundled 
Case Rates with Warranties

PCP

Surgeon
PHYSICIANS

PCP PCP PCP

Surgeon Surgeon Surgeon

Pre-Admission Hospitalization Post-Acute Care

Readmission
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DEVICES/
EQUIPMENT

DRUGS

FACILITY

NON-MD
STAFF

Other Specialist Other Specialist

Home Care

PCP Care Mgr

Hospital
Staff

Hospital
Staff

Hospital HospitalRehab Facility

Long-Term Care

Drugs Drugs DrugsDrugs

Imaging Imaging Imaging Imaging
Implants, etc.

DRG DRG



Transition #4: Combining 
Case Rates for All Phases

Pre-Admission Hospitalization Post-Acute Care

Readmission

PCP

Surgeon
PHYSICIANS

PCP PCP PCP

Surgeon Surgeon Surgeon
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DEVICES/
EQUIPMENT

DRUGS

FACILITY

NON-MD
STAFF

Other Specialist Other Specialist

Home Care

PCP Care Mgr

Hospital
Staff

Hospital
Staff

Hospital HospitalRehab Facility

Long-Term Care

Drugs Drugs DrugsDrugs

Imaging Imaging Imaging Imaging
Implants, etc.



Transitioning to a Comprehensive
Episode-of-Care Payment

1: Creating a Case Rate for Each Provider in Each Pha se of 
an Episode of Care
– e.g., paying each physician a single fee for a patient’s hospital stay

2a: Including a Warranty in Each Provider’s Case Rate
– e.g., including the cost of any related hospital readmissions in the 

hospital’s DRG payment
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2b: Bundling Case Rates for All Providers in a Particular 
Phase of an Episode of Care
– e.g., paying a single fee to both the hospital and physicians 

managing the hospital stay
3: Bundled Rates with Warranties

– e.g., paying a single fee to the hospital and physicians, covering 
the initial admission and readmissions

4: Combining the Case Rates for all Phases of an Episode
– e.g., paying a single fee for both inpatient and post-acute care



A Single Case Rate for All
or Different Rates by Severity?

• Severity adjustment is essential to episode payment
– FFS implicitly adjusts for patient severity/risk/complexity by paying 

more for patients who have more complex problems
– FFS doesn’t distinguish which patients have higher needs from those 

the provider overtreats
– Episode payment needs to make the distinction
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– Episode payment needs to make the distinction

• Are there severity adjustment systems?
– DRGs, MS-DRGs, APR-DRGs for hospital episodes, HHRGs for home 

care, CMS-HCC for Medicare Advantage, etc.
– Clinical category systems:

• e.g., 3M® Potentially Preventable Readmissions, Clinical Risk Groups

– Regression-based category systems:
• e.g, CMS Readmission measures in development for Hospital Compare
• e.g., PROMETHEUSTM system for Potentially Avoidable Complications



Chronic Conditions vs. 
Major Acute Conditions

• A hospitalization for a chronic disease exacerbation 
could be treated as an episode, and paid for in the 
same way as a hospitalization for an isolated acute 
episode
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• But because many hospitalizations for chronic 
disease can be prevented, it makes more sense to 
think of the “episode” for chronic disease as a fixed 
period of time, and to think of a hospitalization as an 
avoidable service during that period of time



Chronic Disease Episodes vs.
Major Acute Episodes

Pre-Admission Hospitalization Post-Acute Care

Readmission

30-90 Days

Major
Acute
Episode

Avoidable Cost
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Chronic 
Disease

Management

Hospitalization Hospitalization Hospitalization

Monitoring Medication Comm. Support

1 Year +

Chronic
Disease
Episode



How Do You Set the 
Price of an Episode?

Regulation Medicare/Congress 
establish DRG rates and 
RBRVS fee levels by fiat

Negotiation Health plans negotiate 
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Negotiation Health plans negotiate 
contract amounts with 
providers 

Competition Consumers get 
information and 
incentives to choose 
lower-cost, higher quality 
providers



Current Systems Don’t Encourage 
Use of Lower Cost Providers

Price/Cost 
of

Service

Difference 
in Price

Assume All Providers Have 
Equivalent Quality
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Lowest-Value
Providers

Highest-Value
Providers

Total
Provider

Price/
Cost

Total 
Provider 

Price/
Cost

Total
Provider

Price/
Cost

Consumer-Selected
Provider

Difference 
in Price



Consumers Don’t Know The Costs
And Don’t Feel the Differences

Consumer Total Cost

Total Cost

Difference 
in Cost

Price/Cost 
of

Service
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Lowest-Value
Provider

Highest-Value
Provider

Consumer 
Share 

Consumer 
Share 2

Consumer-Selected
Provider

Co-Pay or
Co-Insurance

Difference 
in Cost

Insurance
Share

Consumer 
Share 

Consumer 
Share 

Share 2

Total Cost

Total Cost

Insurance
Share

Insurance
Share



Solution: Have Consumers Pay 
All or Part of the “Last Dollar”

Share of
Difference

Consumer Total Cost

Total Cost

Price/Cost 
of

Service
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Lowest-Value
Provider

Highest-Value
Provider

Insurance
Share

Consumer 
Share 1

Consumer 
Share 2

Consumer-Selected
Provider

Difference
in Cost

From Highest
Value 

Provider

Co-Pay or
Co-Insurance

Difference 
in Cost

Insurance
Share

Consumer 
Share 1

Insurance
Share

Consumer 
Share 1

Share 2

Total Cost

Total Cost



Creating Competitive 
Marketplaces for Episodes

• Providers need ways to compete for consumers on value
• Some entrepreneurial efforts are emerging, e.g., Carol.com 

in Minneapolis/St. Paul that is providing a virtual 
“marketplace” for care choices with prices
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Is It All or Nothing?

• You don’t need to have payments for full episodes to 
achieve some of the benefits of episode payment
– DRGs moved hospital care from cost-based reimbursement 

(essentially an FFS structure) to episode payment, but only 
for a portion of the full episode & a subset of costs
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for a portion of the full episode & a subset of costs

• You don’t need to have everything paid on an 
episode basis; some types of episodes could be paid 
on an episode basis; others on a fee-for-service basis
– Surgeons and obstetricians are paid on a case rate 

(episode) basis, while other physicians are paid FFS



Defining the Goals for 
Creating Episode Payment

Goals

• Give providers flexibility 
to decide what services to 
offer beyond FFS codes

• Control over-utilization of 
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• Control over-utilization of 
services and/or providers
within an episode

• Coordinate provider 
decisions about care

• Facilitate consumer 
choice of lower-cost 
providers/services



Using Episode Payment to
Achieve the Goals

Goals

• Give providers flexibility 
to decide what services to 
offer beyond FFS codes

• Control over-utilization of 

Feature of Episode Pmt

• Pay a provider a fixed 
amount during their 
portion of an episode (#1)

• Pay a fixed rate for all  
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• Control over-utilization of 
services and/or providers
within an episode

• Coordinate provider 
decisions about care

• Facilitate consumer 
choice of lower-cost 
providers/services

• Pay a fixed rate for all  
services controlled by a 
provider (#2a, 2b, 4)

• Bundle payments for the 
providers together (#2b)

• Define a single price for 
an entire episode (#4) +
differential co-insurance



Other Approaches to
Achieve the Goals

Goals

• Give providers flexibility 
to decide what services to 
offer beyond FFS codes

• Control over-utilization of 

Alternative Pmt Models

• Authorize additional FFS 
codes or an “all other” fee
(e.g., “care management”) 

• Use P4P incentives based 
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• Control over-utilization of 
services and/or providers
within an episode

• Coordinate provider 
decisions about care

• Facilitate consumer 
choice of lower-cost 
providers/services

• Use P4P incentives based 
on retrospective episode 
profiling

• Facilitate gain-sharing 
arrangements

• Retrospective episode 
profiling of providers + 
differential co-insurance



Is It All or Nothing? (Part 2)

• You don’t need to have payments for full episodes to 
achieve some of the benefits of episode payment
– DRGs moved hospital care from cost-based reimbursement 

(essentially an FFS structure) to episode payment, but only 
for a portion of the full episode & a subset of costs
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for a portion of the full episode & a subset of costs

• You don’t need to have everything paid on an 
episode basis; some types of episodes could be paid 
on an episode basis; others on a fee-for-service basis
– E.g., surgeons and obstetricians are now paid on a case 

rate (episode) basis, while other physicians are paid FFS



Which Episodes to Focus On?

Goals

• Give providers flexibility 
to decide what services to 
offer beyond FFS codes

• Control over-utilization of 

Episodes to Focus On

• Where is current FFS 
structure a barrier?
(e.g., medical home)

• Where are services being 
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• Control over-utilization of 
services and/or providers
within an episode

• Coordinate provider 
decisions about care

• Facilitate consumer 
choice of lower-cost 
providers/services

• Where are services being 
over-utilized?
(e.g., readmissions)

• Where are inefficiencies 
and poor coordination?

• Where can consumers 
make cost-based choices?
(e.g., CABGs, valves)



Partial Episode Payment Requires 
Clinically Distinct Conditions/Svcs

EPISODE SEVERITY ADJUSTMENT

Heart Valve Replacement

Knee Replacement

Age Weight COPD Diabetes

Age Weight COPD Diabetes
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Partial Episode Payment Requires 
Clinically Distinct Conditions/Svcs

EPISODE SEVERITY ADJUSTMENT

Heart Valve Replacement

Knee Replacement

Age Weight COPD Diabetes

Age Weight COPD Diabetes
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Diabetes Age Weight



Partial Episode Payment Requires 
Clinically Distinct Conditions/Svcs

EPISODE SEVERITY ADJUSTMENT

Heart Valve Replacement

Knee Replacement

Age Weight COPD Diabetes

Age Weight COPD Diabetes
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Diabetes Age Weight COPD

COPD Age Weight Diabetes

Diabetes Age Weight



Partial Episode Payment Requires 
Clinically Distinct Conditions/Svcs

EPISODE SEVERITY ADJUSTMENT

Heart Valve Replacement

Knee Replacement

Age Weight COPD Diabetes

Age Weight COPD Diabetes
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Diabetes Age Weight COPD

COPD Age Weight Diabetes

Diabetes Age Weight

COPD + Diabetes Age Weight

OR



Episode Payments Transition to 
Global Fees in Chronic Disease
EPISODE SEVERITY ADJUSTMENT

Heart Valve Replacement

Knee Replacement

Age Weight COPD Diabetes

Age Weight COPD Diabetes
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Diabetes Age Weight COPD

COPD Age Weight Diabetes

Diabetes Age Weight

COPD + Diabetes Age Weight

Global Fee Age Weight COPD Diabetes

OR



Can Capitation/Global Fees
Co-Exist With Episode Payment?

Outpatient Care
Hospitalization Hospitalization Hospitalization

GLOBAL FEE

EPISODE PMT EPISODE PMT EPISODE PMT
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Outpatient Care
(Medical Home)

Monitoring Medication Comm. Support



Other Implementation Issues

• Who Gets the Episode Payment?
– Integrated systems: accept it and divide it themselves
– Joint ventures (e.g., Physician-Hospital Organizations --

PHOs) can be formed to accept it and divide it
– Or the payer could pay each provider directly according to 
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– Or the payer could pay each provider directly according to 
pre-determined rules (“virtual bundling”)

• Are Entirely New Billing/Payment Systems Needed?
– It’s possible to base episode payments on existing 

fee-for-service billing systems
– Can adjust fee levels or pay bonuses/withholds to reconcile 

total billings against prospectively defined payments
– May need new fee codes for currently unpaid services



Consumer Protection

PROBLEM: Episode payment theoretically gives the 
provider an incentive to provide fewer services 
or poorer quality care to a patient, since 
payment stays the same 
(e.g., are Caesarean section rates high because 
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(e.g., are Caesarean section rates high because 
obstetricians get global fees?)

SOLUTIONS:
– Report publicly on quality of care
– Ensure bad outcomes are included in the 

episode/bundle
– Add P4P-type quality incentives for things not 

captured in the episode/bundle



A Key Challenge: Gaining Support 
from a Critical Mass of Payers

PayerPayer Payer

Better         
Current
Payment
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Provider

Patient Patient Patient

Provider is only compensated for changed practices
for the subset of patients covered by participating payers

Better         
Payment   

System

Payment
System Current

Payment
System



Transition for Delivery System
As Well As Payment: Co-Evolution

Value-Driven
Coordinated Care IDEAL

“Supported”

Delivery
System
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Fee for Service Severity-Adjusted
Episode-Based or
Comprehensive

Payment

Payment
System

Volume-Driven
Fragmented 

Care
TODAY

Enhanced FFS
with Outcome

Incentives

TRANSITION

“Supported”
Accountable

Care 
Systems



Payment Reform Without Delivery 
Reform May Not Be Successful

Value-Driven
Coordinated Care IDEAL

“Supported”

Delivery
System
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Fee for Service Severity-Adjusted
Episode-Based or
Comprehensive

Payment

Payment
System

Volume-Driven
Fragmented 

Care
TODAY

Enhanced FFS
with Outcome

Incentives

“Supported”
Accountable

Care 
Systems

Failure Due to 
Lack of  Organizational
Capacity to  Manage 

Value-Driven Payment



Has It Ever Been Tried?
Yes, Over 20 Years Ago

• In 1987, an orthopedic surgeon in Lansing, Mich., collaborated with his 
principal hospital, Ingham Medical Center, to offer a fixed total price for 
surgical services for shoulder and knee problems. The price included a 
warranty for any subsequent services needed for a two-year period, 
including repeat visits, imaging, rehospitalization and additional surgery. 

• A study found that the payer paid 40 percent less than it would have 
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• A study found that the payer paid 40 percent less than it would have 
expected to pay otherwise, while the surgeon received over 80 percent 
more in payment than he would have otherwise expected. The savings for 
the payer were achieved by reducing unnecessary auxiliary services such 
as radiography and physical therapy, reducing the length of stay in the 
hospital and reducing complications and readmissions. 

• The hospital actually received 13 percent more in payment for the cases it 
cared for than it would have otherwise, but the number of hospitalizations 
decreased.



Has It Ever Been Tried?
Yes, by Medicare, and It Worked

• 1991 Participating Heart Bypass Center Demo
– Four hospitals in Ann Arbor, Atlanta, Boston, Columbus 

(later expanded to Houston, Indianapolis, Portland)
– Received a single payment covering both Part A (hospital) and Part B 

(physician) services for CABG; no outlier payments permitted
– Amount of combined payment was negotiated to be below current 
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– Amount of combined payment was negotiated to be below current 
payment levels (discounts: 10-37%)

– Hospital & physicians free to split combined payment

• Results: Payers, Providers, Patients All Benefited
– Physicians identified ways to reduce length of stay and unnecessary 

hospital costs
– Costs decreased by 2% -23% in nominal terms in 3 of 4 hospitals
– Post-discharge outpatient expenses decreased
– Patients preferred the single copay



Current Episode-of-Care 
Initiatives

• Medicare Acute Care Episode (ACE) Demonstration
– will pay a single amount to cover both hospital and physician services for 

cardiac and orthopedic surgeries
– patients receive share of savings through lower copays

• Geisinger ProvenCare SM

– “warranty” covers any follow-up care needed for avoidable complications 
within 90 days at no additional charge
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within 90 days at no additional charge
– Initially for coronary artery bypass graft surgery.  Expanding to hip 

replacement, cataract surgery, angioplasty, etc.
– provider defines the care process standards to be followed

• Prometheus Payment TM

– covers full episode of care and all providers
– deals with both integrated and non-integrated providers by providing default 

scheme for allocating payment
– estimates the appropriate payment amount based on historical costs and any 

guidelines for evidence-based care
– Pilot sites in Rockford, IL; Minneapolis, MN; Philadelphia



PROMETHEUS Estimates of 
Potentially Avoidable Complications
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Prometheus Payment, Inc.TM, All Rights Reserved



How Minnesota Is Phasing In
Episode Payment

• "Basket of care" means a collection of health care services 
that are paid separately under a fee-for-service system, but 
which are ordinarily combined by a provider in delivering a full 
diagnostic or treatment procedure to a patient

• By July 1, 2009, the commissioner of health shall establish 
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• By July 1, 2009, the commissioner of health shall establish 
uniform definitions for [a minimum of seven] baskets of care 
beginning with a minimum of seven baskets of care...In 
selecting [baskets], the commissioner shall consider the 
prevalence of the health conditions, the cost of treating the 
health conditions, and the potential for innovations to reduce 
cost and improve quality.

Minnesota S.F. No. 3780, 1st Engrossment - 2007-2008th Legislative Session (2007-2008)



Minnesota’s 2008 Law (Cont’d)

• Beginning January 1, 2010, health care providers may 
establish package prices for the baskets of care.  No health 
care provider ... that has established a package price for a 
basket of care ... shall vary the payment amount that it accepts 
as full payment for a health care service based upon the 
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as full payment for a health care service based upon the 
identity of the payer, upon a contractual relationship with a 
payer, upon the identity of the patient, or upon whether the 
patient has coverage through a group purchaser.

• The commissioner shall establish quality measurements for 
the defined baskets of care by December 31, 2009. Beginning 
July 1, 2010, the commissioner shall publish comparative 
price and quality information on the baskets of care in a 
manner that is easily accessible and understandable to the 
public.



Potential Implementation Strategy 
for Massachusetts

• Identify types of episodes with large volume of cases and 
large potential savings per case (e.g., high rates of 
readmissions, large variation in episode costs)

• Develop common definitions of the episodes and select a 
severity adjustment mechanism
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• Issue public reports on amount of potential savings from 
reducing unwanted care (e.g., readmissions) and issue reports 
to providers on where they fall in the distribution & why

• Provide technical assistance to providers in reducing 
unnecessary/unwanted care

• Develop or contract for overlay software that will group claims 
and reconcile payment

• Get multi-payer agreement to implement episode payment



For More Information:

Harold D. Miller
President & CEO, Network for Regional Healthcare Improvement

andand
Executive Director, Center for Healthcare Quality and Payment Reform

Miller.Harold@GMail.com
(412) 803-3650

www.NRHI.org
www.CHQPR.org
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Massachusetts Special Commission on the Massachusetts Special Commission on the 
Health Care Payment System

Glenn M. Hackbarth
Chairman, MedPAC
February 29, 2009



Medicare Payment Advisory 
Commission

� Non-partisan, Congressional advisory body
� 17 members, with 3-year terms
� Members chosen for expertise, not as 

“representatives”“representatives”
� March and June reports, plus “mandated” 

studies



Federal Fiscal Challenge

� Current “crisis” compounds “boomer” 
challenge

� Universal coverage would further increase 
fiscal pressurefiscal pressure

� Who is going to buy US bonds?  At what 
price?



Recurring MedPAC Themes

� Apply “market-like” pressure to Medicare's 
administered prices

� Improve pricing accuracy 
� Increase, and restructure, payment for � Increase, and restructure, payment for 

primary care
� Purchase larger “bundles” of services
� Pay for value, not just volume
� “Import” innovation through Medicare 

Advantage



Current Payment Methods...

� Reward more care, not better care
� Foster fragmentation of care, not 

coordination of care



Barriers to Improved System 
Performance

� “Cost Shifting”
� Delivery-system “silos”
� “Driving the Nitroglycerin Truck”



Medicare-Specific Barriers

� Medicare R&D is cumbersome 
� Payment reform requires complex and 

controversial legislation
� CMS has inadequate resources� CMS has inadequate resources



Over...Around...the Barriers

� Voluntary change is more palatable than 
mandates

� Offer multiple pathways given differing 
“readiness”“readiness”

� Reward providers choosing new payment 
methods 



Over...Around...Barriers (cont.)

� Apply $$$ pressure on providers clinging to 
old methods

� Balance “carrots and sticks” so that 
expenditures decrease, not increaseexpenditures decrease, not increase

� Provide space for private innovation 



Why Private Innovation?

� Medicare changes slowly, due to politics 
and resources

� Medicare cannot designate “efficient 
providers”providers”



MedPAC Priorities

� Increase, and alter, payment for primary 
care 

� Penalize excessive readmissions 
� Foster hospital/MD cooperation � Foster hospital/MD cooperation 

(“gainsharing”)
� Test payment for admission-based 

episodes
� Provide feedback to physicians on 

ambulatory episodes 



MedPAC Priorities (cont.)

� Refocus Medicare Advantage on efficient 
and effective care

� Assess “Accountable Care Organizations”



Questions

� Would all-payer work better?
� Would Medicare be receptive to an all-

payer experiment?
� Where is the “low-hanging fruit” in payment � Where is the “low-hanging fruit” in payment 

reform?
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Evidence-Based Purchasing

Presentation by Michael Bailit to the
Special Commission on Payment Reform,    
February 24, 2009



Evidence-Based Purchasing

� Specified in statute as a model to be 
considered by the Commission.

� It is not a payment model, but can work 
in support of a payment model to 

Evidence-Based Purchasing 2

in support of a payment model to 
reduce costs for unnecessary or less 
valuable services.



Evidence-Based Purchasing: 
The Context for Today’s Discussion

� Experts estimate that between 25% and 50%
of health care expenditures in the U.S. 
produce no benefit to the patient – and all too 
often create harm.
– “There is a massive amount of spending on things that really 

Evidence-Based Purchasing 3

– “There is a massive amount of spending on things that really 
don’t help patients, and even put them at greater risk.”

» Gerard Anderson, Johns Hopkins University

� Elliot Fisher and colleagues at Dartmouth 
have shown that in Medicare there is an 
inverse relationship between health care 
spending and health care quality.



Evidence-Based Purchasing is a Coverage Strategy 
That Derives From Evidence-Based Medicine

� “Evidence-based Medicine is a set of 
principles and methods intended to 
ensure that to the greatest extent 
possible, medical decisions, guidelines, 
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possible, medical decisions, guidelines, 
and other types of policies are based on 
and consistent with good evidence of 
effectiveness and benefit.”

» David Eddy. “Evidence-Based Medicine: A Unified 
Approach,” Health Affairs, January/February 2005.



Defining Evidence-Based Purchasing

� Evidence-Based Purchasing attempts to 
minimize misuse and overuse and 
decrease costs, by applying rigorous 
scientific evidence of effectiveness to 

Evidence-Based Purchasing 5

scientific evidence of effectiveness to 
coverage policy in a more 
comprehensive manner than has been 
traditional practice.



Defining Evidence-Based Purchasing

� It is not the case that states and health 
plans don’t use evidence at all today 
when deciding what to cover

but…

Evidence-Based Purchasing 6

but…
� It is the case that the application is not 

sufficient to prevent the high prevalence 
of overuse and misuse 



Current coverage policies are not always 
supported by evidence

� Vytorin and Zetia  “may not work and 
should be used only as a last resort.”  
“The drugs “racked up $5 billion in sales 
despite limited proof of benefit.”

» Alex Berenson, New York Times, April 2008
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» Alex Berenson, New York Times, April 2008

� “Popular Heart Test Questioned; Critics 
see CT risks, with profits trumping 
science”

» The Baltimore Sun, February 28, 2008



Barriers to using evidence

� Financial incentives
� Supply-induced demand
� Patient advocacy
� Professional mission

Evidence-Based Purchasing 8

� Professional mission
� Lack of information



Effectiveness Research in the U.S.

� AHRQ Evidence-Based Practice Centers
– 5-year contracts, since 1997
– Develop evidence reports and technology assessments on 

clinical, social science/behavioral, economic, and other 
health care organization and delivery issues

– High cost, high volume, Medicare and Medicaid

Evidence-Based Purchasing 9

– High cost, high volume, Medicare and Medicaid

� State initiatives
– Drug Effectiveness Review Project
– Medicaid Evidence-based Decision (MED) Project

� Health Care Technology Assessment Vendors
– ECRI, Hayes, BCBSA Technology Evaluation Center



2009 Economic Stimulus Package: 
Comparative Effectiveness
� 2009 economic stimulus package includes $1.1B 

in federal funding to investigate how different 
treatments compare in effectiveness. 

� Work will be directed by a 15-member council to 
coordinate research by federal agencies

� Lobbyists pressed to include language in the bill’s 
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� Lobbyists pressed to include language in the bill’s 
conference report saying Congress doesn’t 
intend for Medicare or other “public or private 
payers” to use the research to make coverage 
decisions.



Effectiveness Research in the U.S.

� Other countries already do comparative 
effectiveness research.

� In the UK the National Institute for Health and 
Clinical Effectiveness (NICE) evaluate the cost 
and effectiveness of treatments and guide 
coverage policy for England's National Health 
Service. It's been criticized for recommending 

Evidence-Based Purchasing 11

coverage policy for England's National Health 
Service. It's been criticized for recommending 
against the use of drugs for certain patients.

� Similar organizations exist in France, Denmark 
and Germany.

� The UK’s Cochrane Collaboration is a private 
effort, that serves a similar function but does not 
advise the government. 



How to apply effectiveness research?

� Coverage policy (five options):
– Exclude coverage of services of no value.
– Exclude coverage of services of low priority/low 

value (Oregon).
– Limit coverage of services to only those clinical 

applications were evidence of effectiveness exists.

Evidence-Based Purchasing 12

applications were evidence of effectiveness exists.
– Limit coverage to services that produce the 

highest value when considering both clinical 
effectiveness and cost.

– Limit coverage of services so that higher value 
options are attempted before lower value options.



How to apply effectiveness research?

� Benefit design:
– Value-Based Insurance (Benefit) 

Design: Vary cost-sharing to provide 
incentives for patients to use a) high value 
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services (e.g., medication for persons with 
heart disease), and/or b) providers with 
demonstrated superior effectiveness.



The Experience of Other States: Washington

� WA Department of Social and Health Services 
implemented evidence-based coverage by 
grading services based on the quality of the 
evidence supporting their effectiveness.

� Statutory requirement to apply an evidence-
based approach to coverage policy (WAC 388-

Evidence-Based Purchasing 14

based approach to coverage policy (WAC 388-
501-0165).  

� Evidence is categorized, with meta-analysis of 
multiple, well-designed controlled studies being 
the best possible evidence.  

� One of four grades is then assigned based on 
the assessed evidence (method from Hayes).



The Experience of Other States: Washington

� A = Randomized controlled clinical trials
� B = Consistent and well-done observational 

studies
� C = Inconsistent studies
� D = Studies show no evidence, raise safety 

Evidence-Based Purchasing 15

� D = Studies show no evidence, raise safety 
concerns, or no support by expert opinion

� WA generally approves “A” and “B” services for 
coverage.  “C” and “D” services are approved 
only upon special case-specific review.



The Experience of Other States: Washington

� Financial Impact – three examples:
– reduction in bariatric surgery spending 

from $970K in 2003 to $56K in 2006 (94% 
reduction)

– reduction in enteral nutrition spending 

Evidence-Based Purchasing 16

– reduction in enteral nutrition spending 
($10M savings)

– reduction in attention deficit disorder drug 
spending for children through required 
second opinions, resulting in a 3:1 ROI



General Conclusions

� Evidence is not used in purchasing to 
the extent that it could.

� There are real challenges to the 
application of evidence.

Evidence-Based Purchasing 17

� Evidence-based purchasing, as a 
coverage policy or benefit design 
strategy, can serve to complement 
payment reform.
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Overview of Global Payment

Presentation to the Massachusetts Special Commission on the 
Health Care Payment System

March 13, 2009

Deborah Chollet, Ph.D.
Mathematica Policy Research, Inc.
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What Are Global Payments?

Service-level:
Fee for service

Episode-level:
Episode-based payment

Patient-level:
Global payment

2

• Payment bundled at the patient level

• Payment per patient for all contracted services over the 
contract period

• Payment does not vary with the amount of services provided



Global Payments Put Providers At Risk

� For the occurrence of service need

� For the amount of services provided

� For the cost of services provided� For the cost of services provided

…although health plans have developed a 
number of ways to limit the risk they transfer 
to providers.

3



Intended Provider Incentives

� Contain costs by reducing use of unnecessary 
services

� Encourage efficient integration and coordination of 
health care serviceshealth care services

� Potentially improve quality via coordination of care 
because 
– Providers believe quality improvement is cost-effective, or
– In response to additional incentives (e.g., P4P)

4



Other Provider Incentives

� Avoid predictably high-cost patients

� Consolidate into larger organizations, in order to 

– Reduce the per-patient cost of care coordination, especially 
when contract covers services in multiple settingswhen contract covers services in multiple settings

– Manage provider risk by reducing the financial impact of 
unusually high-cost patients

5



Evidence of Impacts

� Research on short-term effects is inconclusive
– Coincides with the growth of managed care in the ‘80s and 

‘90s
– Different research questions, data, and methods 

� Long-term effects are unknown

� Anecdotal evidence that provider organizations could 
not integrate services across settings to control cost

6



NAIC Concerns About “Downstream Risk”

� Providers engaged in the business of insurance

� State oversight of insurance practices, reserves, and 
solvency

– What is the financial condition of medical groups under the 
contract? 

– Should states require financial disclosure by contracting 
providers? 

– Public financial disclosure? What impacts on providers’ 
ability to negotiate with payers?

7



Payer Methods to Reduce Provider Risk
� Risk adjustment – payment rate varied for patient characteristics

� Blended capitation – allows for local variation in cost and 
provider practices

� Stop loss – limits providers' potential loss per patient

� Reinsurance – reduces provider loss, but providers retain a 
percentage of cost

� Partial capitation – global payment only for more predictable 
service need and use (e.g., primary care)

� Risk corridors – limits providers' upside and downside risk

8



Complexities of Administration

� Methods of limiting provider risk are complex to 
develop and update.

� Incentives to maintain and improve quality and 
efficiency are complex to develop and administer.efficiency are complex to develop and administer.

– Blended capitation rates embed cost and practice targets.

– Overall payments may incorporate additional payments for 
performance.

9
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Alternative Quality Contract:

Addressing the Twin Goals of Improving Health Care 

Quality While Reducing Spending Growth

Patrick Gilligan

Senior Vice President, Health Care Services

Dana Gelb Safran

Senior Vice President, Health Care Services

Blue Cross Blue Shield of Massachusetts

13 March 2009



Transformation Vision: 2016

A health care system that provides safe, timely, 

effective, affordable, patient-centered care for 

2Blue Cross Blue Shield of Massachusetts

effective, affordable, patient-centered care for 

everyone in Massachusetts.



Cornerstones of the 

Alternative QUALITY Contract

• The Alternative QUALITY Contract model is composed of key 

components that are standard across provider entities

� Integration across the continuum of care

� Accountability for performance measures (ambulatory and inpatient)

� Global payment for all medical services (health status adjusted)

3Blue Cross Blue Shield of Massachusetts

� Global payment for all medical services (health status adjusted)

� Sustained partnerships (5 year contract)

This will lead to …

� New products differentiating Alternative QUALITY Contract  providers

� Member incentives to encourage healthy behaviors



Key components of the alternative contract model

Expanded Margin 

Opportunity

INITIAL GLOBAL 

PAYMENT LEVEL

Efficiency Opportunity

Inflation

Performance

Unique contract model:

• Physicians & hospital contracted together 

as a “system” – accountable for cost & 

quality across full care continuum 

• Long-term (5-years)

Controls cost growth:

• Global payment for care across the 

continuum

4Blue Cross Blue Shield of Massachusetts

Year 1 Year 2 Year 3 Year 4 Year 5

continuum

• Annual inflation tied to CPI

• Incentive to eliminate clinically wasteful 

care (“overuse”)

Improved quality, safety and outcomes:

• Robust performance measure set creates 

accountability for quality, safety and 

outcomes across continuum

• Substantial financial incentives for high 

performance (up to 10% upside)



All medical expenses including primary care, specialty care, hospital care, ancillary, 
behavioral health and pharmacy

Provider infrastructure costs associated with performing under the contract

What is covered by the global payment?

5Blue Cross Blue Shield of Massachusetts

Risk management
• Total or aggregate risk

• High cost claimants (specific stop loss)



Includes a significant upside potential based on a sophisticated set of measures that 

address patient safety, appropriateness of care and patient satisfaction

Initial payment level is derived from the historical experience of the provider group.

Payment is adjusted annually in line with inflation

How Is this Different from Capitation?

6Blue Cross Blue Shield of Massachusetts

Payment is adjusted annually in line with inflation

• Global payment is not reset annually

• Providers can retain margins derived from reduction of inefficiencies

Payment is health status adjusted to adequately consider changes in patient morbidity



Defining Performance Measures for the AQC

Overarching goal:  Measures should collectively advance care to the end-

state vision of safe, affordable, effective, patient-centered care

Clinical performance measures will include process, outcomes and patient 

care experiences; and will encompass inpatient and ambulatory care.

7Blue Cross Blue Shield of Massachusetts

AQC performance framework based on thresholds (“gates”) with the 

following attributes:
• High performance defined in absolute terms (rather than high relative to competitors or the 

market)

• Incentives structured to motivate both high performance and continued improvement

• Use of gates affords “transparency” to providers regarding full scope of BCBSMA 

performance priorities and expectations



Performance Measures For The AQC

Clinical process measures

o Acute MI

o Heart Failure care

o Pneumonia care

o Surgical care

Clinical outcomes measures

o Hospital-acquired infections

o Complications after major surgery (AMI, PE/DVT, 

Hospital Quality and SafetyHospital Quality and Safety Ambulatory Care QualityAmbulatory Care Quality

Clinical process measures

o Depression

o Diabetes

o Cardiovascular Disease

o Cancer Screening

o Pediatric: Appropriate Testing / Treatment

o Pediatric: Well Child Visits

8Blue Cross Blue Shield of Massachusetts

o Complications after major surgery (AMI, PE/DVT, 
Pneumonia)

o Obstetric trauma

Patient Care Experiences

o Communication quality: physicians

o Communication quality: nurses

o Responsiveness

o Discharge support/planning

Developmental Measures

o Measure # 1

o Measure # 2

o Pediatric: Well Child Visits

Clinical outcomes measures (triple-weighted)

o Diabetes (HbA1c, LDL-c and BP control)

o Hypertension (blood pressure control)

o Cardiovascular Disease (BP control, LDL-c control)

Patient Care Experiences

o Quality of clinical interactions

o Integration of care

o Access to care

Developmental Measures

o Measure # 1



Performance Achievement Model

Performance Payment Model
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Global Payment as A Tool for System Reform

“…Relative to other options, global payment has the greatest potential for 

encouraging shifts in health care resource use from low-value to high-

value services.  To counter the possibility of undertreatment, global 

payment should be implemented in the context of ongoing performance 

measurement and reporting.  Expanding global payment will also 

encourage provider to become more organized….”

10Blue Cross Blue Shield of Massachusetts

encourage provider to become more organized….”

“…There are obviously important challenges for global payment, including 

developing credible risk-adjustment mechanisms and finding provider 

systems willing to accept global risk.”

Source:  Mechanic RE, Altman SH.   Health Affairs 2009 



A P P E N D I X  D . 1 2  

G L O B A L  P A Y M E N T  C A S E  S T U D Y  
P A T I E N T  C H O I C E  H E A L T H  C A R E  P A Y M E N T  

M O D E L  
 

 



Massachusetts Special Commission
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� Background

� Done on behalf of BHCAG (Buyers Health Care Action Group)

� Went live in 1997, still operating

� Spun off into Patient Choice in 2001, sold to Medica in 2004

� Use market forces and a new approach to provider 

payment to force providers to compete by managing cost 

and improving quality

� Give consumers incentives and tools to migrate to better 

performing providers

� Do this without requiring a miracle

Copyright 2009 Ann Robinow
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�Capitation a non-starter, but wanted global 

payment incentives

�Needed external market discipline from 

consumers, otherwise providers just use clout to consumers, otherwise providers just use clout to 

maximize global payment amount (just like FFS)

�New approach to payment needed to:

� Make providers accountable for total population cost 

� Work with a variety of different provider structures

� Work with a variety of plan designs

� Minimize infrastructure needs and changes

Copyright 2009 Ann Robinow
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◦ DISCRETE CARE SYSTEMS--Providers organize into systems, 
measured on cost and quality

◦ PROVIDERS BID--Providers submit bids based on their 
expected total cost of care for like patient populations 
with the same benefit setwith the same benefit set

◦ TRANSPARENT INFORMATION ON CARE SYSTEM COST AND 
QUALITY

◦ CONSUMERS CHOOSE ON VALUE--Consumer premium and 
benefit incentives established to spur choice of better 
performing providers

◦ VARIABLE FFS PAYMENT—Global payment approach is cash 
flowed using claims and FFS. Reimbursement rates driven 
by total cost performance.

Copyright 2009 Ann Robinow
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◦ Providers organize into care systems 

� Primary care components unique to each organization

� Included small and large IPA, PHO, multi-spec, single specialty

◦ Providers self define their referral and hospital network

◦ Providers create their own brand and market position◦ Providers create their own brand and market position

� gatekeeper or open-access

� can focus on specific population or region

� set their own price, contract externally for many services

� providers control care decisions

� Data analyzed and distributed

� Patients attributed to care systems

� Data risk and catastrophic adjusted

� Provider cost of care analyzed, detailed results shared with providers

Copyright 2009 Ann Robinow
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◦ Patient Choice distributes easy to use bid model 

◦ Bid model pre-set with care system specific historic 
resource use for attributed patients

◦ Care systems input desired prices into bid model

◦ Providers can optionally add other withhold amounts to ◦ Providers can optionally add other withhold amounts to 
cover non-paid services, such as care management 

◦ Bid model uses provider submitted prices combined with 
historic resource use to calculate total cost of care

◦ Total cost of care is risk adjusted for illness burden of care 
system population compared to overall population

◦ Result is pmpm Claim Target

Copyright 2009 Ann Robinow
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◦ Care system Claim Targets are adjusted for care system 
performance on quality measures

◦ These adjusted Claim Targets are arrayed against each other

◦ Similar adjusted Claim Targets are placed into bands

◦ Quality and capabilities information collected and displayed

◦ Information provided to consumers

Copyright 2009 Ann Robinow
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Each circle is a Care Each circle is a Care Each circle is a Care Each circle is a Care 

SystemSystemSystemSystem

Providers within band Providers within band Providers within band Providers within band 

are presented at equal are presented at equal are presented at equal are presented at equal 

cost to consumercost to consumercost to consumercost to consumer

Copyright 2009 Ann Robinow
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Access to high cost Access to high cost Access to high cost Access to high cost 

providers requires providers requires providers requires providers requires 

more premium or more more premium or more more premium or more more premium or more 

cost sharing for cost sharing for cost sharing for cost sharing for 

consumersconsumersconsumersconsumers

Three bands is Three bands is Three bands is Three bands is 

arbitrary and done for arbitrary and done for arbitrary and done for arbitrary and done for 

administrative administrative administrative administrative 

simplification simplification simplification simplification 

purposes. More would purposes. More would purposes. More would purposes. More would 

be better.be better.be better.be better.



Copyright 2009 Ann Robinow
9



� Condition specific clinical 
performance
� Diabetes, Asthma. CAD, Prev. 

� Care management capabilities

� Outcomes (from MN Comm 
Measurement)

� Condition specific patient feedback

� Patient satisfaction and access

� Internet capabilities
� Appointments

� Billing

� Rx refills
� Condition specific patient feedback

� Customer service capabilities
� Extended hours

� Same day appointments

� 24 hour health advice

� EMR

� ERx

� Health Ed

� Rx refills

� Lab results

� Patient reminders and outreach

� Web physician visits

Copyright 2009 Ann Robinow
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◦ Consumer premiums or benefits are based on which 
band their chosen care system is in

◦ Quality and customer service information shared with 
consumers and providers

◦ Patients choose providers based on their values

◦ Patients seek care through their chosen providers

◦ Consumers can change care system at any time with 
notice.  For admin reasons most employers limited 
change to equal or downward cost group and held 
premium constant

Copyright 2008 Ann Robinow
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PATIENT CHOICE CARE SYSTEM :  % CHANGE IN MEMBERS ENROLLED IN BOTH YEARS
 2005 OVER 2004

Metro Care Systems, Fully Implemented Employers

20%

30%

2005 LOW COST TIER 2005 MEDIUM COST TIER 2005 HIGH COST TIER

HPI

NORTH
CLINIC

UMP
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MEMORIAL

HEALTHEAST
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MHN
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ACCESS

-20%

-10%
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10%

Green = Care System moved to low er cost tier from 2004 to 2005
Red = Care System moved to higher cost tier from 2004 to 2005
Blue = Care System stayed in same cost tier from 2004 to 2005

FHSM

Copyright 2009 Ann Robinow
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Providers bill as usual, reimbursed for services rendered

FFS payments based on fee levels submitted with bid

Reimbursement for non-traditional services are allowed--Can be billed with FFS 
claims or through withhold fund

Fee levels adjusted quarterly (or less often)Fee levels adjusted quarterly (or less often)

Actual risk adjusted provider total cost of care is compared to Claim Target

FUTURE fee levels are adjusted up or down based on performance
Performance better than predicted against claim target—fees are increased

Performance worse than predicted against claim target—fee decreased

NO retrospective payments or recoveries

Process is repeated each year

Providers submit new bid, new Claim Target established

Providers re-arrayed relative to one another

Consumers reconsider provider choices

Copyright 2009 Ann Robinow
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� Every service is reimbursed

� Providers do not receive a pool of dollars prospectively

� Providers do not distribute dollars, claim payer does

� Performance impacts FUTURE fee levels and presentation to 
consumer
Performance impacts FUTURE fee levels and presentation to 
consumer

� Providers cannot run out of dollars or pocket excess dollars 
(no retrospective reconciliation of funds)

� Avoiding sick patients is counterproductive

� Consolidating for higher payment is counterproductive 

� Performance evaluations are risk adjusted

� Can be used for self-funded employers with any benefit style

Copyright 2009 Ann Robinow
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CAPITATION PATIENT CHOICE FEE FOR SERVICE

CONSUMER  OUT OF 

POCKET COST

Same regardless of 

provider choice

Less cost for using 

better performing 

providers

Can’t tell provider 

cost in advance

PROVIDER CONTROL 

OF TOTAL COST

Manage resource use 

and price for services 

Manage resource use 

and prices across care 

Maximize fee levels 

and services OF TOTAL COST and price for services 

within capitation

and prices across care 

spectrum

and services 

DESIRABLE PATIENTS Avoid sick patients Attract sick patients Attract sick patients

PROVIDER CARE 

MANAGEMENT

Organize to optimize 

resources, manage 

care

Organize to optimize 

resources, manage 

care

Organize for

negotiating power, 

invest in high margin 

services

PROVIDER 

ORGANIZATION

Consolidate to 

increase negotiating 

power

“Right size” to 

optimize efficiency 

Consolidate to 

increase negotiating 

powerCopyright 2009 Ann Robinow
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Pricing, risk adjusted Pricing, risk adjusted 
efficiency and quality efficiency and quality 

drives cost to drives cost to 
consumerconsumer

Provider groups set prices, Provider groups set prices, 
manage patient care manage patient care 

Copyright 2008 Ann Robinow
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Response to consumer demand for value spurs providers to improve 
quality and manage total costs, leading to reduced cost trends 

All providers are All providers are 
available, employers available, employers 
don’t subsidize higher don’t subsidize higher 

cost providerscost providers

Consumers choose Consumers choose 
providers based on providers based on 

their values their values 



�Got providers to organize themselves into 

(mostly) discrete systems 

�Got providers to be accountable to global 

budgets (without bloodshed)

Got providers to feel accountable to their �Got providers to feel accountable to their 

patients v. health plan executives

�Allowed employees to continue to access 

higher cost systems but at a price

� Enabled cost conscious employees to lower 

their costs 

Copyright 2009 Ann Robinow
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�Achieved aligned incentives without 

capitation

�Worked within inflexible billing and claim �Worked within inflexible billing and claim 

systems

� Involved a hodgepodge of provider structures 

and sizes

�Confirmed previously unknown existence of 

the mythic “health care consumer” 

Copyright 2009 Ann Robinow
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�Critical mass of patients needed to drive 

substantive change especially in provider 

investment strategies

� Reluctance of employers to hold employees 

accountable for their choices

� Reluctance of employers to do anything 

different in a single market

� Resistance to change at every level

Copyright 2009 Ann Robinow
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� Change is really hard, but possible! 

� Providers can be accurately differentiated

� Lower prices don’t necessarily mean lower cost

� Consumers will respond to financial and quality 
variation

� Can build on FFS using existing claim system to drive 
appropriate resource use

� Smaller provider entities can participate if not 
subject to insurance risk

Copyright 2009 Ann Robinow
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� Data integrity crucial to process and buy-in

� Requires strong administrative capabilities

� Creates winners and losers, losers will undermine

� Need critical mass to drive provider investments, 
but can create savings just by leveraging variation

� Harder to explain and sell than standard products

Copyright 2009 Ann Robinow
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� National employers looking for all-at-once national solutions
� This requires local attention and provider interaction, can’t be dropped 

wholesale on entire country

� Easiest to implement in markets with some degree of physician 
organization, v. solo or very small practices

� Can be modified for smaller, less organized markets, set up more like � Can be modified for smaller, less organized markets, set up more like 
Patient Choice Insights

� Can bridge and combine with more granular approaches to 
reimbursement, eg episode payments such as Prometheus 

� Plans can (and should) create similar products

� May work best in a future individual, rather than group, market

� Market conditions creating renewed interest in this type of solution, 
eg legislation in Minnesota

Copyright 2009 Ann Robinow
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What is a Global Budget?

� Maximum total expenditure, by some or all 
payers

� Refers to a defined set of services� Refers to a defined set of services

� Intended to limit total expenditures for care

2



Experience with Global Budgets

� Government-structured insurance systems, e.g. 
Canada

� Examples in the U.S. relate to specific payers:� Examples in the U.S. relate to specific payers:
– Medicaid/SCHIP block grants
– VA services
– Medicare sustainable growth rate targets

3



Provider Incentives

� No direct incentives

� Incentives vary with "flow down" provider payment 
provisions

� In practice, experience suggests that global budgets:
– Reduce or slow delivery of services
– Create longer queues or waiting periods for services

4



Planning and Operating a Global Budget 
Implies…

� Regulation of provider payment and/or premiums

� Systems of monitoring and measuring cost in 
real timereal time

� Ability to manage patient queues, without 
adverse impacts on outcomes

� Sustained political will

5
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Insured Population by Type of Insurance
Excludes Medicare Enrollees

47% 46% 45% 43% 41%

38% 38% 38%
38% 39%

15% 15% 15%
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Fully-Insured Self-Insured MassHealth Commonwealth Care Individual Purchase

More than one-third of 
Massachusetts 
enrollees are covered 
by self-insured plans, 
which are regulated 
under federal ERISA 
law.

Approximately half of 
the private market are 
self-insured plans.

Notes: Based on reports filed by insurers to DHCFP. Does not include data from United Health Care. Percents may not sum to 100% due to rounding.
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Enrollment of MA residents by Insurance Plan
Excludes Medicare FFS and MassHealth FFS

7
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Connecticare

Great-West

Health Markets

Unicare (GIC)

Health New England

Aetna

Network Health

CIGNA

Neighborhood Health Plan

Fallon

Boston Medical Center HealthNet Plan

United

Non-MA BCBS

Tufts

Harvard Pilgrim

BCBS of MA
Blue Cross Blue Shield 
plans represent slightly 
more than 40% 
of the private market 
in Massachusetts. 

Notes: Based on reports filed by insurers to DHCFP. Data reflect enrollment data reported as of September 30, 2008 filed by insurers to DHCFP. Data are reported based on Massachusetts 
residency, not employer location. BCBS includes individuals enrolled in non-Massachusetts BCBS plans.  Enrollment by plan includes group and individual enrollment for fully- and self-
insured plans. 11,082 QSHIP individuals included in BCBS.  60,850 individuals from Health Plans Inc. subsidiary added to HPHC. 

Numbers in Thousands
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Private Payers: 
Percent of Contracted Providers Paid Via the Following Models

FFS
(no 

performance 
incentives)

FFS 
(w/ 

performance 
incentives)

Full Risk 
Global 
Budget

Partial Risk 
Global 

Budget (w/ 

risk corridors)

PCP 15% 68% 9% 8%

Specialists 31% 52% 10% 7%

Ancillary 99% 1% 0% 0%

Behavioral 86% 0% 14% 0%

Hospital 31% 67% 0% 2%

Note: The terms “Full Risk Global Budget” and “Partial Risk Global Budget” were not explicitly defined by Bailit Health Purchasing when the survey was administered, leaving it up to 
the individuals plans to self report the use of each payment model.  Plans surveyed include BMC HealthNet, Fallon CHP, Harvard Pilgrim Health Care, Neighborhood Health Plan, 
Network Health, Tufts Health Plan, United Healthcare and BCBSMA.
Source: Bailit Health Purchasing, survey of Massachusetts insurers completed in March 2009. Reported percentages are a weighted average of all payer self-reported numbers.
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Private Payers: 
Percent of Provider Payments Paid Via the Following Models

FFS
(no 

performance 
incentives)

FFS 
(w/ 

performance 
incentives)

Full Risk 
Global 
Budget

Partial Risk 
Global 

Budget (w/ 

risk corridors)

PCP 17% 64% 10% 9%

Specialists 31% 50% 10% 9%

Ancillary 99% 1% 0% 0%

Behavioral 90% 0% 10% 0%

Hospital 25% 74% 0% 1%

Note: The terms “Full Risk Global Budget” and “Partial Risk Global Budget” were not explicitly defined by Bailit Health Purchasing when the survey was administered, leaving it up to 
the individuals plans to self report the use of each payment model.  Plans surveyed include BMC HealthNet, Fallon CHP, Harvard Pilgrim Health Care, Neighborhood Health Plan, 
Network Health, Tufts Health Plan, United Healthcare and BCBSMA.
Source: Bailit Health Purchasing, survey of Massachusetts insurers completed in March 2009. Reported percentages are a weighted average of all payer self-reported numbers.
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Medicaid MCOs: 
Percent of Contracted Providers Paid Via the Following Models

FFS
(no 

performance 
incentives)

FFS 
(w/ 

performance 
incentives)

Full Risk 
Global 
Budget

Partial Risk 
Global 

Budget (w/ 

risk corridors)

PCP 88% 10% 0% 2%

Specialists 100% 0% 0% 0%

Ancillary 100% 0% 0% 0%

Behavioral 100% 0% 0% 0%

Hospital 99% 0% 0% 1%

Note: The terms “Full Risk Global Budget” and “Partial Risk Global Budget” were not explicitly defined by Bailit Health Purchasing when the survey was administered, leaving it up to 
the individuals plans to self report the use of each payment model.  Plans surveyed include BMC HealthNet, Fallon CHP, Harvard Pilgrim Health Care, Neighborhood Health Plan, 
Network Health, Tufts Health Plan, United Healthcare and BCBSMA.
Source: Bailit Health Purchasing, survey of Massachusetts insurers completed in March 2009. Reported percentages are a weighted average of all payer self-reported numbers.
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Medicaid MCOs: 
Percent of Provider Payments Paid Via the Following Models

FFS

FFS 
(w/ 

performance 
incentives)

Full Risk 
Global 
Budget

Partial Risk 
Global 

Budget (w/ 

risk corridors)

PCP 70% 19% 2% 9%

Specialists 100% 0% 0% 0%

Ancillary 100% 0% 0% 0%

Behavioral 100% 0% 0% 0%

Hospital 99.5% 0% 0% 0%

Note: The terms “Full Risk Global Budget” and “Partial Risk Global Budget” were not explicitly defined by Bailit Health Purchasing when the survey was administered, leaving it up to 
the individuals plans to self report the use of each payment model.  Plans surveyed include BMC HealthNet, Fallon CHP, Harvard Pilgrim Health Care, Neighborhood Health Plan, 
Network Health, Tufts Health Plan, United Healthcare and BCBSMA.
Source: Bailit Health Purchasing, survey of Massachusetts insurers completed in March 2009. Reported percentages are a weighted average of all payer self-reported numbers.
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Physician Data:
Number of Primary vs. Specialty Physicians

17,509

5,624 5,613

1,790
1,166

236
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18,000
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Specialty

Non-
Specialty
Pediatric

Pediatric &
Specialty

Pediatric &
Primary

Thirty-five percent of 
31,939 physicians 
registered in 
Massachusetts 
reported Adult Primary 
Care as their only 
specialty. 

Physician data includes 
all physicians 
registered in MA, not 
only those reporting a 
place of business in 
Massachusetts.  

A recent GAO study 
reported a national 
percentage of Primary 
Care Physicians of 
32%. 

Source: Board of Registration in Medicine, data on file as of March 2009. Data is self-reported by physicians. “Primary” includes
internal medicine, family medicine, general medicine, and preventive medicine. Many physicians reported multiple specialties. 
National statistics reviewed include US Government Accountability Office: Testimony Before the Senate Committee on Health, Education, Labor, and Pensions, U.S. Senate, Primary 
Care Professionals: Recent Supply Trends, Projections, and Valuation of Services, Feb. 2008 (GAO-08-472T) 
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Physician Data:
Number of Hospital Affiliations
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Slightly more than 
60% of the 31,939 
physicians registered 
in Massachusetts 
reported only one 
affiliation with a 
hospital.

Source: Board of Registration in Medicine, data on file as of March 2009. Data is self-reported by physicians.
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Physician Data:
Number of Physicians by Work Setting (as reported)

Physician Work Setting Count Percent

Hospital 11,622 44%

Private Office (Solo Practice) 5,839 22%

Partnership or Group Practice 4,369 17%

Clinic 1,919 7%

Educational Institution 1,087 4%

Government Facility 502 2%

Business Establishment 346 1%

Mental Health Center 189 1%

Other 376 1%

Total 26,249 100%

Source: Board of Registration in Medicine, data on file as of March 2009. Data is self-reported by physicians. 5,690 physicians reported no work setting.
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Physician Affiliations: 
Massachusetts Health Quality Partnership (MHQP) Master Physician Directory

MHQP collects data from the five largest health plans in Massachusetts to 
develop its “Master Physician Directory”.

• The Master Physician Directory includes 16,471 physicians
– 1/3 PCPs, 2/3 Specialists (1% hospitalists) 
– 2,245 physicians are affiliated with multiple practices

• There are 3,386 practices in 211 medical groups
– 1,852 (55%) network�affiliated practices (12,208 physicians*)
– 1,534 (45%) practices in independent medical groups (6,904 physicians*)

*Counts may exceed the 16,471 total, as physicians may work in multiple practices. “Network” defined as large entities that contract on behalf of multiple 
physicians groups, e.g., Partners Community Health Inc., Fallon Clinic, and Baycare Health Partners. “Group” defined as organizations of physicians that may be 
part of a Physician Network or fully independent. If independent, they may be a totally integrated group or may be composed of smaller practices that join 
together for a variety of purposes including administrative and contracting functions. A “Practice” is one or a group of physicians who practice together at a 
single location (i.e. same mailing address down to the Suite # level). 



Physician Practice Size
Massachusetts Health Quality Partnership (MHQP) Master Physician Directory
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Source: MHQP data as of 4/2/2009. A practice site is one or a group of physicians who practice together at a single location (i.e. same 
mailing address down to the Suite # level).

Approximately 38% of practices are comprised of at least three physicians.
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Physician Affiliations:
Blue Cross Blue Shield of Massachusetts Data

• BCBSMA notes that 57% of payments for physician 
services are made to 7 physician groups
– Partners
– Children’s
– Atrius
– Caritas
– Beth Israel Deaconess (BIDPO)
– UMass
– Baycare

• The primary care physicians in these groups represent 
50% of the primary care network

Massachusetts Division of Health Care Finance and Policy - 17



Hospitals: 
Payer Mix and 

Inpatient Services
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Acute Hospital Payer Mix:
Net Revenue by Payer

11.4%$1.98 BNon-Managed Care

Payer Net Revenue
% 

Statewide

Managed Care $6.15 B 35.4%

Medicare Non-Managed Care $4.67 B 26.9%

Medicare Managed $829.8 M 4.8%

Medicaid Non-Managed $1.35 B 7.8%

Medicaid Managed $849.2 M 4.9%

Other Government $356.5 M 2.1%

Commonwealth Care $119.5 M 0.7%

Self-Pay $882.3 M 5.1%

Workers Compensation $165.3 M 1.0%

Other $18.6 M 0.1%

Total $17.4 B 100.0%

Source: FY07 DHCFP-403 Cost Report for Acute Hospitals. Net patient service revenue from Schedule V-A. Includes inpatient and outpatient services.
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Top 25 Medical and Surgical DRGs (Acute Hospital Discharge Data)

by Cost

DRG Count Total Cost
% 

Statewide

430 PSYCHOSES 29,241 $296,365,012 3.6%

544
MAJOR JOINT REPLACEMENT OR 
REATTACHMENT OF LOWER EXTREMITY 19,805 $291,818,578 3.5%

541
ECMO OR TRACH W MV 96+HRS OR PDX EXC 
FACE, MOUTH & NECK W MAJ O.R. 1,320 $203,372,861 2.5%

373 VAGINAL DELIVERY W/O COMPLICATING 
DIAGNOSES 42,797 $202,649,794 2.4%

127 HEART FAILURE & SHOCK 21,686 $162,730,530 2.0%

371 CESAREAN SECTION W/O CC 19,338 $138,590,002 1.7%

89
SIMPLE PNEUMONIA & PLEURISY AGE >17 W 
CC 19,157 $136,723,956 1.7%

576 SEPTICEMIA W/O MV96+ HOURS AGE >17 8,198 $99,645,281 1.2%

316 RENAL FAILURE 11,503 $98,173,108 1.2%

88
CHRONIC OBSTRUCTIVE PULMONARY 
DISEASE 15,250 $96,887,917 1.2%

569
MAJOR SMALL & LARGE BOWEL PROCEDURES 
W CC W MAJOR GI DX 3,521 $96,786,159 1.2%

14
INTRACRANIAL HEMORRHAGE OR CEREBRAL 
INFARCTION 9,404 $92,395,604 1.1%

386
EXTREME IMMATURITY OR RESPIRATORY 
DISTRESS SYNDROME, NEONATE 1,055 $89,840,670 1.1%

110 MAJOR CARDIOVASCULAR PROCEDURES W CC 2,572 $87,565,499 1.1%

DRG Count Total Cost
% 

Statewide

542
TRACH W MV 96+HRS OR PDX EXC FACE, 
MOUTH & NECK W/O MAJ O.R. 976 $86,012,342 1.0%

75 MAJOR CHEST PROCEDURES 3,886 $84,799,704 1.0%

105
CARDIAC VALVE & OTH MAJOR 
CARDIOTHORACIC PROC W/O CARD CATH 1,852 $83,503,666 1.0%

182
ESOPHAGITIS, GASTROENT & MISC 
DIGEST DISORDERS AGE >17 W CC 14,298 $82,659,838 1.0%

174 G.I. HEMORRHAGE W CC 9,299 $79,226,713 1.0%

79 RESPIRATORY INFECTIONS & 
INFLAMMATIONS AGE >17 W CC

6,736 $78,164,351 0.9%

557
PERCUTANEOUS CARDIOVASCULAR PROC 
W DRUG-ELUTING STENT W MAJOR CV DX 3,752 $76,549,962 0.9%

462 REHABILITATION 6,297 $75,882,686 0.9%

565
RESPIRATORY SYSTEM DIAGNOSIS WITH 
VENTILATOR SUPPORT 96+ HOURS 1,773 $74,509,311 0.9%

555 PERCUTANEOUS CARDIOVASCULAR PROC 
W MAJOR CV DX 3,961 $70,340,055 0.9%

391 NORMAL NEWBORN 54,868 $69,972,544 0.8%

Subtotal 312,545 $2,955,166,141 35.7%

Other DRGs 536,745 $5,318,314,864 64.3%

Total 849,290 $8,273,481,005 100.0%

Source: DRG is Diagnostic Related Group.  DHCFP FY07 Inpatient Hospital Discharge Data; WebMD Health Services Group. Copyright WebMD Health Services 2009.CMS version 24 DRGs.
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Top 25 Medical and Surgical DRGs (Acute Hospital Discharge Data) 

by Volume

DRG Count Total
% 

Statewide

391 NORMAL NEWBORN 54,868 $69,972,544 6.5%

373
VAGINAL DELIVERY W/O COMPLICATING 
DIAGNOSES 42,797 $202,649,794 5.0%

430 PSYCHOSES 29,241 $296,365,012 3.4%

127 HEART FAILURE & SHOCK 21,686 $162,730,530 2.6%

544
MAJOR JOINT REPLACEMENT OR 
REATTACHMENT OF LOWER EXTREMITY 19,805 $291,818,578 2.3%

371 CESAREAN SECTION W/O CC 19,338 $138,590,002 2.3%

89
SIMPLE PNEUMONIA & PLEURISY AGE >17 
W CC 19,157 $136,723,956 2.3%

88
CHRONIC OBSTRUCTIVE PULMONARY 
DISEASE 15,250 $96,887,917 1.8%

390 NEONATE W OTHER SIGNIFICANT 
PROBLEMS 14,380 $28,049,998 1.7%

182
ESOPHAGITIS, GASTROENT & MISC DIGEST 
DISORDERS AGE >17 W CC 14,298 $82,659,838 1.7%

143 CHEST PAIN 12,527 $49,792,959 1.5%

316 RENAL FAILURE 11,503 $98,173,108 1.4%

296
NUTRITIONAL & MISC METABOLIC 
DISORDERS AGE >17 W CC 10,026 $59,779,868 1.2%

320
KIDNEY & URINARY TRACT INFECTIONS 
AGE >17 W CC 9,663 $60,076,588 1.1%

DRG Count Total Cost
% 

Statewide

14
INTRACRANIAL HEMORRHAGE OR 
CEREBRAL INFARCTION 9,404 $92,395,604 1.1%

174 G.I. HEMORRHAGE W CC 9,299 $79,226,713 1.1%

138
CARDIAC ARRHYTHMIA & 
CONDUCTION DISORDERS W CC 9,209 $54,764,156 1.1%

576
SEPTICEMIA W/O MV96+ HOURS AGE 
>17 8,198 $99,645,281 1.0%

277 CELLULITIS AGE >17 W CC 7,854 $48,339,260 0.9%

372 VAGINAL DELIVERY W COMPLICATING 
DIAGNOSES

7,163 $43,496,853 0.8%

183
ESOPHAGITIS, GASTROENT & MISC 
DIGEST DISORDERS AGE >17 W/O CC 7,106 $30,122,847 0.8%

359
UTERINE & ADNEXA PROC FOR NON-
MALIGNANCY W/O CC 6,852 $43,245,201 0.8%

79
RESPIRATORY INFECTIONS & 
INFLAMMATIONS AGE >17 W CC 6,736 $78,164,351 0.8%

462 REHABILITATION 6,297 $75,882,686 0.7%

141 SYNCOPE & COLLAPSE W CC 6,006 $30,573,179 0.7%

Sub-
total

378,663 $2,450,126,824 44.6%

Other 
DRGs 470,627 $5,823,354,181 55.4%

Total 849,290 $8,273,481,005 100.0%

Source: DRG is Diagnostic Related Group. DHCFP FY07 Hospital Inpatient Discharge Data; WebMD Health Services Group. Copyright WebMD Health Services 2009.CMS version 24 DRGs.
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Top 25 Surgical DRGs (Acute Hospital Discharge Data) 

by Cost

DRG Count Total
% 

Statewide

544
MAJOR JOINT REPLACEMENT OR 
REATTACHMENT OF LOWER EXTREMITY 19,805 $291,818,578 8.0%

541
ECMO OR TRACH W MV 96+HRS OR PDX 
EXC FACE, MOUTH & NECK W MAJ O.R. 1,320 $203,372,861 5.6%

569
MAJOR SMALL & LARGE BOWEL 
PROCEDURES W CC W MAJOR GI DX 3,521 $96,786,159 2.7%

110 MAJOR CARDIOVASCULAR PROCEDURES W 
CC 2,572 $87,565,499 2.4%

542
TRACH W MV 96+HRS OR PDX EXC FACE, 
MOUTH & NECK W/O MAJ O.R. 976 $86,012,342 2.4%

75 MAJOR CHEST PROCEDURES 3,886 $84,799,704 2.3%

105
CARDIAC VALVE & OTH MAJOR 
CARDIOTHORACIC PROC W/O CARD CATH 1,852 $83,503,666 2.3%

557
PERCUTANEOUS CARDIOVASCULAR PROC W 
DRUG-ELUTING STENT W MAJOR CV DX 3,752 $76,549,962 2.1%

555 PERCUTANEOUS CARDIOVASCULAR PROC W 
MAJOR CV DX 3,961 $70,340,055 1.9%

104
CARDIAC VALVE & OTH MAJOR 
CARDIOTHORACIC PROC W CARD CATH 1,068 $64,808,801 1.8%

210
HIP & FEMUR PROCEDURES EXCEPT MAJOR 
JOINT AGE >17 W CC 4,285 $64,624,318 1.8%

570
MAJOR SMALL & LARGE BOWEL 
PROCEDURES W CC W/O MAJOR GI DX 3,484 $63,725,619 1.8%

481 BONE MARROW TRANSPLANT 636 $62,106,621 1.7%

558
PERCUTANEOUS CARDIOVASCULAR PROC W 
DRUG-ELUTING STENT W/O MAJ CV DX 3,983 $62,099,987 1.7%

DRG Count Total Cost
% 

Statewide

515
CARDIAC DEFIBRILLATOR IMPLANT 
W/O CARDIAC CATH 1,577 $56,760,930 1.6%

554
OTHER VASCULAR PROCEDURES W CC 
W/O MAJOR CV DX 3,112 $53,803,102 1.5%

1 CRANIOTOMY AGE >17 W CC 1,815 $50,134,261 1.4%

578
INFECTIOUS & PARASITIC DISEASES W 
OR PROCEDURE 1,210 $46,042,908 1.3%

547
CORONARY BYPASS W CARDIAC CATH 
W MAJOR CV DX 999 $45,962,337 1.3%

359 UTERINE & ADNEXA PROC FOR NON-
MALIGNANCY W/O CC

6,852 $43,245,201 1.2%

288 O.R. PROCEDURES FOR OBESITY 3,675 $43,056,577 1.2%

552
OTHER PERMANENT CARDIAC 
PACEMAKER IMPLANT W/O MAJOR CV 
DX

2,435 $39,709,553 1.1%

108
OTHER CARDIOTHORACIC 
PROCEDURES 730 $39,084,614 1.1%

76
OTHER RESP SYSTEM O.R. 
PROCEDURES W CC 1,977 $37,624,686 1.0%

551
PERMANENT CARDIAC PACEMAKER 
IMPL W MAJ CV DX OR AICD LEAD OR 
GNRTR

1,529 $35,277,267 1.0%

Sub-
total

81,012 $1,888,815,605 52.0%

Other 
DRGs 115,616 $1,740,255,067 48.0%

Total 196,628 $3,629,070,672 100.0%

Source: DHCFP FY07 Hospital Inpatient Discharge Data; WebMD Health Services Group. Copyright WebMD Health Services 2009.CMS version 24 DRGs.
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DRG Count Total
% 

Statewide

544
MAJOR JOINT REPLACEMENT OR 
REATTACHMENT OF LOWER EXTREMITY 19,805 $291,818,578 10.1%

359
UTERINE & ADNEXA PROC FOR NON-
MALIGNANCY W/O CC 6,852 $43,245,201 3.5%

167
APPENDECTOMY W/O COMPLICATED 
PRINCIPAL DIAG W/O CC 4,528 $27,904,085 2.3%

210 HIP & FEMUR PROCEDURES EXCEPT MAJOR 
JOINT AGE >17 W CC 4,285 $64,624,318 2.2%

558
PERCUTANEOUS CARDIOVASCULAR PROC W 
DRUG-ELUTING STENT W/O MAJ CV DX 3,983 $62,099,987 2.0%

555
PERCUTANEOUS CARDIOVASCULAR PROC W 
MAJOR CV DX 3,961 $70,340,055 2.0%

75 MAJOR CHEST PROCEDURES 3,886 $84,799,704 2.0%

500
BACK & NECK PROCEDURES EXCEPT SPINAL 
FUSION W/O CC 3,828 $26,107,587 1.9%

557 PERCUTANEOUS CARDIOVASCULAR PROC W 
DRUG-ELUTING STENT W MAJOR CV DX 3,752 $76,549,962 1.9%

288 O.R. PROCEDURES FOR OBESITY 3,675 $43,056,577 1.9%

569
MAJOR SMALL & LARGE BOWEL 
PROCEDURES W CC W MAJOR GI DX 3,521 $96,786,159 1.8%

570
MAJOR SMALL & LARGE BOWEL 
PROCEDURES W CC W/O MAJOR GI DX 3,484 $63,725,619 1.8%

554
OTHER VASCULAR PROCEDURES W CC W/O 
MAJOR CV DX 3,112 $53,803,102 1.6%

358
UTERINE & ADNEXA PROC FOR NON-
MALIGNANCY W CC 2,707 $22,638,864 1.4%

DRG Count Total
% 

Statewide

219
LOWER EXTREM & HUMER PROC 
EXCEPT HIP,FOOT,FEMUR AGE >17 
W/O CC

2,617 $24,540,620 1.3%

110
MAJOR CARDIOVASCULAR 
PROCEDURES W CC 2,572 $87,565,499 1.3%

494 LAPAROSCOPIC CHOLECYSTECTOMY 
W/O C.D.E. W/O CC 2,493 $18,562,630 1.3%

493 LAPAROSCOPIC CHOLECYSTECTOMY 
W/O C.D.E. W CC 2,455 $29,337,278 1.2%

552
OTHER PERMANENT CARDIAC 
PACEMAKER IMPLANT W/O MAJOR CV 
DX

2,435 $39,709,553 1.2%

76 OTHER RESP SYSTEM O.R. 
PROCEDURES W CC

1,977 $37,624,686 1.0%

149
MAJOR SMALL & LARGE BOWEL 
PROCEDURES W/O CC 1,923 $22,389,114 1.0%

518
PERC CARDIO PROC W/O CORONARY 
ARTERY STENT OR AMI 1,871 $29,003,103 1.0%

105
CARDIAC VALVE & OTH MAJOR 
CARDIOTHORACIC PROC W/O CARD 
CATH

1,852 $83,503,666 0.9%

335
MAJOR MALE PELVIC PROCEDURES 
W/O CC 1,830 $15,917,840 0.9%

545
REVISION OF HIP OR KNEE 
REPLACEMENT 1,817 $34,898,002 0.9%

Sub-
total

95,221 $1,450,551,788 48.4%

Other 
DRGs 101,407 $2,178,518,884 51.6%

Total 196,628 $3,629,070,672 100.0%

Source: DHCFP FY07 HospitalInpatient Discharge Data; WebMD Health Services Group. Copyright WebMD Health Services 2009.CMS version 24 DRGs.

Top 25 Surgical DRGs (Acute Hospital Discharge Data)

by Volume
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Episodic Conditions
Inpatient Conditions Commonly Considered for Episode Payment

Condition
# of Inpatient 

Cases

% Statewide 
# of Inpatient 

Cases

Total 
Inpatient Cost

% Statewide 
Inpatient Cost

Heart Attack (AMI) 8,754 1.0% $83,981,324 1.0%

Chronic Obstructive Pulmonary 
Disease (COPD)

15,230 1.8% $96,679,262 1.2%

Coronary Artery Bypass Graft 
(CABG)

3,292 0.4% $124,245,202 1.5%

Heart Valve Replacement 2,552 0.3% $125,226,201 1.5%

Hip Replacement 8,518 1.0% $134,418,093 1.6%

Heart Failure 21,658 2.6% $162,311,699 2.0%

Knee Replacement 12,585 1.5% $182,260,312 2.2%

SUBTOTAL 72,589 8.6% $909,122,093 11.0%

Source: FY07 Hospital Inpatient Discharge Data: WebMD Health Services Group. Copyright WebMD Health Services 2009. Condition definitions based on WebMD Select Quality Care 
algorithm. Conditions selected include those proposed by MedPAC and included in other episode payment models, such as PROMETHEUS Payment® Inc 



Potential Savings Opportunities:
Improved Coordination of Care
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Key Data Findings:
Improved Care Coordination May Reduce System Costs

• Preventable Emergency Department Visits
– Analysis of ED data suggests that over 40% of visits, totaling 

$398.5 million, are potentially preventable as conditions that 
are non-emergent or could have been prevented with timely 
effective ambulatory care. 

• Preventable Hospitalizations
– Analysis suggests that 8%, totaling $582 million, of 

Massachusetts hospitalizations are for ambulatory care 
sensitive conditions for which effective outpatient care or early 
intervention may prevent complications requiring 
hospitalization

• Preventable Hospital Readmissions
– Analysis of Mass hospital discharge data with 3M Potentially 

Preventable Readmission software indicates a risk adjusted 
PPR rate of 7 -10%. Total costs for these readmissions costs 
between $380 to $576 million.
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Potential Savings Opportunities in the System

Estimates of hospital costs incurred for conditions which may have been prevented or 
treated in a more cost effective setting.  These costs represent opportunities for improved 
coordination of care throughout the health care system, rather than hospital-specific issues. 

$582 millionPreventable Hospitalizations

$398.5 millionPotentially Preventable ED Visits

Opportunity Estimated Costs

Potentially Preventable Readmissions $380 - $576 million1

1 The lower estimate assumes a 15-day window; the higher estimate assumes a 30-day window.



Emergency Department Use
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Methodology For Categorizing ED Visits: 
Emergent vs. Preventable

• The data used in these analyses are from the DHCFP Outpatient 
Emergency Department Database which includes visit-level information 
for those ED patients who are discharged as outpatients and not admitted 
to the reporting hospital. 

• The categories of visit type (Emergent, Urgent but ACS, Non-emergent 
and Other) are based on an algorithm developed by John Billings which 
evaluates the urgency, need for resources typically available in EDs but 
not in physician offices, and whether the patient’s condition was 
preventable with good primary care. Visits were grouped into those 
categories using the discharge diagnosis.

• The definition of truly emergent care is any condition which requires care 
within 12 hours and the condition does not fall into one of the following 
two categories: the condition could not have been treated in a primary 
care setting (e.g. an infant fever) or the emergent condition could have 
been avoided with better primary care (e.g. an asthma flare-up). 
Potentially preventable or avoidable ED visits fall into the latter two 
categories as well as care that is not required within 12 hours (such as a 
sore throat). 
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Other/Unclass. 

13.0%

Emergent 

39.7%
Urgent but 

ACS 25.5%

Potentially 
Preventable/ 
Avoidable: 
(47.2% of ED 
Visits)

Non-
Emergent 

21.7%

*ACS = Ambulatory Care Sensitive
*Other/Unclass. = Unclassified and mental health and substance abuse

Of the 2.2 million ED 
visits in FY06, over 
47% are considered 
potentially 
preventable. 
Potentially Preventable 
ED visits are defined 
as those conditions 
that do not require 
immediate treatment 
(non-emergent) and/or 
those that require 
immediate treatment 
but care could be 
provided in an 
ambulatory care 
setting, or the urgency 
could be avoided with 
timely, effective 
ambulatory care 
(urgent but ACS).

ED Visits By Category, FY06
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Of the 2.2 million ED 
visits in 2006, one-
third occur during 
regular business hours, 
while just over two-
thirds occur during 
weekly off-hours and 
over the weekend 
when physicians 
offices are unlikely to 
be open.

ED Visits By Time of Day, FY06

Regular Business Hours 
(9 am to 5 pm M-F)

33.1%

Saturdays and Sundays
29.4%

Off-Hours Monday-Friday
37.5%

9:00pm – 11:59 pm
8.5%

5:00pm – 8:59 pm
17.3% 6:00am – 8:59 pm

5.6%

Midnight– 5:59 am
6.0%
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391.9

239.4

159.1

123.7

0.0

50.0

100.0

150.0

200.0

250.0

300.0

350.0

400.0

450.0

Emergent Urgent but ACS Non-Emergent Other/Unclass.

(Costs in millions)

Potentially 
Preventable = 
$398.5 million

(44% of total 
costs)

*ACS = Ambulatory Care Sensitive
*Other/Unclass. = Unclassified and mental health and substance abuse  Charges adjusted by 35.9% to reduce to costs (ED specific cost to charge ratio)
Slide updated on April 15, 2009.

Total Costs By ED Visit Category, FY06

Of the $914.7 million 
in estimated costs for 
ED visits, 44% or 
$398.5 million was for 
potentially preventable 
ED visits. Potentially 
Preventable ED visits 
are defined as those 
conditions that do not 
require immediate 
treatment (non-
emergent) and/or 
those that require 
immediate treatment 
but care could be 
provided in an 
ambulatory care 
setting or the urgency 
could be avoided with 
timely, effective 
ambulatory care 
(urgent but ACS).
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3.4%

3.8%

4.1%

4.9%

5.0%

5.7%

5.7%

10.6%

10.8%

11.2%

0.0% 2.0% 4.0% 6.0% 8.0% 10.0% 12.0%

Unspec Dental and Jaw

Dizziness

Fix dressings/sutures

Joint pain/lower leg

Soft tissue pain (limb)

Dematitis and related

Nausea/vomitting

Headache

Back pain

Acute pharyngitis

Percent of Total Non-Emergent ED Visits

Sore throat, back pain 
and headache account 
for one-third of all 
emergency department 
visits considered to be 
non-emergent. Non-
emergent ED visits are 
those that do not 
require treatment 
within 12 hours.

Leading Conditions for Non-Emergent ED 
Visits, FY06
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Leading Conditions for Urgent, But Ambulatory 
Care Sensitive (ACS) ED Visits, FY06

2.5%

3.1%

3.2%

4.0%

5.4%

6.4%

6.5%

9.3%

12.6%

16.9%

0.0% 2.0% 4.0% 6.0% 8.0% 10.0% 12.0% 14.0% 16.0% 18.0%

Other convulsions

Bronchopneumonia

Other chest pain

Gastroenteritis

Otitis media

UTI

Asthma

Cellulitis/abcess

Bronchitis

Abdominal pain

Percent of Total Urgent, But ACS ED Visits

The top 3 conditions 
account for 40% of all 
urgent, but ambulatory 
care sensitive ED 
visits. Three of the 
listed conditions 
(asthma, 
bronchopneumonia 
and convulsions) are 
those where the 
urgency could have 
been avoided with 
timely primary care. 
The others, although 
urgent, are considered 
to be treatable in a 
traditional primary 
care setting. 



Preventable Hospitalizations
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Methodology for Identifying Preventable 
Hospitalizations (PHs)

• The data used in this analysis are from the DHCFP 
Inpatient Discharge Database. “Hospitalizations” are 
limited to inpatient hospitalizations. This analysis is 
done for adult residents ages 18 and older.

• The analysis utilizes the methodology developed by the 
Agency for Healthcare Research and Quality (AHRQ) to 
identify PHs.
– Uses “Prevention Quality Indicators” (PQIs) that can be used 

with hospital inpatient discharge data to identify “ambulatory 
care sensitive conditions” (ACSCs). 

– ACSCs are conditions for which good outpatient care can 
potentially prevent the need for hospitalization, or for which 
early intervention can prevent complications requiring 
hospitalization.
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The PQIs in this analysis represent inpatient hospital admissions

for the following ambulatory care sensitive conditions:

Chronic Conditions:
– Diabetes, short-term complications
– Uncontrolled diabetes 
– Diabetes, long-term complications 
– Lower extremity amputations among patients with diabetes
– Chronic obstructive pulmonary disease 
– Hypertension 
– Congestive heart failure 
– Angina without procedure 
– Adult asthma 

Acute Conditions:
– Urinary infections
– Dehydration
– Bacterial pneumonia

Preventable Hospitalizations: Prevention 
Quality Indicators (PQIs)
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Percentage of Total Hospitalization Costs for 
Preventable Hospitalizations (PHs), FY06

0%

10%

20%

30%

40%

50%

60%

70%

80%

90%

100%

Non-PHs: 92% of 
Total Inpatient 
Hospitalization Costs

PHs: 8% of Total 
Inpatient 
Hospitalization Costs

$6.7 billion

$582.4 million

*Non-PHs are inpatient hospitalizations that are for conditions that are not considered ambulatory care sensitive.  Charges converted to costs with statewide CCR of 49.3%.

Preventable 
hospitalizations (PHs) 
account for 8% of total 
inpatient 
hospitalization costs. 
PHs are identified by 
conditions that are 
considered to be 
ambulatory care 
sensitive (ACS). ACS 
conditions are 
conditions for which 
good outpatient care 
can potentially prevent 
the need for 
hospitalization, or for 
which early 
intervention can 
prevent complications 
requiring 
hospitalization.

Total Hospitalization Costs: $7.3 billion 
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Potentially Preventable Hospitalizations (PH) 
by Composite Diagnostic Category, FY06

35,418, 42%

49,635, 58%

Chronic PH Conditions:

-Diabetes related
-COPD
-Hypertension
-Congestive Heart Failure
-Angina
-Asthma

Acute PH Conditions:
-Dehydration
-Bacterial pneumonia
-UTI

Chronic conditions 
make up 58% of the 
more than 85,000 
preventable 
hospitalizations and 
62% of total 
preventable 
hospitalization 
charges. 
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Leading Preventable Hospitalizations (PHs): 
Percent of PH Costs by Condition, FY06

1%

1%

2%

3%

5%

6%

9%

9%

11%

24%

28%

0% 5% 10% 15% 20% 25% 30%

Angina without procedure

Hypertension

Diabetes (short-term)

Diabetes related amputation

Dehydration

Adult asthma

Urinary tract infection (UTI)

Diabetes (long-term)

COPD

Bacterial pneumonia

Congestive heart failure

Estimated Costs for Preventable Hospitalizations: $582.4 million The top 2 conditions, 
one chronic (CHF) and 
one acute (Bacterial 
pneumonia), make up 
more than 50% of 
total costs for 
preventable 
hospitalizations in 
FY06.

Source: DHCFP. Charges converted to costs with statewide CCR of 49.3%.
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Potentially Preventable Readmissions (PPR) 

• DHCFP partnering with 3M© to leverage DHCFP’s hospital discharge data 
with 3M© Potentially Preventable Readmission (PPR) software and 
expertise.

• The 3M© PPR clinical logic determines whether a readmission is clinically 
related to a previous admission and allows facilities to then target areas 
for improvement. 

• Preliminary 2006 results, based on 15-day window
– Risk adjusted statewide PPR rate – 7.5% (6.6% for surgical; 8.0% for 

medical)
– Days due to PPRs - >250,000
– Estimated costs - ~$380M

• Preliminary 2006 results, based on 30-day window
– Risk adjusted statewide PPR rate – 10.7% (9.5% for surgical; 11.6% for 

medical)
– Days due to PPRs - >377,000
– Estimated costs - ~$576M

Note: Preliminary data that is currently under review by acute hospitals.
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Top 25 Potentially Preventable Readmissions
Within 30 Day Window by Cost, FY06 (Acute Hospitals Only)

Note: Preliminary data that is currently under review by acute hospitals.

Source: DHCFP Hospital Discharge Data, FY06; analyzed using 3m© PPR Software. Number of PPR chains, Total days due to readmission chains, and estimated costs are for the 
readmissions only and do not include the initial visit. 

APR 
DRG 
ID

APR DRG Medical/ Surgical
Total

Admissions
Admissions at 
Risk for PPRs

Number of 

PPR Chains

Actual 

PPR Rate

Total Days Due to 

Readmission Chains
Estimated Costs

194 Heart failure M 20,399 13,961 2,638 18.89 19,004 $27,129,225 

140 Chronic obstructive pulm disease M 14,536 11,411 1,902 16.66 14,754 $20,390,805 

952 Nonextensive proc-unrel pdx S 26,979 14,048 1,634 11.63 12,211 $19,604,004 

139 Other pneumonia M 20,188 15,440 1,833 11.87 13,803 $19,291,582 

950 Extensive proc unrel pdx S 20,036 10,071 1,509 14.98 11,720 $17,707,446 

175 Percut cardiovasc wo AMI S 10,680 10,151 1,002 9.87 4,506 $14,062,496 

173 Other vascular procedures S 6,118 5,440 831 15.27 6,546 $14,046,349 

221 Maj small & large bowel procedures S 9,123 7,104 872 12.27 7,499 $12,542,060 

951 Mod extensive proc-unrel pdx S 11,015 5,664 847 14.95 7,184 $11,810,173 

750 Schizophrenia M 6,131 4,310 816 18.93 14,448 $11,723,976 

460 Renal failure M 7,991 5,220 871 16.68 6,664 $10,392,854 

753 Bipolar disorders M 8,958 6,653 931 13.99 12,152 $10,376,519 

174 Percut cardiovasc proc w/AMI S 5,590 5,139 673 13.09 3,453 $9,425,943 

463 Kidney/urin tract infections M 10,299 8,121 958 11.79 7,115 $9,143,557 

751 Major depressive disorder M 10,566 7,572 957 12.63 10,313 $9,087,302 

137 Major respiratory infections M 5,740 3,504 606 17.29 5,394 $7,724,838 

301 Hip joint replacement S 9,356 8,975 617 6.87 4,238 $7,524,245 

201 Card arrhythmia & conductn diseases M 11,129 8,588 870 10.13 4,990 $7,030,970 

383 Cellulitis & oth bact skin infections M 10,326 8,703 755 8.67 5,039 $6,383,129 

720 Septicemia & dissem infections M 5,798 2,972 477 16.04 3,987 $6,132,886 

308 Hip/fem proc exc jt repl-trauma S 4,780 4,546 495 10.88 3,820 $6,099,374 

Subtotal Top 25 $257,629,732 

Other $319,327,392

TOTAL $576,957,124
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Top 25 Potentially Preventable Readmissions
Within 30 day Window by Volume, FY06 (Acute Hospitals Only)

APR 
DRG 
ID

APR DRG Medical/ Surgical
Total

Admissions
Admissions at 
Risk for PPRs

Number of 

PPR Chains

Actual 

PPR Rate

Total Days Due to 

Readmission Chains
Estimated Costs

194 Heart failure M 20,399 13,961 2,638 18.89 19,004 $27,129,225 

140 Chronic obstructive pulm dis M 14,536 11,411 1,902 16.66 14,754 $20,390,805 

139 Other pneumonia M 20,188 15,440 1,833 11.87 13,803 $19,291,582 

952 Nonextensive proc-unrel pdx S 26,979 14,048 1,634 11.63 12,211 $19,604,004 

950 Extensive proc unrel pdx S 20,036 10,071 1,509 14.98 11,720 $17,707,446 

175 Percut cardiovasc wo AMI S 10,680 10,151 1,002 9.87 4,506 $14,062,496 

463 Kidney/urin tract infect M 10,299 8,121 958 11.79 7,115 $9,143,557 

751 Major depressive disorder M 10,566 7,572 957 12.63 10,313 $9,087,302 

753 Bipolar disorders M 8,958 6,653 931 13.99 12,152 $10,376,519 

221 Maj small & large bowel proc S 9,123 7,104 872 12.27 7,499 $12,542,060 

460 Renal failure M 7,991 5,220 871 16.68 6,664 $10,392,854 

201 Card arrhythmia & conductn dis M 11,129 8,588 870 10.13 4,990 $7,030,970 

951 Mod extensive proc-unrel pdx S 11,015 5,664 847 14.95 7,184 $11,810,173 

173 Other vascular procedures S 6,118 5,440 831 15.27 6,546 $14,046,349 

750 Schizophrenia M 6,131 4,310 816 18.93 14,448 $11,723,976 

383 Cellulitis & oth bact skin inf M 10,326 8,703 755 8.67 5,039 $6,383,129 

174 Percut cardiovasc proc w/AMI S 5,590 5,139 673 13.09 3,453 $9,425,943 

190 Acute myocardial infarct M 6,904 3,644 624 17.12 4,022 $5,742,499 

198 Angina pect & coronary ath M 9,091 5,766 624 10.82 3,281 $5,213,780 

301 Hip joint replacement S 9,356 8,975 617 6.87 4,238 $7,524,245 

137 Major respiratory infections M 5,740 3,504 606 17.29 5,394 $7,724,838 

Subtotal Top 25 $256,353,751 

Other $320,603,373 

TOTAL $576,957,124 Note: Preliminary data that is currently under review by acute hospitals.

Source: DHCFP Hospital Discharge Data, FY06; analyzed using 3m© PPR Software. Number of PPR chains, total days due to readmission chains, and estimated costs are for the 
readmissions only and do not include the initial visit. 



Financial Performance: 
Health Plans

Acute Hospitals
Community Health Centers

NOTE: The most recent financial performance data presented is from the third quarter of 
2008. Given the current economic climate, it is likely that financial performance, in particular 

for non-operating revenue, has declined since this period. 
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Health Plans: Medical Expense Ratio
by Health Plan for the First Nine Months of 2008

The four largest
health plans cover 
more than 3,869,000 
Massachusetts 
residents in fully-
insured and self-
insured products. 
These plans spent 
between 81% and 
89% of total revenue 
dollars on medical 
services provided to 
members in the first 
nine months of 2008. 

Please see page 50 for 
health plan financial 
performance in 
calendar year 2007.

Note: Medical expense ratio is calculated by dividing total hospital and medical expenses by total revenue (without investment income). Blue Cross Blue Shield of Massachusetts (BCBSMA) includes the 
combined performance of BCBSMA and HMO Blue. Ratios may not sum to 100% due to rounding. Massachusetts Division of Insurance (DOI) financial information represents Massachusetts licensed plans
including Medicare, MassHealth and Commonwealth Care as well as members who are not Massachusetts residents.  Enrollment data include Massachusetts residents only, MassHealth, Commonwealth Care, 
Medicare, fully-insured and self-insured members. Enrollment information is limited to health plans that are required to report to the DOI, MassHealth or the Commonwealth Health Insurance Connector 
Authority. Aetna enrollment represents only Aetna Health Inc. (a Pennsylvania Corporation), and does not include approximately 145,000 members covered under Aetna Life Insurance Company. Harvard 
Pilgrim Health Care enrollment does not include approximately 61,000 members enrolled in subsidiary Health Plans Inc. 
Source: Division of Insurance quarterly financial statements. Boston Medical Center HealthNet Plan and Network Health data are from MassHealth 4B and insolvency reports. Section 122 payments are 
excluded. Health plan enrollment data are as reported to DHCFP.

Enrollment Data (total Massachusetts fully- and self-insured members in thousands) as of 9/30/08:

5 242 2,299 170 7 191 640 99 184 153 645 286
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Health Plans: Administrative Expense Ratio
by Health Plan for the First Nine Months of 2008

The four largest health 
plans spent between 
10% and 15% of total 
revenue on 
administrative 
expenses including 
staff, claims 
processing, rent and 
clinical oversight in the 
first nine months of 
2008. 

Please see page 50 for 
health plan financial 
performance in 
calendar year 2007.
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Enrollment Data (total Massachusetts fully- and self-insured members in thousands) as of 9/30/08:

5 242 2,299 170 7 191 640 99 184 153 645 286

Note: Administrative expense ratio is calculated by dividing total administrative expenses (including claims adjustment and general administrative expenses) by total revenue (including investment gain/loss). 
Blue Cross Blue Shield of Massachusetts (BCBSMA) includes the combined performance of BCBSMA and HMO Blue. Ratios may not sum to 100% due to rounding. Massachusetts Division of Insurance (DOI)
financial information represents Massachusetts licensed plans including Medicare, MassHealth and Commonwealth Care as well as members who are not Massachusetts residents.  Enrollment data include 
Massachusetts residents only, MassHealth, Commonwealth Care, Medicare, fully-insured and self-insured members. Enrollment is limited to health plans that are required to report to the DOI, MassHealth, or the 
Commonwealth Health Insurance Connector Authority. Aetna enrollment represents only Aetna Health Inc. (a Pennsylvania Corporation), and does not include approximately 145,000 members covered under 
Aetna Life Insurance Company. Harvard Pilgrim Health Care enrollment does not include approximately 61,000 members enrolled in subsidiary Health Plans Inc. 
Source: Division of Insurance quarterly financial statements. Boston Medical Center HealthNet Plan and Network Health data are from MassHealth 4B and insolvency reports. Section 122 payments are excluded. 
Health plan enrollment data are as reported to DHCFP.
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Health Plans: Profit Margin
by Health Plan for the First Nine Months of 2008
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Enrollment Data (total Massachusetts fully- and self-insured members in thousands) as of 9/30/08:

5 242 2,299 170 7 191 640 99 184 153 645 286

Profit margin 
represents the 
resources available to 
the plan for other 
purposes after paying 
medical claims and 
administrative costs. 
Profit margins varied 
widely across plans in  
the first nine months 
of 2008. 

Please see page 50 for 
health plan financial 
performance in 
calendar year 2007.

Note: Profit margin is calculated by dividing net income by total revenue (including investment gain/loss). Blue Cross Blue Shield of Massachusetts (BCBSMA) includes the combined performance of BCBSMA and 
HMO Blue. Ratios may not sum to 100% due to rounding. Massachusetts Division of Insurance (DOI) financial information represents Massachusetts licensed plans including Medicare, MassHealth and
Commonwealth Care as well as members who are not Massachusetts residents.  Enrollment data include Massachusetts residents only, MassHealth, Commonwealth Care, Medicare, fully-insured and self-insured 
members. Enrollment is limited to health plans that are required to report to the DOI, MassHealth or the Commonwealth Health Insurance Connector Authority. Aetna enrollment represents only Aetna Health Inc. 
(a Pennsylvania Corporation), and does not include approximately 145,000 members covered under Aetna Life Insurance Company. Harvard Pilgrim Health Care enrollment does not include approximately 61,000 
members enrolled in subsidiary Health Plans Inc. 
Source: Division of Insurance quarterly financial statements. Boston Medical Center HealthNet Plan and Network Health data are from MassHealth 4B and insolvency reports. Section 122 payments are excluded. 
Health plan enrollment data are as reported to DHCFP.
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Health Plans: Days in Reserve 
by Health Plan for the First Nine Months of 2008

Days in reserve is a 
measure of financial 
solvency. It reflects 
the number of days of 
medical expenses a 
plan could fund from 
its net worth. 
Performance on this 
measure varies widely, 
but most plans 
reported net worth 
that is equal to at least 
two months of days in 
reserve for the first 
nine months of 2008. 

Please see page 50 for 
health plan financial 
performance in 
calendar year 2007.

Note: Days in reserve is calculated by dividing net worth (including total capital and surplus) by the result of dividing total medical and administrative expenses by the number of days in the YTD period. Blue 
Cross Blue Shield of Massachusetts (BCBSMA) includes the combined performance of BCBSMA and HMO Blue. Ratios may not sum to 100% due to rounding. Massachusetts Division of Insurance (DOI) financial 
information represents Massachusetts licensed plans including Medicare, MassHealth and Commonwealth Care as well as members who are not Massachusetts residents.  Enrollment data include Massachusetts 
residents only, MassHealth, Commonwealth Care, Medicare, fully-insured and self-insured members. Enrollment is limited to health plans that are required to report to the DOI, MassHealth or the Commonwealth 
Health Insurance Connector Authority. BMCHP reports days in reserve based on the plan’s net worth calculations; reports prior to November 2008 were based on the net worth of Boston Medical Center. Aetna 
enrollment represents only Aetna Health Inc. (a Pennsylvania Corporation), and does not include approximately 145,000 members covered under Aetna Life Insurance Company. Harvard Pilgrim Health Care 
enrollment does not include approximately 61,000 members enrolled in subsidiary Health Plans Inc. 
Source: Division of Insurance quarterly financial statements. Boston Medical Center HealthNet Plan and Network Health data are from MassHealth 4B and insolvency reports. Section 122 payments are excluded. 
Health plan enrollment data are as reported to DHCFP.
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Note: Blue Cross Blue Shield of Massachusetts (BCBSMA) includes the combined performance of BCBSMA and HMO Blue. Beginning with this report, BMCHP now reports days in reserve based on the plan’s net 
worth calculations; prior reports were based on the net worth of Boston Medical Center. Ratios may not sum to 100% due to rounding. Massachusetts Division of Insurance (DOI) financial information represents 
Massachusetts licensed plans including Medicare, MassHealth, and Commonwealth Care as well as members who are not Massachusetts residents.  
Source: Division of Insurance quarterly financial statements. Boston Medical Center HealthNet Plan and Network Health data are from MassHealth 4B and insolvency reports. Section 122 payments are excluded. 

Health Plan Financial Performance
by Health Plan for Calendar Year 2007

Health Plan
Medical 

Expense Ratio
Administrative 
Expense Ratio

Profit Margin
Days In 
Reserve

Profit (Loss)

Aetna 81% 11% 5.1% 51 $104,210,000 

Boston Medical Center HealthNet Plan 94% 8% -1.7% 42 (14,888,000)

Blue Cross Blue Shield of 
Massachusetts

89% 10% 3.0% 87 $208,726,000 

CIGNA HealthCare of Massachusetts 89% 13% 2.6% 208 $564,000 

ConnectiCare 80% 17% 2.5% 84 $754,000 

Fallon Community Health Plan 91% 8% 2.0% 71 $17,742,000 

Harvard Pilgrim Health Care 87% 12% 1.8% 66 $38,075,000 

Health New England 87% 11% 1.5% 49 $4,077,000 

Neighborhood Health Plan 87% 9% 5.3% 76 $36,230,000 

Network Health 94% 6% -0.2% 40 ($1,004,000)

Tufts Health Plan 87% 12% 4.4% 101 $90,961,000 

United HealthCare 79% 13% 6.5% 125 $25,081,000 
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Acute Hospitals: Total Margin Trend
by Fiscal Year

The overall financial 
performance of acute 
hospitals improved 
from FY03 to FY07.  
While overall financial 
performance appears 
to be lower through 
the first three quarters 
of FY08, caution should 
be taken when 
interpreting the FY08 
quarterly results 
because quarterly 
performance is not 
indicative of year end 
results. 

Please see page 57 for 
acute care hospital 
financial performance 
in FY07.

Note: Total margin is calculated by dividing total income by total revenue. Fiscal Year Ends (FYEs) vary across hospitals: of 66 hospitals, 3 hospitals have a 6/30 FYE, 1 hospital has a 3/31 FYE, and 1 hospital has 
a 12/31 FYE. The remaining 61 hospitals have a 9/30 FYE. 
Source: DHCFP Acute hospital financial data, for more information, please visit http://www.mass.gov/dhcfp click on “Health Systems Analyses” then go to “Hospitals.”
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Acute Hospitals: Operating Margin Trend
by Fiscal Year
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acute hospitals climbed 
slightly between FY03 
and FY07. For the first 
three quarters of FY08, 
operating margins 
were lower than those 
experienced over the 
last three years, but 
appear to be trending 
upward.  Caution 
should be taken when 
interpreting the FY08 
quarterly results 
because quarterly 
performance is not 
necessarily indicative 
of year end results. 

Please see page 57 for 
acute care hospital 
financial performance 
in FY07.

Note: Operating margin is calculated by dividing operating income by total revenue. Fiscal year ends (FYEs) vary across hospitals: of 66 hospitals, 3 hospitals have a 6/30 FYE, 1 hospital has a 3/31 FYE, and 1 
hospital has a 12/31 FYE. The remaining 61 hospitals have a 9/30 FYE. 
Source: DHCFP Acute hospital financial data; for more information, please visit http://www.mass.gov/dhcfp click on “Health Systems Analyses” then go to “Hospitals.”
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Acute Hospitals: Non-Operating Margin Trend
by Fiscal Year

Non-operating margins 
for acute hospitals 
improved from FY03 to 
FY07. However non-
operating margins fell 
for the first three 
quarters of FY08 and 
have remained low. 
Caution should be 
taken when 
interpreting the FY08 
quarterly results 
because quarterly 
performance is not 
necessarily indicative 
of year end results. 

Please see page 57 for 
acute care hospital 
financial performance 
in FY07

Note: Non-operating margin is calculated by dividing non-operating income by total revenue. Fiscal year ends (FYEs) vary across hospitals: of 66 hospitals, 3 hospitals have a 6/30 FYE, 1 hospital has a 3/31 FYE, 
and 1 hospital has a 12/31 FYE. The remaining 61 hospitals have a 9/30 FYE. Source: DHCFP Acute hospital financial data; for more information, please visit http://www.mass.gov/dhcfp click on “Health Systems 
Analyses” then go to “Hospitals.”
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Acute Hospitals: Total Margin
by Teaching Status for Fiscal Year 2007

The overall financial 
performance of acute 
hospitals varies widely 
by teaching status. 
The median total 
margin for teaching 
hospitals was 7.2% in 
FY07 while the median 
total margin for non-
teaching hospitals was 
2.7%.

Please see page 57 for 
acute care hospital 
financial performance 
in FY07.

Note: Total margin is calculated by dividing total income by total revenue. Fiscal year ends (FYEs) vary across hospitals: of 66 hospitals, 3 hospitals have a 6/30 FYE, 1 hospital has a 3/31 FYE, and 1 hospital has 
a 12/31 FYE. The remaining 61 hospitals have a 9/30 FYE. 
Source: DHCFP Acute hospital financial data; for more information, please visit http://www.mass.gov/dhcfp click on “Health Systems Analyses” then go to “Hospitals.”
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Acute Hospitals: Operating Margin
by Teaching Status for Fiscal Year 2007

Teaching hospitals 
reported a higher 
operating margin than 
non-teaching hospitals 
in FY07. 

Please see page 57 for 
acute care hospital 
financial performance 
in FY07.

Note: Operating margin is calculated by dividing operating income by total revenue. Fiscal year ends (FYEs) vary across hospitals: of 66 hospitals, 3 hospitals have a 6/30 FYE, 1 hospital has a 3/31 FYE, and 1 
hospital has a 12/31 FYE. The remaining 61 hospitals have a 9/30 FYE. 
Source: DHCFP Acute hospital financial data; for more information, please visit http://www.mass.gov/dhcfp click on “Health Systems Analyses” then go to “Hospitals.”

-10.9%

7.2%

-11.5%

7.7%

1.7%
Overall
Median

Teaching Hospitals Non-Teaching Hospitals

Median: 3.1% Median: 1.4%



Massachusetts Division of Health Care Finance and Policy - 56

Acute Hospitals: Non-Operating Margin
by Teaching Status for Fiscal Year 2007

Non-operating margin 
performance varies 
widely by hospital 
teaching status. The 
median for teaching 
hospitals was 4.6% in 
FY07, and the median 
for non-teaching 
hospitals was less than 
half that at 1.3%.

Please see page 57 for 
acute care hospital 
financial performance 
in FY07.

Note: Non-operating margin is calculated by dividing non-operating income by total revenue. Fiscal year ends (FYEs) vary across hospitals: of 66 hospitals, 3 hospitals have a 6/30 FYE, 1 hospital has a 3/31 FYE, 
and 1 hospital has a 12/31 FYE. The remaining 61 hospitals have a 9/30 FYE. Source: DHCFP acute hospital financial data; for more information, please visit http://www.mass.gov/dhcfp click on “Health Systems 
Analyses” then go to “Hospitals.”
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Teaching Hospitals
Operating 

Margin
Non-Op
Margin

Total
Margin

Profit
(Loss)

Baystate Medical Center 3.9% 4.6% 8.5% $70,184,000

Beth Israel Deaconess Medical Center 3.1% 4.9% 8.0% $94,358,000

Boston Medical Center 2.1% 3.3% 5.4% $52,128,000

Brigham and Women's Hospital 4.0% 0.2% 4.3% $74,758,000

Cambridge Health Alliance -0.9% 1.2% 0.3% $1,612,000

Caritas St. Elizabeth's Medical Center 2.9% 1.5% 4.4% $15,854,000

Children's Hospital Boston 3.1% 7.0% 10.1% $112,544,000

Dana-Farber Cancer Institute -5.8% 13.5% 7.7% $54,382,000

Lahey Clinic 5.2% 4.8% 10.0% $77,689,000

Massachusetts Eye and Ear Infirmary -10.9% 9.5% -1.4% ($1,975,000)

Massachusetts General Hospital 2.9% 10.7% 13.6% $354,657,000

Mount Auburn Hospital 6.2% 4.6% 10.8% $28,556,000

Saint Vincent Hospital 7.2% -0.1% 7.2% $20,303,000

Tufts Medical Center -1.4% 3.0% 1.6% $9,007,000

UMass Memorial Medical Center 4.3% 1.1% 5.4% $60,298,000

Non-Teaching Hospitals
Operating 

Margin
Non-Op
Margin

Total
Margin

Profit
(Loss)

Anna Jaques Hospital 1.6% 0.5% 2.1% $1,976,000

Athol Memorial Hospital 0.9% 0.3% 1.2% $251,000

Baystate Franklin Medical Center -2.6% 1.3% -1.4% ($1,075,000)

Baystate Mary Lane Hospital -0.4% 3.0% 2.5% $759,000

Berkshire Medical Center 3.4% 3.8% 7.2% $21,530,000

Beth Israel Deaconess Hospital - Needham 1.4% 0.7% 2.0% $868,000

Brockton Hospital 0.3% 2.5% 2.8% $5,399,000

Cape Cod Hospital 0.1% 1.6% 1.7% $5,951,000

Caritas Carney Hospital -1.9% 0.2% -1.6% ($1,861,000)

Caritas Good Samaritan Medical Center 4.9% 0.4% 5.4% $9,208,000

Caritas Holy Family Hospital & Med Cntr 1.7% 0.0% 1.7% $2,352,000

Caritas Norwood Hospital 4.0% 1.2% 5.2% $8,337,000

Clinton Hospital -0.1% 1.8% 1.7% $407,000

Cooley Dickinson Hospital 4.9% 0.9% 5.8% $8,800,000

Emerson Hospital -5.2% 2.2% -3.0% ($4,687,000)

Fairview Hospital 1.5% 2.6% 4.1% $1,358,000

Falmouth Hospital 3.2% 1.8% 5.0% $6,839,000

Source: DHCFP acute hospital financial data; for more information, please visit http://www.mass.gov/dhcfp click on “Health Systems Analyses” then go to “Hospitals.”

Acute Hospital Financial Performance
Hospital Fiscal Year 2007

Non-Teaching Hospitals
Operating 

Margin
Non-Op
Margin

Total
Margin

Profit
(Loss)

Faulkner Hospital 2.4% 0.2% 2.6% $3,977,000

Hallmark Health System, Inc. 0.4% 2.6% 3.0% $8,310,000

Harrington Memorial Hospital -5.3% 8.7% 3.4% $2,375,000

Health Alliance Hospital 5.7% 1.1% 6.8% $9,693,000

Heywood Hospital 4.1% 2.1% 6.2% $5,259,000

Holyoke Medical Center 0.3% 0.6% 0.8% $961,000

Hubbard Regional Hospital 1.2% 0.4% 1.6% $365,000

Jordan Hospital 1.3% 1.2% 2.4% $4,416,000

Lawrence General Hospital 1.8% 1.1% 2.9% $4,590,000

Lowell General Hospital 0.9% 5.1% 6.0% $11,020,000

Marlborough Hospital -0.1% 1.5% 1.3% $797,000

Martha's Vineyard Hospital 2.2% 3.2% 5.4% $2,427,000

Mercy Medical Center -0.3% 1.4% 1.1% $2,237,000

Merrimack Valley Hospital -11.5% 0.0% -11.5% ($6,307,000)

MetroWest Medical Center -2.3% 0.2% -2.1% ($4,784,000)

Milford Regional Medical Center 6.0% -0.8% 5.2% $8,238,000

Milton Hospital 0.3% 2.4% 2.7% $1,673,000

Morton Hospital and Medical Center 3.4% 0.9% 4.3% $5,099,000

Nantucket Cottage Hospital -1.8% 20.0% 18.2% $6,878,000

Nashoba Valley Medical Center -3.2% 0.0% -3.2% ($1,404,000)

New England Baptist Hospital 2.4% 2.2% 4.5% $7,825,000

Newton-Wellesley Hospital 3.1% -0.3% 2.8% $8,580,000

Noble Hospital 2.7% 0.3% 3.0% $1,556,000

North Adams Regional Hospital 1.7% 0.9% 2.7% $1,547,000

North Shore Medical Center 2.8% -0.1% 2.7% $10,977,000

Northeast Hospital 3.4% 5.2% 8.6% $25,523,000

Quincy Medical Center -3.1% 4.0% 0.8% $913,000

Saint Anne's Hospital 5.8% 3.1% 8.9% $11,716,000

Saints Medical Center 0.2% 2.2% 2.4% $3,352,000

South Shore Hospital 0.7% 1.8% 2.5% $8,394,000

Southcoast Hospitals Group 3.3% 2.2% 5.5% $30,970,000

Sturdy Memorial Hospital 7.7% 7.1% 14.7% $22,372,000

Winchester Hospital 3.0% 1.5% 4.4% $10,030,000

Wing Memorial Hospital and Medical Centers 0.1% 0.9% 1.0% $605,000
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Community Health Center (CHC)
Median Financial Margins
by Fiscal Year

The total financial 
performance for 
community health 
centers (CHCs) has 
been positive in each 
of the past five years, 
largely due to positive 
non-operating 
margins.

Please see page 62 for 
community health 
center financial 
performance in FY07.

Note: Fiscal year ends (FYEs) vary across CHCs: of 37 CHCs, 30 have a 6/30 FYE, 4 have a 9/30 FYE, 2 have a 12/31 FYE, and 1 has a 7/31 FYE.
Source: CHC Audited financial statements for freestanding CHCs from FY03 through FY07; for FY03, FY04, FY05, FY06, FY07, 35, 34, 35, 35 and 37 CHCs, respectively, are included in this analysis.
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CHCs: Total Margin
in Fiscal Year 2007

The total margin for 
community health 
centers ranged from  
-3% to 13.9% in their 
2007 fiscal year. The 
majority of community 
health centers 
experienced positive 
total margins in their 
2007 fiscal year. 

Please see page 62 for 
community health 
center financial 
performance in FY07.

Note: Total margin is calculated by dividing total income by total revenue. Fiscal year ends (FYEs) vary across CHCs: of 37 CHCs, 30 have a 6/30 FYE, 4 have a 9/30 FYE, 2 have a 12/31 FYE, and 1 has a 7/31 FYE.
Source: CHC Audited financial statements for 37 freestanding CHCs in FY07.
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CHC Operating Margin
in Fiscal Year 2007

Operating margins for 
community health 
centers ranged from 
-17.1% to 9.8% in 
their 2007 fiscal year. 
Just over one-half of 
community health 
centers experienced 
positive operating 
margins, while just 
under one-half lost 
money on operations. 

Please see page 62 for 
community health 
center financial 
performance in FY07.

Note: Operating margin is calculated by dividing operating income by total revenue. Fiscal year ends (FYEs) vary across CHCs: of 37 CHCs, 30 have a 6/30 FYE, 4 have a 9/30 FYE, 2 have a 12/31, and 1 has a 
7/31 FYE.
Source: CHC Audited financial statements for 37 freestanding CHCs in FY07.
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CHC Non-Operating Margin
in Fiscal Year 2007

Non-operating margins 
for community health 
centers ranged from 
0% to 17.4% in their 
2007 fiscal year. 

Please see page 62 for 
community health 
center financial 
performance in FY07.

Note: Non-operating margin is calculated by dividing non-operating income by total revenue.  Fiscal year ends (FYEs) vary across CHCs: of 37 CHCs, 30 have a 6/30 FYE, 4 have a 9/30 FYE, 2 have a 12/31, and 1 
has a 7/31 FYE.
Source: CHC Audited financial statements for 37 freestanding CHCs in FY07.
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Source: CHC Audited financial statements for 37 freestanding CHCs in FY07.

Community Health Center Financial Performance
in Fiscal Year 2007

Community Health Center
Operating

Margin

Non-Op

Margin

Total

Margin

Profit

(Loss)

Boston Health Care for the Homeless Program 2.4% 2.7% 5.1% $1,172,000

Brockton Neighborhood Health Center 6.6% 0.5% 7.2% $723,000

Caring Health Center 7.2% 0.5% 7.6% $830,000

Community Health Center of the Berkshires 5.7% 4.0% 9.7% $352,000

Community Health Center of Cape Cod -14.3% 17.4% 3.0% $84,000

Community Health Center of Franklin County -0.3% 5.9% 5.6% $262,000

Community Health Connections Family Health Center 2.2% 3.3% 5.5% $572,000

Community HealthLink 0.0% 0.0% 0.0% $1,000

Dimock Community Health Center -9.2% 8.3% -0.8% ($230,000)

Duffy Health Center -4.5% 1.6% -3.0% ($77,000)

Family Health Center of Worcester 0.7% 0.3% 1.1% $221,000

Fenway Community Health Center 0.9% 8.9% 9.8% $2,376,000

Great Brook Valley Health Center -0.1% 0.2% 0.1% $22,000

Greater Lawrence Family Health Center 9.8% 0.0% 9.8% $3,202,000

Greater New Bedford Community Health Center -1.5% 3.8% 2.3% $278,000

Harbor Health Services, Inc. 2.6% 1.5% 4.1% $1,391,000

Harvard Street Neighborhood Health Center 0.0% 0.0% 0.0% ($1,000)

HealthFirst Family Care Center 1.1% 1.2% 2.3% $99,000

Hilltown Community Health Centers -2.8% 7.7% 4.8% $252,000

Community Health Center
Operating

Margin

Non-Op

Margin

Total

Margin

Profit

(Loss)

Holyoke Health Center -0.2% 1.0% 0.7% $119,000

Island Health Care 4.8% 2.4% 7.2% $68,000

Joseph M. Smith Community Health Center -0.6% 1.9% 1.3% $117,000

Lowell Community Health Center 2.1% 0.4% 2.5% $403,000

Lynn Community Health Center 1.4% 0.9% 2.3% $587,000

Manet Community Health Center -1.8% 2.0% 0.2% $15,000

Mattapan Community Health Center -17.1% 16.7% -0.3% ($17,000)

North End Community Health Center -5.9% 3.8% -2.1% ($177,000)

North Shore Community Health 8.1% 2.3% 10.4% $512,000

Outer Cape Health Services -2.8% 4.5% 1.7% $105,000

River Valley Counseling Center 3.4% 0.0% 3.4% $193,000

Roxbury Comprehensive Community Health Center -1.6% 0.0% -1.6% ($142,000)

Sidney Borum, Jr. Health Center -2.8% 0.0% -2.8% ($58,000)

South Cove Community Health Center 5.4% 8.5% 13.9% $2,879,000

South End Community Health Center -4.9% 5.2% 0.3% $24,000

Stanley Street Treatment and Resources -1.8% 2.3% 0.5% $62,000

Upham's Corner Health Center 4.4% 3.6% 8.0% $1,816,000

Whittier Street Health Center -3.4% 13.1% 9.7% $1,014,000
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Maps: 
Hospitals

Community Health Centers
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Mapping Massachusetts by Region
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Boston Metro Area Acute Hospitals
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Northeast Massachusetts Acute Hospitals
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Southeast Massachusetts Acute Hospitals
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Central Massachusetts Acute Hospitals
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Western Massachusetts Acute Hospitals
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Northeast Massachusetts
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Southeast Massachusetts
Community Health Centers



Massachusetts Division of Health Care Finance and Policy - 73

Central Massachusetts
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Special Commission on the 
Health Care Payment System

Major Model Review

April 3, 2009



Fee-for-Service (FFS)

� Payment charged for each service provided

� Most common form of payment

� Providers are motivated to maximize revenue by 
increasing the volume of services, and particularly, increasing the volume of services, and particularly, 
high margin services

� Many consider fee-for-service to be an inherently 
inflationary payment system



Episode-Based Payment

� Provider receives fixed rate for all services furnished in 
connection with a fixed episode of care, e.g., hip 
replacement or heart attack.

� Permits third parties to bear insurance risk, that is the � Permits third parties to bear insurance risk, that is the 
risk that an event such as a heart attack occurs, while 
providers bear technical risk associated with care 
provided for the episode.

� Encourages greater efficiency for the delivery of the 
episode, but does not address the volume incentive.



Episode-Based Payment (2)

� Quality incentives may be provided through 
adjustments to case rates for delivery of evidence-
based services or outcomes achieved.

� A new approach, termed PROMETHEUS, is now � A new approach, termed PROMETHEUS, is now 
piloting payment for episodes associated with diabetes, 
COPD, CHF, heart attack, coronary artery disease, 
knee and hip replacement.



Global Payment

� Provider group or network accepts shared or full 
financial risk for care of covered persons.

� Provider receives fixed dollar payments per month for 
each person.each person.

� Payments may be (should be) risk adjusted.

� Addresses volume incentive, but creates a concern re: 
undertreatment 

� Some believe this can be addressed through linking 
financial gains to access and quality metrics.



Pay for Performance (P4P)

� Rewards providers who meet specified standards for 
quality and efficiency.

� Those who meet or exceed standards receive additional 
payments.payments.

� Can be combined with other payment methods, and 
with non-financial incentives.

� All MA commercial insurers make use of P4P and 
Medicare is currently conducting several P4P 
demonstration projects.



Medical Home

� Personal physician leads a team that oversees care 
throughout the healthcare system.  Transforms care to 
be proactive, planned and more accessible.

� Payment often for each person-month recognizing � Payment often for each person-month recognizing 
costs of comprehensive care management and 
coordination, but can take different forms.

� Patient has open access to all providers; medical home 
is not a gatekeeper.
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Glide Path to Global Payment

Global Payments
• Global payments with appropriate adjustments and common performance measures

• Promotes greatest degree of care coordination among providers
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FFS with P4P

• The majority of physicians and hospitals are currently paid under this system 
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What is the transition model?

Global Payments
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• Global payments with appropriate adjustments and common performance measures

• Promotes greatest degree of care coordination among providers

Time

Transition Model

FFS with P4P

• The majority of physicians and hospitals are currently paid under this system 
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How can we support providers?

Global Payments

Transition Model

• Global payments with appropriate adjustments and common performance measures

• Promotes greatest degree of care coordination among providers
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FFS with P4P

• The majority of physicians and hospitals are currently paid under this system 

Infrastructure Support: Performance measurement; patient education and engagement; health 
information technology and performance information; and technical assistance
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Is this the right timeframe?

Global Payments

Transition Model

• Global payments with appropriate adjustments and common performance measures

• Promotes greatest degree of care coordination among providers
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Year
1 52 3 4

Infrastructure Support: Performance measurement; patient education and engagement; health 
information technology and performance information; and technical assistance

FFS with P4P

• The majority of physicians and hospitals are currently paid under this system 
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Global Payments

Transition Model

How to advance movement towards 
global payment?

• Global payments with appropriate adjustments and common performance measures

• Promotes greatest degree of care coordination among providers
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Infrastructure Support: Performance measurement; patient education and engagement; health 
information technology and performance information; and technical assistance

FFS with P4P

• The majority of physicians and hospitals are currently paid under this system 
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Medicare Waivers

Special Commission on the 
Health Care Payment System

April 10, 2009



Medicare Waiver Authority

� The Secretary may provide a waiver of certain Medicare 
laws and regulations to demonstrate new approaches to 
provider reimbursement.[1] Such demonstrations may 
include:

� testing alternative payment methodologies;

demonstrating new delivery systems, and� demonstrating new delivery systems, and

� coverage of additional services to improve the overall 
efficiency of Medicare.

� Medicare demonstration waivers may be designed to apply 
to limited geographic areas, populations, and/or provider 

types.

[1] See Section 402(a) of Social Security Amendments of 1967, as amended 
by Section 222(a) of Social Security Amendments of 1972; Codified at 42 
USC 1395b-1.



Process of Obtaining a Medicare 
Waiver

� Different than obtaining a Medicaid waiver:

� all Medicare waivers are voluntary

� anyone can request the waiver

� most initiated as demonstration by CMS

� typically, true “demonstrations” � typically, true “demonstrations” 

� Medicare waivers require:

� a project scope and objectives;

� specific statutes and rules to be waived;

� spending and enrollment projections; 

� research design;

� evaluation plan, and

� details on appropriate safeguards (e.g., quality, access).



Most Similar Waiver to Potential MA 
Request: Maryland Medicare Hospital 
Payment Waiver

� The state of Maryland has operated under a Medicare waiver 
since 1977. 

� Congressionally mandated program waiver (Section 1814(b)(3) 
of the Social Security Act) 

� state establishes hospital inpatient and outpatient payment rates 
for Medicare, Medicaid and private payers   for Medicare, Medicaid and private payers   

� payment rates are set through the Health Services Cost Review 
Commission (HSCRC)  

� Medicare agreed to participate in the system as long as the 
state meets a two-part test:

� all other payers participating in the system pay HSCRC-set rates

� the rate of growth in Medicare payments to Maryland hospitals 
from 1981 to the present is not greater than the rate of growth 
in Medicare payments to hospitals nationally over the same time 
period (1981-present)



� Most Medicare demonstration waivers are mandated by 
Congress or initiated by CMS.  It is less common for CMS to 
receive and even rarer for CMS to approve Medicare waivers 
of other origin.  

� Massachusetts is in a unique position, however, to request a 

Observations

� Massachusetts is in a unique position, however, to request a 
state-initiated waiver or to obtain a Congressionally 
mandated one.  

� MA can be viewed as a place to lead the way in both reducing 
number of uninsured and in containing health care cost growth. 

� The Governor’s strong relationship with the Obama 

Administration can only help.
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Special Commission on the Health 
Care Payment System

Framework of Recommendations
Presented and discussed at Special Commission meeting: May 8, 2009

Revised based on Special Commission feedback: May 20, 2009
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Review of Recommendations

Movement from predominantly fee-for-service payment 
must occur to promote safe, timely, efficient, effective, 
equitable, patient-centered care and thereby reduce 
growth in per capita health care costs.
Massachusetts will transition to a payment system where 
global payments to provider networks are the 
predominant form of reimbursement. 

Global payments should be adjusted for risk and other factors 
and incorporate common performance measures. 
Provider networks are “Accountable Care Organizations”
(ACOs), which may include doctors, other community-based 
providers, and hospitals collectively capable of providing a full 
range of services to encourage the formation of medical homes.  
Relationships among providers can vary (ownership, 
virtual/contractual).
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Review of Recommendations

Since some Massachusetts providers will face challenges 
moving away from fee-for-service, a careful transition must 
occur and offer adequate infrastructure support for 
providers.

The transition will occur over a period not to exceed 5 years, 
though some providers may transition sooner. 

The transition payment model, shared savings, should provide either no risk 
or limited downside risk for providers that are unable to assume full risk.

Transition will include financial incentives for more rapid movement    
(upside potential increases with movement toward global payment): 

Fee-for-service  → Shared savings → Global payment
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How do we Transition to and Sustain a 
Global Payment Model?

o Shared Savings

o Formation of Accountable Care Organizations (ACOs)

o Support for ACOs

o Oversight

o Development of global payments

o Transition milestones 

o Monitoring

o Complementary strategies
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Shared Savings Overview

o The principal features of a “shared savings” model include:

• Payers and ACOs establish budget targets for the total health 
spending of ACO’s members.

• Payers may continue to make payments on a fee-for-service 
basis.

• At the end of the year, the actual and target spending are 
reconciled.

o If the actual spending is less than the target, and if the ACO has 
performed adequately on access and quality metrics, the ACO, 
payers, employers, and consumers share the difference (“shared 
savings”).
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Formation of ACOs

Provider role:  Providers will come together to form 
ACOs that will manage patient care, accept global 
payments, and allocate payments among its providers.

Payer role:  Health plans, MassHealth, Commonwealth 
Care, and Medicare (pending waiver) will contract 
directly or indirectly with ACOs in global payment 
arrangements.

Consumer role: Patients will select a primary care 
provider of choice to ensure care coordination and 
support the creation of medical homes.
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Support for ACOs

Shared commitment and responsibility are needed among 
health plans, providers, government, employers, and others 
to support the formation of ACOs and the transition to 
global payments.

1) Technical assistance and training on best practices in key 
competencies, such as governance and contracting, patient-
centered care management, health information technology, data 
analysis, and medical home primary care practice redesign.

2) Access to and analysis of claims data for an ACO’s covered 
population to support analysis of member health, care 
management, predictive modeling, performance measurement 
and transparency, etc.

3) Education regarding the new payment system and its 
implications for patients.
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Oversight

A new, independent Board will be charged with guiding 
implementation and monitoring of the new payment system.

Board members must be subject-matter experts.

Responsibilities of the Board include:
Defining parameters for an Accountable Care Organization
Collecting and analyzing health system data
Establishing transition milestones and determining transition progress 
Monitoring ongoing work

The Board will be supported/staffed by existing state entities or 
agencies and make decisions in an open and transparent manner.

The Board will seek broad stakeholder input from providers, health 
plans, government, employers, and consumers.
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Development of Global Payments

The Board will develop parameters for a standard global payment 
methodology, including adjustments for:

Clinical risk;
Socio-economic status; 
Geography, if appropriate; 
Core access and quality incentive measures; and
Other adjustments, including for unique circumstances. 

The market, including both private and public entities, will determine global 
payment amounts consistent with the Board’s methodology.  
Payers may need to utilize residual fee-for-service payments to providers in 
certain limited circumstances, such as

Out-of-ACO provider services, including care delivered to non-MA residents; 
and
A limited subset of health services that the Board may determine are 
inappropriate for ACO inclusion.
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Defining an Accountable Care Organization 

The Board will define the parameters of ACOs, such as:
Composition and participation (e.g. which scope of services must
be available in/through ACOs, “rules” for participation)

Scale of ACO (e.g. market share)

Stop-loss and reinsurance protection (risk considerations)
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Collecting and Analyzing Data

In the first year, the Board will collect and analyze data to inform 
policy-making and the establishment of transition milestones. 

Analysis may include:

Percentage of payments made under global payment arrangements;

Per capita health care cost trends, including medical vs. administrative 
cost trends;

Payment rate variation among providers and health plans;

Financial performance of ACOs, health plans, and sub-providers; and 

Metrics on access to care, especially for underserved populations.

The Board will also adopt core common performance measures, e.g.
quality, patient satisfaction, and monitor trends.
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Milestone: Progress to Global Payment

The Board will develop guidelines for shared savings and set annual 
targets for the market to advance to global payments.

Sample metric: Percent of payments made under shared savings and
global payment arrangements.

Board will continually monitor market progress to these targets.

Board will have authority to intervene if targets are not met.
Interventions can be both non-financial and financial.

Non-financial interventions could include providing 
recommendations and technical assistance.  

Financial interventions could include establishing payment rate 
parameters (e.g. constraining fee-for-service rates).
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Milestone: Payment Equity

The Board will set targets for the market to promote greater payment 
equity. 

Sample metric: Risk-adjusted global payments to ACOs

Board will continually monitor market progress to these targets and 
monitor market conditions, such as:

Payments to providers within ACOs
Payments for lines of service (e.g. primary care, behavioral health, etc.)

Board will have authority to intervene if targets are not met.
Interventions can be both non-financial and financial.
Non-financial interventions could include providing recommendations 
and technical assistance.  
Financial interventions could include establishing payment rate 
parameters (e.g. constraining fee-for-service rates).
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Milestone: Health Care Cost Growth

The Board will set targets for the market to contain health care cost 
growth. 

Sample metrics: 
Rate of per capita cost growth

Rate of growth in premium levels

Board will continually monitor market progress to these targets.

Board will have authority to intervene if targets are not met.
Interventions can be both non-financial and financial.

Non-financial interventions could include providing 
recommendations and technical assistance.  

Financial interventions could include establishing payment rate 
parameters (e.g. constraining fee-for-service rates).
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Monitoring

Board will closely monitor transition to global 
payment and have capacity to make mid-course 
corrections if needed.

Board will review and consider access, quality, and 
disparities measures.  

Board will consider implementation of 
infrastructure support for providers in previously 
discussed milestone targets.
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Complementary Strategies

The following strategies have been identified as important  
complements to payment reform:

Health plan design: Coordinate and expand existing efforts to 
examine health plan design, promote the use of high-value care 
(e.g., no co-pays for chronic care management visits and 
medications) and discourage inappropriate care.

Evidence-based coverage: Coordinate and expand existing efforts 
to review comparative effectiveness evidence and develop 
consensus coverage policy based on findings.

Consumer engagement: Coordinate and expand existing 
community, employer, health plan and state efforts to activate 
patients and promote healthier lifestyles, and improved self-
management of chronic illness.
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Complementary Strategies

Administrative simplification: The important efforts underway 
(Chapter 305 task force, HealthyMass initiative, voluntary efforts 
involving MMS, MHA, MAHP and EACH) should continue 
through to fruition.

Medical malpractice reform: Providers have cited the need to 
reform medical malpractice as an important goal to reduce costs in 
the health care system. Health care costs associated with “defensive 
medicine” have been cited as a concern.

Primary care workforce development: With an increased emphasis 
on medical homes and primary care, efforts are needed to attract
and retain primary care physicians.

End-of-Life care: Many stakeholders have cited the need to address 
end-of-life care and decision-making.  The efforts underway 
through the EOL Expert Panel should continue.
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Difference from Prior Capitation Models

Careful transition period with extensive provider 
supports

Robust monitoring activities to guard against unintended 
consequences

Linked to performance measures with emphasis on 
patient-centered care

Improved risk adjustment models

Health information technology infrastructure support



Copies of this report are available from the Division of Health Care Finance and Policy, Office 
of Business Communications. 
 
The report is available online at http://www.mass.gov/dhcfp/paymentcommission. 
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Special Commission on the Health Care Payment System 
Commission Meeting Minutes 

January 16, 2009 
 
 
 

Meeting Date, Time, and Location 
 

Date: Friday, January 16, 2009 
Time: 1:00 – 3:00 p.m. 
Place: One Ashburton Place, Boston, MA 02108 

 
Meeting Attendees 

 
Commission Members Guest Speakers Contractors 

   Leslie Kirwan (co-chair) 
   Sarah Iselin (co-chair) 

Alice Coombs, MD 
   Andrew Dreyfus 
   Deborah C. Enos 
   Christie Hager 
   Nancy Kane 
   Dolores Mitchell 
   Richard T. Moore 
   Lynn Nicholas 
   Bill Ryder of the 

Massachusetts Medical 
Society (for Alice 
Coombs, MD) 

   Nancy Savoie, Deputy 
General Counsel at 
DHCFP 

   Will Matlack, Assistant 
Attorney General and 
Chief of the Anti-Trust 
Division 

   Michael Bailit, Bailit 
Health Purchasing 

   Bob Schmitz, 
Mathematica Policy 
Research, Inc. 

   Margaret Houy, Bailit 
Health Purchasing, LLC 

   Candace Natoli, 
Mathematica Policy 
Research 

 
 
 

Meeting Minutes 
 

1.   Introduction of Commission members 
a.   The Commission members introduced themselves and identified which organizations 

they represent. 
 

2.   Commission’s role and responsibilities 
a.   Overview of statute (Section 44 of Chapter 305 of the Acts of 2008) - Nancy Savoie, 

Deputy General Counsel at DHCFP, reviewed the key provisions of the statute that 
created the Commission (Section 44 of Chapter 305 of the Acts of 2008). 
Commissioners were reminded that the goal of the Commission is to investigate 
reforming and restructuring the health payment system to provide incentives for 
efficient and effective patient-centered care and to reduce variations in the quality and 
cost of care. The membership of the Commission is legislatively mandated. The 
Commission is required by legislation to consult with different health care 
stakeholders throughout the state. Additionally, the Commission was reminded that 
their meetings are subject to the open meeting law, that six Commission members 
represented a quorum, and that all actions require a majority vote. The Commission is 
also subject to the state’s ethics laws. 



Special Commission on the Health Care Payment System 
Commission Meeting Minutes 

January 16, 2009 
 
 
 
 

b.   Process and expectations 
 

 The Commission’s Co-Chairs introduced Michael Bailit, Bailit Health 
Purchasing, LLC and Bob Schmitz, Mathematica Policy Research (MPR), 
the contractors hired to assist the Commission in their deliberations. The 
contractors were chosen through the RFP process. Michael Bailit will 
facilitate the Commission’s discussions, and Bob Schmitz and other MPR 
staff will work on developing a document that describes health care models 
and payment reform options. Additionally, the contractors will take on 
specific assignments from the Commission and draft its findings and 
recommendations. 

 
 The Commission’s co-chairs discussed the timeline for completing the 

Commission’s work. Commission members were reminded that they are 
being asked to complete their work by May. Because of the tight timeframe, 
Commission members were asked to either send a designee in their place or 
call into the meetings if they could not attend a meeting in person. The co- 
chairs also encouraged open dialog among the Commission members. There 
was a recommendation that microphones be made available at future 
meetings and that members bring their lunch to future meetings so that they 
could work through lunch. 

 
 The Commission will have a website 

(www.mass.gov/dhcfp/PaymentCommission) where meeting dates, meeting 
materials and other information would be posted. 

 
 The scope of the Commission’s work was also discussed. The Commission 

is tasked with developing recommendations on provider payment 
methodologies to be used by all payers in Massachusetts, including 
Medicare. The Commission will include within its scope hospitals, 

physicians, and other ancillary services, but will not include long term care 
and dental services, since Medicaid is the primary payer for long term care. 
The Commission will not create payment models from scratch, but will be 

evaluating existing payment methodologies presented by the contractors and 
other experts. The Commission will evaluate, and may choose amongst 
different methodologies, or may knit methodologies together. It is currently 
unclear whether the Commission will recommend one model, or different 
models that may work for different parts of the health system. The 
Commission will also discuss both long-term and short-term system 
changes, as well as the roles of the private market and government. Since 
the Commission may not have the time to discuss some important issues that 
would likely be brought up during the meetings, the Commission decided to 
place these issues in a “parking lot.” 

 
c.   Anti-trust considerations - Will Matlack, Assistant Attorney General and Chief of the 

Anti-Trust Division, explained to the Commission members that the Commission’s 
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enabling statute provided specific guidelines on how to deal with potential anti-trust 
issues that may arise during deliberations. The Attorney General’s office will serve 
two functions with respect to the Commission: 

 
 It will advise the Commission on anti-trust issues that relate to the 

Commission’s recommendations for payment reform. 
 

 It will provide ground rules for the Commission to follow to avoid potential 
anti-trust issues, given the fact that private sector members will be speaking 
to each other during the Commission meetings. Specifically, Mr. Matlack 
indicated that it was permissible for Commission members to discuss 
payment systems and macro issues, to speak with experts, and to ask private 
sector entities about their current practices. It is not acceptable for private 
entities to talk about granular pricing information and for one competitor to 
know the granular pricing information of another. If the Commission felt it 
needed granular pricing information for its work, the Attorney General’s 
office would work with the Commission to obtain the information following 
a mechanism established by federal regulations. 

 
 A representative from the Attorney General’s office will attend all of the 

Commission’s meetings. 
 
3.   Payment reform principles 

a.   Michael Bailit facilitated a discussion of payment reform principles. He first asked 
the members to identify what was wrong with the current health care payment system. 
The Commissioners identified the following: 

 Fee-for-Service (FFS) rewards overuse; does not encourage consideration of 
resources; does not align with evidence based guidelines; rewards volume, 
not quality or outcomes. 

 Variable margins incentivize volume, not value. 
 Caregiver incentives are not aligned among acute care hospitals, behavioral 

health providers, MDs, etc. 
 FFS does not recognize differences in performance, quality, or efficiency. 
 FFS is hard to administer given changes in health care delivery and 

technology. 
 The current payment system is byzantine; consumers and providers cannot 

understand it. 
 FFS is administratively complex. 
 FFS cannot build in cost growth limitation. 
 FFS fees often do not relate to actual costs. 
 There are disparate payments for the same service. 
 Some high-value services are not reimbursed. 
 The current system over-rewards intervention and not cognitive action. 
 FFS is a blunt instrument used to distinguish what services cost and what 

they ought to cost. 
 Multiple players determine the rates. 
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 FFS focuses attention on prices and not costs. 
 

b.   The Commissioners were then asked to identify desirable attributes of a payment 
system. The Commissioners identified the following: The payment system should: 

 Be flexible to adapt to changes in medicine. 
 Reward outcomes, not activity – e.g., quality, clinical outcomes, evidence- 

based adherence, efficiency, patient satisfaction. 
 Be tied to affordability. 
 Consider access – e.g. availability of services, consumer choice; payments 

should be adequate to elicit sufficient supply of providers. 
 Not drive capacity based on profit goals - prevent more capacity from 

developing than required for evidence-based care and desired outcomes. 
 Provide consistency of payments across payers to ensure access across the 

Commonwealth and its populations and payers. 
 Decrease variation in quality and cost across providers. 
 Provide differential payments based on performance. 
 Be fair and transparent. 
 Provide reasonable profit. 
 Not have incentives to take or not take certain patients. 

 
c.   This discussion also identified the following “parking lot” items: 

 Consumers should have “skin in the game.” 
 The role of benefit design in promoting payment reform. 
 How to finance payment of care, not services (community rating, etc.). 

 
4.   Draft payment reform principles 

a.   The Commissioners were asked to provide input into draft payment reform principles. 
The changes to the principles discussed by the Commission are summarized as 
follows with the suggested additions underlined and deletions bracketed: 

b.   Base assumption: Significant reform of the provider health care payment system is 
required to significantly slow the high rate of health care cost growth, while 
improving quality and appropriateness of care. 

 As currently implemented, fee-for-service payment rewards overuse of 
services and therefore is not a preferred model for most provider payments. 

 At a minimum, payments should be adequate to cover the costs of efficient 
providers and ensure adequate access to care for consumers. 

 Provider payment systems should reward and promote the delivery of 
efficient, high quality health care that aligns with evidence-based guidelines. 

 The health care payment system should reinforce provision of the optimal 
level of care and care coordination across the spectrum of health care 
providers. 

 Payments should minimize the risk to providers [for events largely outside 
of their control] of differences in population health status and should neither 
reward nor penalize a provider for accepting one patient rather than another 
(no incentives to “cherry pick” among patients with the same condition or 
need.) 
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 Health care payments should be uniform [for specific services – delete], on a 
risk-adjusted basis, regardless of payer, to the extent that this is financially 
feasible [for government payers – delete]. 

 The health care payment system should be organized in such a way as to 
minimize provider and payer administrative costs that do not add value. 

 All team members should share benefits. 
 

 
c.   A revised draft will be provided to the Commission after the staff and consultants 

have obtained stakeholder input. 
 
5.   Possible payment models 

a.   Bob Schmitz was then asked to briefly discuss the payment strategies outlined in the 
statute. He indicated that some of these strategies are not payment models, but rather 
mechanisms to improve care and outcomes that can be combined with payment 
models to improve care. He described the following payment strategies: 

 
 Blended capitation: Blended capitation means different things to different 

groups. Under Medicare it means a blend of adjustments to a global 
capitation rate – for example a capitation rate may vary based on 
geographic, demographic and severity characteristics. Other groups 
understand it to be capitation payments for one set of services, while another 
set of services are paid using FFS. A third interpretation of this term 
involves a capitation payment that is less than the actuarial value of care, 
augmented by FFS using rates that are lower than typical FFS payments, 
which combined results in an appropriate rate. 

 Episode of care: Episode of care payments are represented by a number of 
different approaches. Generally, they are payments that are paid for a 
specific event and the services that are provided around that event – for 
example, heart attacks and hip replacements. The most well known episode 
of care model is the Prometheus payment system. 

 Medical homes: The medical home model is an approach whereby a 
provider, typically a doctor, receives a payment for monitoring and 
coordinating care for a patient throughout the system. Often a primary care 
physician will provide primary care services and coordinate and monitor the 
other types of care. 

 Global budgets: Global budgets are not a payment system. Rather they are 
a mechanism whereby an authority sets a budget for all services. Canada and 
the United Kingdom (UK) use this strategy. Payment to providers can vary 
within the global budget system. The term “global payment” is a different 
concept in that it means an entity is accepting one payment for all the care it 
provides. 

 Pay-for-performance: Pay-for-performance (P4P) is a system whereby 
providers receive additional payments or bonuses for achieving outcomes or 
quality measures. P4P can be combined with a variety of payment 
approaches. 
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 Provider tiering: Provider tiering designates providers into different 
categories, usually based on efficiency – patients can be incentivized to use 
providers that are part of a preferred tier. 

 Evidence based purchasing strategies: Evidence based purchasing 
strategies are strategies whereby an entity assesses devices, procedures, 
technologies, or medications for their effectiveness. The Centre for 
Evidence-based Purchasing in the UK uses this strategy. These 
organizations can issue reports to payers, which can then use the 
information to make benefit coverage and reimbursement decisions. 

 
b.   Mr. Schmitz indicated that all payment strategies will require some sort of risk 

adjustment, and that many of these systems and strategies can be combined to 
improve quality of care. He also recommended that the chosen system(s) must be able 
to respond to changes in covered services and address care outside of Massachusetts, 
and will have to be monitored and updated, and be flexible enough to be modified. 

 
6.   Proposed work plan 

a.   The co-chairs proposed convening a working group that would meet in the next few 
weeks to designate agenda topics and guest speakers. There is a limited budget to pay 
for travel expenses for guest speakers. 

 
b.   The co-chairs added another Commission meeting in February as an opportunity for 

members of the public to offer their perspectives. In addition, there will be three 
rounds of stakeholder engagement. The first round, which will be in February, will 
gather feedback on the discussed principles. A second round in April will gather 
feedback on the strengths and weaknesses of payment models. The third round will 
obtain feedback on the draft recommendations in May. 

 
7.   Next steps 

a.   The next meeting will focus on two models: episode-based payment and medical 
homes. MPR will synthesize the basic features of these models, summarize 
implementation strategies, and provide a complete literature review of the topics. 
Michael Bailit will present on the medical home. There will also be a guest speaker to 
present on episode-based payments. 

 
b.   Several Commission members expressed an interest in using the Commission 

meetings primarily for discussion and questions. The recommendation was also made 
to ask providers that are living with the proposed systems to present. 

 
c.   Regarding the public meeting to obtain stakeholder feedback, it was recommended 

that testimony be invited and that witnesses provide something in writing to the 
Commission before the meeting. Also it was recommended that the Commission 
make it clear that it was tasked with reforming payment, not insurance reform. The 
structure of this meeting will be discussed early next week, and will likely be 
scheduled in early February. 
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d.   It was also requested that the Commission members be provided with information on 
how the delivery system is currently organized and how health care dollars are spent 
in Massachusetts. 

 
The meeting was adjourned at 2:50 p.m. 
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Meeting Minutes 
Co-Chair Kirwan summarized the importance of the Payment Commission’s work by reminding 
attendees that to sustain universal health insurance coverage health care costs must be contained. 
The Commission will be developing both short-term and longer-term implementation strategies. 
She welcomed input from all stakeholders and that obtaining input was an important part of the 
Commission’s responsibilities. 

 
Co-Chair Iselin explained the process for today’s meeting, which is dedicated to receiving input 
from stakeholders. Those who had not signed up in advance were invited to speak. All speakers 
were asked to limit remarks to 5 minutes. All written comments will be shared with the 
Commissioners and will be read. After each speaker’s presentation, Commissioners will be 
offered an opportunity to ask questions. The Commission will receive written presentations until 
February 11. Attendees were advised to go to the Payment Commission’s website for 
instructions. 

 
1.   JudyAnn Bigby, MD, Secretary of the Executive Office of Health and Human Services 

a.   The Commission has an opportunity to think big to reach the Commonwealth’s 
goals of improving cost, quality and equity. 

b.   Consider an all-payer system that has the same payment rates and methodology 
for all providers. This includes higher payments for Medicaid to avoid cost 
shifting. 

c.   Protect safety net providers by giving them additional payments. 
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d.   Include public and private payers collaboratively. 
e.   Use an episode of care payment system for providers, adjusted for case 

complexity. Provide additional payments to teaching hospitals to cover teaching 
costs. 

f. Build in accountability for care over time, which is associated with higher quality 
and lower costs. 

g.   Increase payments to PCPs to recognize the value of preventive services. Pay for 
services not historically reimbursed, including care coordination. Reward 
providers for providing patient-centered care. 

h.   Have a fully vertically and horizontally integrated system with the patient having 
multiple connecting points. 

i. Promote coordination across delivery groups. 
j. Include Computerized Order Entry Systems with full interoperability. 

 
k.   Commissioner’s Questions: 

Question Response
How can we get to a virtually integrated 
system of providers starting from where we 
are now (with lots physician practices of 1s 
and 2s)? 

Possibly create a regional coordination 
center that would provide the type of 
support available in larger group practices. 
Groups could share back office and other 
systems. 

Should case mix adjustments be made pre- 
service or at the end of the year? 

Either might be acceptable. 

How should we deal with providers who 
will not take certain types of insurance or 
will only take cash? What about concierge 
practices? 

This is a question of how much tolerance 
there should be in the redesign for 
individual decisions. Rates should be more 
equal so that there is no reason not to 
accept Medicaid

If there is a state authority with oversight 
responsibilities, do you envision a work- 
around for Medicare or every payer using 
the same songbook? 

I am thinking about a CMS waiver. 

Do you see the PCP as gatekeeper in a 
positive way to achieve a patient-centered 
approach? 

PCPs must support and advocate for the 
patient. The key is an episode of care 
payment, which would require providers to 
work in integrated systems. 

What ideas do you have to restrain the 
growth of high fixed cost technologies, 
which create volume incentives? 

We would need to evaluate what is needed 
regarding health planning, including 
comparative effectiveness evaluation. 

Do we have enough resources in the system 
to fund the changes you are discussing? 

We currently have enough resources to 
make an orderly transition. Interim steps to 
strengthen primary care, and provide P4P 
incentive systems on top of the current FFS 
system have had mixed results. We need to 
look at a whole system redesign. 
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2.   Lucian Leape, MD, member of the Harvard Medical School Faculty, speaking as an 
individual 

a.   Following are the key points made by Dr. Leape: 
 It is not enough to bend the curve; health care costs must be reduced. 
 Overuse and under use are the two causes for increased health care costs. 
 The answer is to work in teams. Pay for care in an integrated way by 

doing the following: 
- Pay for care not for services 
- Pay for groups of providers, not individuals. PCPs, specialists, social 

workers, etc. must work together to provide better care for individuals. 
 

b.   Commissioner’s Questions: 
 

Question Response
How would you account for differences in 
the quality of provider practices in a 
payment system? 

Hold groups accountable for outcomes. 
Leave it to the group to figure out how to 
get to outcomes. Physicians are able to get 
together, figure out how to get quality care 
and to police themselves. 

What innovations would you suggest to 
bring small practices of 1 and 2 physicians 
into a group mode? 

EMR is one way to link people to a 
common set of standards and practices. 
Doctors must be told that they must come 
together and work as a team. 

What structure would you suggest to 
change the current culture and stop the 
introduction of new technology, even 
before its value is proven? 

Establish a federal board to assess the cost 
and effectiveness of new technologies. We 
need to make decisions regarding what 
works and only pay for what works. 

Sometimes people working in teams, not 
the payment system, result in better 
decisions, including reviewing cases 
retrospectively to learn from different 
situations. 

I agree. 

 

 
3.   Alan Sager, Professor, Health Policy and Management, Boston University 

a.   Following are the key points made by Professor Sager: 
 There is enough money in the system to provide quality health care 

services for everyone. 
 Massachusetts spends 1/3 more per person ($11,100) than the national 

average. 
 All efforts to date have not controlled health care costs. Containing costs 

is a retail job requiring the active, motivated involvement of enthusiastic 
physicians. 

 Recommendations: promote the medical home concept, eliminate 
defensive medicine, eliminate unnecessary paperwork, create a full 
frontal capitation of $8000 per person, risk adjusted. Put the funds into 
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three watertight buckets for primary care, specialty care and all other 
care. 

 
b.   Commissioner’s Questions: 

 
The following summarizes the Commissioners’ questions and the speaker’s responses: 

 
Question Response
Please explain the $700 million. There are about 6.4M people in 

Massachusetts. If we want the patient panel 
of each primary-care physician to be 1,000 
on average, then we require 6,400 primary- 
care physicians. If the average pay of a 
primary-care physician is $110,000, then 
the total annual payment for these 
physicians is about $700 million. 

Were hospitals included in your 
calculations? 

They were not included. 

How can you change the dynamic of 
medical students not going into primary 
care because of prestige and other less 
tangible issues? 

There is a need to recognize the difficulty 
of the job and the variety of strengths 
required to do it well to increase the 
prestige of this area of practice. 

What is your reform suggestion? Bundled payments, a governmental entity 
to evaluate effectiveness of technology and 
services, but a voluntary system to measure 
outcomes.

How are PCP’s salaries increased? Adopt a medical home model with 
capitated payments in the amount of $8000 
per person, risk adjusted. Then divide 
funds into three watertight buckets – PCP 
services, specialty services, pharmacy and 
everything else. Dental care and OTC 
drugs are not included. Physicians can 
decide how they want to be paid. I want 
doctors to concentrate less on their own 
incomes and more on what they can 
control. 

How do you define self-regulation? Seems 
to me that government must set standards 
of performance. 

There must be a mixture. Initially 
physicians would volunteer and do what is 
best for the patient by practicing evidence- 
based medicine. We would learn from their 
experience. Regulations could track 
adherence to EB standards and horizontal 
equity (patients being treated the same). 

Are hospitals covered by the $8000 
capitation? 

Pay hospitals on a prospective basis. 
Physician groups would buy hospital care 
to mimic the free market.
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In England there are 75% PCP and 25% 
specialists, which is the opposite from the 
US. How can we get there? 

No answer. 

 
 

4.   David Matteodo, Massachusetts Association of Behavioral Health Systems 
a.   The following are the key points made by Mr. Matteodo: 

 Inpatient mental health and substance abuse facilities are a small but 
significant part of the health care system. 75% of income is from a 
public payer. 

 We need a payment system with the following characteristics: 
- Predicable and understandable. 
- Incentives are aligned with good patient care. Currently there are 

increasing pressures for short lengths of stay. We want to give patients 
what they need. 

- Appropriate oversight for treating clinicians. Currently authorizations 
from MCOs take hours. Once the patient is admitted there is continuing 
second-guessing by MCOs. 

- Increase deeming opportunities with respect to credentialing 
organizations. 

- No additional unfunded mandates. Additional requirements must come 
with additional funding in this fiscal crisis. 

- State agency requirements must be taken into consideration. Currently 
DMR and DCF agencies have administrative days. The children get 
stuck because of no appropriate placements; we receive a reduced 
payment, but the child continues to get the same level of care. This in 
turn keeps kids in the ER, instead of inpatient placement. These 
problems may increase with state hospitals closing. 

- Be sensitive to fixed costs and on-going costs. In FY09 there was no 
MassHealth rate increase, but our costs are continuing to increase. 

 
b.   Commissioner’s Questions: 

 
The following summarizes the Commissioners’ questions and the speaker’s responses: 

 
Question Response
Which payment system would be best for 
behavioral health services, and to 
encourage integration of behavioral and all 
other health services? 

Behavioral health must be integrated into 
incentives. Often a PCP doesn’t know that 
a patient is in a psych hospital. A payment 
system must support stronger inter- 
relationships.

The current system does not recognize the 
complexity of these patients, particularly in 
the ER. 

The most important thing is to change the 
situation in the ER. ER waits for an 
inpatient bed should be limited to 24 hours. 
We need quicker authorizations. 

 

 
5.   Ellen Murphy Meehan, Alliance of Massachusetts Safety Net Hospitals 

a.   Following are the key points made by Ms. Meehan: 
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 Low-income patients rely on safety net hospitals. These hospitals are 
paid less. The quality of care is different. Access to capital and the 
physical plants are unequal. Access to specialists is unequal. They also 
provide additional unreimbursed services, including translation, and 
social services. 

 We try to grow PCP practices, but it is hard to compete with other 
facilities receiving higher payments. 

 We are concerned that we will be left behind in payment reform. 
 We had hoped that under health care reform we would have received 

more dollars. They went to the teaching hospitals because of the criteria 
used. We have seen our rates decline through health care reform. We 
provide much more outpatient care to uninsured people than do teaching 
hospitals. 

 A 25% add-on has been endorsed to remedy the problem. We would like 
this to remain. Payment reform must consider these hospitals. Flexibility 
is needed to save these hospitals. Payments must cover costs. 

 These hospitals do not have access to low-cost capital to buy EMRs. 
 These hospitals do not have control over the largest physician practices 

in the area, because they are attached to tertiary hospitals. 
 A new payment system must have the following features: 
- The cost of care is covered by the payment levels. 
- It must adapt to the type of patients served. 
- It does not perpetuate inequities that exist today. 

 
b.   Commissioner’s Questions: 

 
Question Response
What type of payment system would be 
best for your hospitals? 

A system that creates a level playing field 
in the short run. 

In the long run would an all payer system 
with the same level of payment work for 
your hospitals? 

The same level of payments won’t work. 
We have no EMRs; our facilities are old. 
We need extra dollars to get even. 

Why do lower income patients go to DISH 
hospitals when other hospitals are 
available? 

These hospitals understand this population 
and serve them well. Serving them is part of 

their mission. Others don’t want to care 
for people who pay them less. 

Is the problem one of poor distribution? Is 
there enough money in the system to 
provide the necessary care for everyone? 

I cannot answer this question. I ask the 
Commission to look into hospitals 
spending money to move into well-to-do 
suburbs and whether the dollars could be 
used better.  Possibly incentives could be 
provided to hospital workers to receive the 
care at the hospital where they work. 
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6.   Marylou Buyse, MD, Massachusetts Association of Health Plans 
a.   The following are the key points made by Dr. Buyse: 

 Keeping health care costs affordable is challenging to all. 
 All can benefit from reforming the health care system, leading to better 

coordination of care and improved quality. 
 Reform should recognize: 
- Cost control should result in lower costs for consumers and payers. 
- One size does not fit all. 
- It takes time to implement reform and requires interim steps. Most 

providers are not in positions to implement needed change. 
 

b.   No questions were asked of Dr. Buyse. 
 

7.   Rick Weisblatt, MD, Medical Director for Behavioral Health and Pharmacy, Harvard 
Pilgrim 

a.   Following are the key points made by Dr. Weisblatt. 
 Tufts Health Plan has 80% of its PCPs either under risk contracts or 

eligible to receive P4P payments, which represents 80% of our 
members. 

 18 months ago we included hospitals in our P4P program. 
 We have incentives regarding infrastructure, quality and efficiency. 
 We have seen improvements in all domains (citing statistics over a 2 or 

3 year time period). 
 The keys to a successful P4P program include: 
- A long-term strategy to engage leadership, provide practice support and 

use nationally accepted measures. Physicians can be well organized in 
small practices with 1 or 2 physicians. 

- If all payers used the same measures, it would have an impact. 
 Some of the issues that must be addressed. 
- We are just starting with efficiency measures, and are just at the tip of 

the iceberg. 
- There are few specialists’ measures. 
- P4P does not change FFS incentives. 
- P4P is not applicable to PPO and self-insured accounts. 

 
b.   Commissioner’s Questions: 

 
 
 

Question Response
What percent of total payments are P4P 
incentives? 

Between 5 to 10%. 

We need to share information to get a 
bigger penetration and make a bigger 
impact on a physician’s practice. 

With enabling infrastructure, we would be 
happy to participate. You must have 
Medicare as a player. Without them 50% of 
a physician’s practice is off the table. 

Do you see a need to move away from a Yes. Physician group should be able to tell



Special Commission on the Health Care Payment System 
Commission Meeting Minutes 

February 6, 2009 
 
 
 

Question Response
FFS model to get at delivery issues and 
bring about reform? 

plans what payment methodology they 
want. We need options for smaller groups. 
Risk adjustments are needed. 

MassHealth is the payer that is most unlike 
other payers. 

When we went to hospital P4P, we used 
CMS measures and reports.  CMS can 
drive change.

What are the three lessons learned that you 
could share? 

1.   All parties must be engaged in the 
beginning. Use a collaborative model. 

2.   Leadership and infrastructure within 
practices is key to bringing about 
practice pattern changes. 

3.   All payers must be involved and using 
the same methodology and approach to 
payment.

How should we pay for big-ticket items 
such as use of ICU at end of life situation? 

P4P needs to be based on consensus. There 
is no consensus regarding end of life. P4P 
must be easy to implement. There is no 
precedent regarding an end of life case. 
Reform of practice of medicine must come 
from medical practitioners. 

Do you think that episode of care payments 
might bring about the behavioral change 
we are looking for? 

It depends on who is involved in the 
capitated group. A PCP under capitation 
could not impact behavioral of oncologists. 
Maybe prospective payments would be 
better. This is why we need a range of 
approaches to bring in hospitals and 
specialists. 

 

 
8.   Marc Spooner, VP of Provider Contracting at Tufts Health Plan 

a.   Following are the key points made by Mr. Spooner: 
 Tufts Health Plan has extensive experience with capitation in its 

Medicare Advantage product. 
 Capitation has been criticized for inappropriately rewarding under 

utilization. Our experience is that this is mitigated by use of disease 
management programs. 

 Providers who are willing to take on a risk-based contract have 
infrastructure to control referrals, and they must be willing to manage 
care by engaging patients in difficult conversations. 

 Tufts Health Plan provides support to providers by sharing best practices 
and analyses of practice patterns. 

 For capitation to work in a commercial environment, there are three 
determinative factors: 

- Whether the provider has capital and the infrastructure to manage care. 
- Whether a sufficient scope of services are provided at the home hospitals 

using local specialists. 
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- Whether there is a sufficient degree of integration between the 
physicians and the home hospitals. There need to be conversations about 
sharing financial risk with the hospital. 

 View capitation as an option, not a panacea. 

b.   Commissioner’s Questions: 

The following summarizes the Commissioners’ questions and the speaker’s responses: 
 

Question Response
How can we change the cultural issues 
around patient expectations? 

Patients are used to easy referrals. It is time 
to open conversations with patients. 

 

 
Dr. Buyse offered to share with the Commission a paper on cultural issues regarding Americans 
and health care. 

 
9.   Antonia Blin, Massachusetts Association of School-Based Health Centers 

a.   Following are the key points made by Ms. Blin: 
 25 different organizations coordinate to provide services in 62 different 

centers. 
 A variety of organizations would be impacted by reimbursement 

changes. 
 School-based health centers are convenient, cost effective. They are run 

by nurse practitioners. 
 Prior authorizations are barriers to the Centers receiving necessary 

financial support. Easy referrals should be available when services are 
provided in a confidential way to high-risk young men and women. 

 
b.   Commissioner’s Questions: 

 
Question Response
What key message do you want the 
Commission to hear? 

Do not forget about us as part of the heath 
care system. We can play a bigger role in 
providing cost-effective, high quality care. 
Students are getting care when and where 
they need it.

 

 
10. Jerry Steinberg, MD, Chief Medical Officer and Quality Officer at Cambridge Health 

Alliance 
a.   Following are the key points made by Dr. Steinberg: 

 CHA is a DISH hospital and we care for a large number of patients with 
behavioral health issues. We have seen an increase of 80,000 visits. 

 Payment reform must address the disparity in reimbursement across 
provider types and services. Payments for behavioral health services do 
not cover costs, and there is a need to level the playing field. 
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 Payment reform must be a primary care based system that promotes cost 
effective, high quality services. 

 Reforms must promote stronger team-based primary care with mental 
health and shared responsibilities. 

 We must transition from volume to value. 
 We must align financial incentives with the goals of promoting 

prevention, optimal utilization, wellness and best outcomes. 
 Optimal utilization must reside within the work of providers. It cannot 

be based on authorizations. 
 There must be enhanced payments for primary care, chronic care 

management, mental health and substance abuse services. 
 CHA has had experience with team-based models for management of 

chronic diseases with positive results. Currently care coordination, 
improved access, group visits, and outreach to hard-to-reach patients are 
not reimbursable service. 

 CHA has some needed infrastructure to manage care. We are interested 
in being a demonstration partner. 

 Graduate Medical Education payments should be directed towards 
primary care. We also need post graduation support. Payments need to 
be focused on outpatient educational services. 

 
b.   Commissioner’s Questions: 

 
Question Response
Why do insurance rates continue to 
increase, and why does hospital bad debt 
not decline with more people insured and 
payment for care received? 

Lots of work needs to be done on the 
provider side to meet the goals set out. 

 

 
11. Brian Rossman, Health Care For All 

a.   Following are the key points made by Mr. Rossman: 
 Health reform must have the following characteristics: 
- Be like Snow White – be transparent. Payment must be transparent and 

open so patients can see the incentives for providers and plans. 
- Be like Dumbo – recognize patient empowerment. We need to be aware 

that the patient needs to be more involved.  There need to be decision- 
making aids so that patients can understand their options, and chronic 
disease self-management skill development. 

- Be like Goldilocks – it needs to get the size right. It needs to use 
validated methodologies for risk adjustments. 

- Be like Little Red Riding Hood – recognize the role of public health in 
payment reform. Some areas, such as translation services, might not be 
appropriate for payment reform, and should be paid with public health 
dollars. 

 
No questions were asked of Mr. Rossman. 
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The session ended at 3:10 p.m. 
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   Michael Bailit, Bailit 
Health Purchasing 

   Bob Schmitz, 
Mathematica Policy 
Research, Inc. 

   Margaret Houy, Bailit 
Health Purchasing, LLC 

 
 
 

Meeting Minutes 
Co-Chair Leslie Kirwan introduced Representative Harriett Stanley, Chair of the Joint Health 
Care Financing Committee, as the new member of the Commission. She identified the three 
payment models that are the topics of today’s meeting: Patient-Centered Medical Home (MH), 
Pay-for-Performance (P4P), and global capitation. 

 
Co-Chair Sarah Iselin reminded the attendees that Commission materials are available on the 
Commission’s website. The next Commission meeting will be February 24 from 2pm to 5pm. 
Two speakers and topics have been confirmed. Glen Hackbarth and Harold Miller will be 
presenting on episode-based models. There will also be a presentation on evidence-based 
coverage. Materials will be sent to the Commission members in advance. 

 
1.   Report on stakeholder meetings – Michael Bailit, Bailit Health Purchasing 

a.   Michael Bailit, who was joined by Commissioner Iselin and by members of 
Secretary Kirwan’s staff, reported meeting with the following stakeholder groups: 

   Physicians: specialty societies, large independent physician groups, and 
groups affiliated with hospitals; 

   Hospitals: community hospitals, teaching hospitals and large safety net 
hospitals; 

   Consumer advocates; 
   Organized labor groups; 
   Health plans, and 



Special Commission on the Health Care Payment System 
Commission Meeting Minutes 

February 13, 2009 
 
 
 

   Community health centers. 
 

b.   In addition he has met with the Commonwealth Health Insurance Connector and 
briefed the Cost Containment Committee of the Health Care Quality and Cost 
Council and the MassHealth Payment Policy Advisory Board. He will be meeting 
with employer representatives and EOHHS representatives in the future. 

   The purpose of these meetings was to provide background about the role 
of the Commission and to review the payment reform principles being 
developed by the Commission. 

 
c.   Mr. Bailit identified several key points of understanding that the attendees took 

from the meeting: 
   Terminology can be an impediment to communications. For example, the 

term “provider” means different things to different stakeholders. 
   All stakeholders understand the difficulty of this endeavor. They also 

acknowledge that payment reform alone is not enough to address all issues 
driving up health care costs and that there is no guarantee of success. 

   Several stakeholders thought that a vision statement regarding desired 
outcomes should be added to the principles. 

   Many stakeholders believe integration of the delivery system will provide 
better value; there is disagreement as to whether real or virtual integration 
will be necessary to achieve the goals of the payment reform. 

   All affirmed the importance of broad stakeholder participation in this 
process. 

 
2.   Review of proposed revised payment reform principles – Michael Bailit, Bailit Health 

Purchasing 
a.   Mr. Bailit identified new concepts to add to the statement of principles as a result 

of the stakeholder meetings. Suggested additional are the following: 
   No one-payment model will work for all providers or in all regions of the 

Commonwealth due to the heterogeneity of the delivery system. 
   Payment reform must address the problem of a shortage of primary care 

physicians. 
   Payment report should seek to balance payments for cognitive, preventive, 

chronic and interventional care, and be sensitive to the current cross- 
subsidization occurring within provider organizations as a result of the 
lack of balance. 

   Implementation should be phased in with time and resources dedicated to 
evaluation, identification of unanticipated consequences, and mid-course 
corrections. 

   Payment methodologies should be transparent to all, including patients 
and providers. 

   Payment reform must be designed with an awareness of the interactive 
effects of payment model with delivery system organization and with 
health benefit design. 
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   Risk adjustment must contemplate not only differences in health status, 
but in socio-economic status, since lower income groups tend to have 
lower levels of adherence to clinical instruction. 

   A second round of stakeholder meetings will be held following the 
Commission’s fifth meeting. 

 
b.   Commissioners’ Questions: 

 
Question Speaker’s Response
Were there any objections expressed to 
moving away from a fee-for-service 
payment methodology? 

Most agreed there was a need to move 
away from FFS. Some wanted to keep a 
modified FFS methodology on the table. 

Was there any sense of urgency among the 
stakeholders 

No. The sense of urgency was conveyed by 
the State to the stakeholders. In general, 
stakeholder’s perceived great opportunity 
coupled with a sense of trepidation 
regarding potential risks. 

 

 
It was noted that even if the Commission wanted to move away from FFS, there might continue 
to be a place for FFS as a way to encourage more of something that the system wants to promote. 

 
3.   Overview of payment models – Deborah Chollet, Mathematica Policy Research 

a.   Dr. Chollet provided the following overview of payment models. Payment models 
aggregate payments at different levels. FFS pays at the service level. Episode-of- 
care models bundle groups of services (including physician and facility services) 
as a basis of payment. Global payment models bundle payments at the patient 
level. As bundling increases, there is more financial risk to the providers receiving 
the payment. Quality incentives tend to be in the form of bonuses for meeting 
quality/value targets. 

 
b.   Dr. Chollet summarized the characteristics of five payment models as follows: 

   Fee-for-service 
- Providers are paid for individual services performed. 
- Payments may be charge based, cost based, or prospective 
- If payments are prospective there is no incentive to increase unit 

costs, but there are incentives to increase the volume of services 
and provide more costly mix of services. 

   Pay-for-Performance 
- P4P is usually built on a FFS base. P4P increases payments for 

improved processes of care that are evidence based and for 
occasionally for improved quality outcomes. 

- The goal of P4P is to improve quality and effectiveness. It has not 
been proven to save costs. 

- Payments are usually low and there are lots of different measures 
used by different payers, so the effect of P4P is muffled and it is 
hard to know what is achieved. 



Special Commission on the Health Care Payment System 
Commission Meeting Minutes 

February 13, 2009 
 
 
 

- P4P does not necessarily counter the incentives of the underlying 
payment system. Payments would have to be large to do so. 

   Episode of care payments 
- Payment model provides prospective payments for a clinical 

episode of care. Payments may be risk adjusted. 
- It is in the early stages of development, and is usually developed 

around specific diagnoses. 
- There is some provider risk, but it is limited to the cost of care, not 

the occurrence of the episode. 
- There are incentives to constrain unit costs, volume and service 

mix. 
   Global Payments 

- Global payments are fixed payments per patient per month for 
some or all of the services provided. The difference between 
partial and full global payments is the range of services for which 
the provider is responsible. 

- There is high provider risk for both cost of services and occurrence 
of need for services. 

- There is a strong incentive to constrain unit cost, volume and 
service mix. 

- Global payments may be adjusted for severity or performance. 
   Medical Home 

- This model focuses on primary care, disease management and care 
coordination. 

- There is a basic and an advanced model. The basic model focuses 
on care coordination with the patient. The advanced model 
includes DMR, e-prescribing, performance reporting and care 
coordination. 

- The Medical Home can be built on any payment model. 
- The Medical Home is a way of approaching the patient, rather than 

a different payment system. 
- There is no evidence of reduced costs. 

   Dr. Chollet offered the following check list of major payment systems 
issues to consider when evaluating different payment models: 

- How does the payment system perform regarding incentives for 
patient selection and access to care? 

- Does the system have anything to encourage improvement in 
quality, and short-term costs. 

- Does the system have an impact on the longer term cost trend, 
which includes unit cost, volume and service mix? 

- Are the risk-bearing entities stable? How are downstream risks 
reported and regulated by the state insurance department. 

 
4.   Presentation regarding medical home – Michael Bailit, Bailit Health Purchasing 

a.   Mr. Bailit provided background on the development of the Patient Centered 
Medical Home (MH). The business case for the MH is based on research that 
demonstrates that health systems that are primary care focused generate lower 
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cost, higher quality and fewer disparities than do systems that are specialty 
focused. The US has a specialty care focused health care system. Other research 
has evaluated the Chronic Care Model, which is the chassis for much of the 
NCQA standards, and the research found improved quality. Fewer evaluations 
have been done on cost and utilization, but most have been positive. The shortage 
of PCPs will continue without change. 

 
b.   MHs have eight distinguishing characteristics: 

   Personal physician/clinician; 
   Team-based care; 
   Proactive planned visits instead of reactive, episodic care; 
   Tracking patients and their needed care using special software (patient 

registries); 
   Support of self-management of chronic conditions; 
   Patient involvement in decision making; 
   Coordinated care across all settings, and 
   Enhanced access. 

c.   Currently, there are many pilots and demonstration projects across the US. There 
are two reasons why the MH pilots involve payment reform: practices are asked 
to perform more services that traditionally are non-billable services; and there is a 
need for incentives to move from volume based to quality based practices. 

   There are eight payment models across the US; most are built on a FFS 
model: 

- FFS with discrete new codes for traditionally un-reimbursable 
services; 

- FFS with higher payment levels for standard billing codes; 
- FFS with lump sum payments to cover additional costs of 

redesigning the practice; 
- FFS with a separate PMPM fee; 
- FFS with a separate PMPM fee and with P4P bonuses; 
- FFS with a PMPY payment; 
- FFS with lump sum payments; P4P and shared savings, and 
- Comprehensive payment with P4P (risk-adjusted PMPM 

comprehensive payment covering all primary care services) 
 

d.   Payment amounts typically range between $2.50 pmpm and $5.50 pmpm. The 
CMS demonstration project will pay considerably higher: tier 1= $27.12/$80.25 
and Tier 2 = $35.48/$100.35. 

   Mr. Bailit identified two possible paths for Massachusetts: 
- Sponsor a multi-payer demonstration across the Commonwealth 

with participation of all major insurers and MassHealth, and of a 
diverse range of primary care practices. This model is attractive, 
but its value has not yet been sufficiently demonstrated as a means 
to reduce costs. 

- Implement the medical home statewide with all primary care 
practices in a phase-in process. It is clear that the system needs to 
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be rebalanced to better emphasize, support and reward primary 
care, and the existing evidence is adequate to support the 
investment. 

 
e.   Commissioners’ Questions: 

 
Question Speaker’s Response
Does this system have any accountability 
for controlling costs outside of the medical 
home? 

There is some indication that the MH 
system can control costs, but there are no 
explicit incentives to do so. 

How are these systems financed? Most are demonstration projects that have 
built in evaluation. Most of the dollars are 
investment dollars whereby payers are 
investing in a promising model upfront and 
then evaluating the results. 

Are ER costs included in model 8? No, but bonus payments look at 
efficiencies, including the use of ER. 

Can this model be applied to smaller 
practices? Is there a critical mass that is 
needed? 

It is harder for smaller practices. Some 
demonstration projects have tried to 
address this issue by creating shared 
resources for care management services. 

Can this model be applied to employed 
practices? 

Yes. 

Do participants already have infrastructure 
in place? 

No. PCPs uniformly want to participate in 
demonstration projects. There is no 
hesitation because of the short-term nature 
of a demonstration project. Enhanced fees 
are a draw. Others are drawn to the model. 

 

 
5.   Medical home case study presentation – Chris Koller, Rhode Island Health Insurance 

Commissioner 
a.   Mr. Koller presented an overview of the medical home initiative in Rhode Island 

being facilitated by his office. 
   CSI Rhode Island is a statewide, multi-stakeholder collaborative designed 

to align quality improvement goals and financial incentives among RI’s 
health plans, purchasers and providers, in order to develop and support a 
sustainable model for the delivery of chronic illness care in primary care 
settings. It provides enhanced payments to PCPs for the delivery of high 
quality chronic illness care and establishment of a “Medical Home” based 
on NCQA standards. It is a two-year pilot that began on October 1, 2008. 
Harvard School of Public Health will be evaluating the pilot. 

   Underlying principles recognize that improving chronic illness care 
requires re-design of the delivery system. For successful delivery system 
change there must be external standards and training; incentives and 
disincentives aimed at the provider site must be aligned across payers, and 
there must be measurements. RI believes that it must be piloted first. 
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   RI believes that it must be an all-payer initiative in order to make the 
numbers work for the practices so that there are enough dollars and 
patients and required standards to bring about change. 

   Participants include: 
- Payers – all except Medicare. 
- Purchasers – the two largest private sector employers, RI 

Medicaid, State employees, and RI business Group on Health. 
- Providers – the largest PCP organizations (including community 

health centers and hospital based clinics), RI Medical Society, RI 
AAFP and RI ACP. 

- State – Office of the Health Insurance commissioner, Department 
of Human Services and Department of Health. 

   The Commitments from each participant are as follows: 
   Providers – implement components of the NCQA PPC standards; 

participate in the local chronic care collaborative; submit self- 
measurement and public reporting, and provide patient engagement and 
education. 

   Plans – pay a supplemental $3pmpm; pay the costs of the nurse care 
managers who are allocated across the sites, and provide shared data and 
common measures for UR measurement and feedback. 

   Self-insured employers – pay for programs for their workers. 
 

b.   Elements of the CSI RI Pilot are as follows: 
   Common practice sites: all payers will select the same core group of 

practice sites in which to administer their pilot. This requires a common 
set of practice qualifications. CSI involves 25,000 covered lives; 28 
physician FTEs, and a range of practice types. 

   Common services: all payers will agree to ask the pilot sites to implement 
the same set of new clinical services, drawn from the PCMH Principles. 
Sites must achieve NCQA PPC level 1 in 9 months and Level 2 in 18 
months. The nurse case manager is hired by the practice, which works 
with all patients. Payers pay the cost. 

   Common Conditions: pilot sites will not be asked by payers to focus 
improvement efforts on different chronic conditions.  CSI RI addresses 
coronary artery disease, diabetes and depression. 

   Common Measures: all payers will agree to assess practices using the 
same measures, drawn from national measurement sets. Measures include 
structural measures (NCQA PPC-PCMH); outcome measures for three 
chronic conditions (from practice self-reporting), and cost and utilization 
measures (ER, pharmacy, IP admission from claims). 

   Consistent Payment: the method and intent of incentive payments will be 
consistent across all payers. Payment is $3.00pmpm, plus cash to support 
the care managers. Plans and providers agreed to a common member 
attribution methodology. 
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c.   Mr. Koller identified the following barriers to convening a broad stakeholder 
coalition to pilot new payment models: 

   Large national payers have little incentive to participate in regional or 
state-level programs; 

   Payers fear losing competitive advantage and are not accustomed to 
collaborating with other plans; 

   Anti-trust concerns; 
   Medicaid and commercial plans are often not aligned; 
   Need Medicare to participate to cover all patients; 
   The PPO and FFS mindsets are diametrically opposed to this approach; 
   Hard to decide what success looks like; 
   The need for a positive ROI must be balanced with “Just Do It”; 
   Planning and implementation requires staff time, getting private practices 

to do non-reimbursed work and death by a thousand unforeseen cuts, and 
   Trust. 

 
d.   Mr. Koller also identified the following opportunities to convening broad 

stakeholder coalitions: 
   The government serving as convener provides both a stick and the anti- 

trust soother; 
   Engaging major purchasers as advocates; 
   Engaging consumers to be advocates; 
   Developing physician leadership and collaboration; 
   Educating stakeholders regarding the need for delivery system-level 

reform; 
   Increasing awareness of conflict between medical home model and the 

dominant PPO benefit plan models; 
   Participating in national PCMH efforts, and 
   Greater alignment in PCP contracting beyond this project. 

 
e.   Commissioner Questions and Comments: 

 
Question and Comments Speaker’s Response
Do you see mandating this model statewide 
in the future? 

We won’t wait until the pilot is done to 
move forward. I am already talking with 
insurers about Phase II to roll out the 
model more widely. 

Do you envision national plans pulling out 
because of this initiative? 

No 

Have the practices expanded access? We are using NCQA standards and 
expanded access is not required until level 
3.

Were the practices volunteers or were they 
targeted. 

They were targeted and represent practice 
leaders who are affiliated with the largest 
IPA, large PCP group practices, and the 
most progressive health center. 
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Question and Comments Speaker’s Response
What is your strategy to increase the 
amount of money paid into primary care? 

We are holding health plans accountable to 
report publicly on costs. I am working with 
separate Advisory Council to develop 
standards of affordability that plans can 
implement themselves. One standard is to 
increase the amount of dollars going to 
PCPs. It remains to be seen how it will play 
itself out. 

Is there any additional money to cover the 
costs of installing EMRs? 

No. This project assumes either you have 
one or can find the money to cover these 
costs.

How do you define EMR? NCQA does not require an EMR. Practices 
can use paper tracking systems. 

What are your observations about EMRs? Practices without them have a harder time 
meeting NCQA standards. 

What are the demographics of the 
population served by the health center? 

The health center is in Woonsocket, which 
is a very economically stressed area. The 
health center has strong leadership. 

How did you decide on a 2-year pilot and 
what is next if the evaluation is not 
definitive? 

I do not expect the evaluation to be 
definitive, rather it will be directional. Two 
years was selected because it was doable 
for the plans. My expectation is that we 
cannot go back after the pilot has ended. 

Are there any examples nationally where a 
medical home has assumed full risk? 

No. Once you adopt a multi-payer 
perspective, there is a need to go to the 
lowest common denominator or a more 
simple payment system.

Are there any patient incentives? The self-insured company participants have 
a separate subcommittee to look at patient 
engagement. Little has been done. 

Are you doing anything to build or retain 
PCP services or to address areas of 
dissatisfaction? 

This is not a retention program. Our other 
initiative to increase PCP spending is 
retention. The learning collaborative is 
creating great excitement.

 

 
6.   Presentation regarding pay-for-performance – Suzanne Felt-Lisk, Ph.D., Mathematica 

a.   Dr. Felt-Lisk provided the following information about pay-for-performance 
programs. 

   Pay-for-performance is a broad concept that covers any type of incentive 
(returned withhold, bonus, enhanced payments). The amount at stake must 
be enough to make a difference, which is generally thought to be 5%. The 
costs needed to bring about the improvements must be considered when 
determining payment amounts. Performance may be measured against 
absolute levels, improvement, or ranks against peers. 
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   There are currently 258 P4P programs, almost 50% are directed towards 
hospitals, with 139 sponsors. The programs are claims based, but many 
now include lab results and pharmacy data so clinical measures are 
possible. P4P programs are moving to add specialists. In the future, we 
expect more outcome measures to be used, which will require that there be 
risk adjustments built into the model. 

 
   Research on the first generation of P4P programs indicates that they are of 

limited benefit. The study of Massachusetts P4P programs shows that 89% 
of physician groups have P4P incentive programs. Over half the groups 
reported that the programs had a moderate to significant impact on the 
group because the payers generally pointed in the same direction, so that 
there was enough money at stake to have an impact. 

 
   It appears that Massachusetts has practice characteristics that support P4P 

programs: 
- There are many large provider organizations. 
- There are complementary synergies for public reporting and 

network tiering. 
- There are data aggregation structures in place for groups. This 

results in more credible rates and avoids problems of different 
payers having different practice findings. There is also energy 
around EMRs and interoperability. 

 
   When asked, providers disclosed the following views regarding P4P: 

- Providers are generally supportive, but often do not understand 
program specifics. This has become a bigger issue as the programs 
get more complex. 

- Since providers have a case-to-case perspective, they are bothered 
with one case does not fit into the P4P model. They feel that they 
are being penalized when this variation occurs. 

- Providers worry that P4P does not account for problems with 
patient adherence to treatment plans. This is a bigger problem for 
lower-income patients, and leads to the possible problem of non- 
compliant patients being kicked out of the practice. Possibly P4P 
programs should pay more when providers are working with 
difficult groups. 

- Providers have trust issues with claims data. 
- The measurements must be actionable. 
- Providers are frustrated with different payers each having their 

own measures. 
 

   When implementing a P4P initiative, Dr. Felt-Lisk recommends 
considering the following: 

- The implementation effectiveness; 
- Obtaining physician input into the selection of the measures; 
- What communication approach can get the physician’s attention; 



Special Commission on the Health Care Payment System 
Commission Meeting Minutes 

February 13, 2009 
 
 
 

- The importance of providing feedback with the bonus: explaining 
what was left on the table and why; 

- Providing an opportunity for the providers to correct the 
underlying data, which involves a commitment to a review and 
correction process, and 

- Providing supportive knowledge-based efforts. 
 

   Dr. Felt-Lisk provided the following lessons learned: 
- Match the terms of payment to desired outcomes; 
- Use a broad and balanced set of measures; 
- Anticipate physician reaction and work for a trusting relationship; 
- Remember that the size of the incentive is important; 
- The infrastructure that the physician practices have will influence 

the effectiveness of the incentives, and 
- Physician engagement is critical. 

 
   Dr. Felt-Lisk offered the following closing thoughts: 
   P4P on its own cannot be effective, but it may be used with other 

initiatives very effectively. 
   It is important to remember the consumer/patient and monitor access to 

assure that there is no inappropriate exclusion of patients. 
   Consider parallel rewards. For example, P4P could go very will with the 

PCMH because both have the same goals. 
   It takes time and resources to develop and implement a P4P program. 

Whether a provider has the necessary resources impacts his or her ability 
to respond to the incentives. It may take some time to build the needed 
infrastructure. 

 
b.   Commissioners’ Questions and Comments: 

 
Questions and Comments Speaker’s Response
Physician concerns are the same whether 
you are paying or not paying them. These 
concerns relate to the public discussion of 
provider competence. This is a very 
difficult problem to address. 

I agree. 

An enormous variation in measures 
impacts the provider’s ability to move the 
needle. Alignment of quality measures and 
a unified multi-payer focus may be a 
principle to add to our list of principles. 

Good comment. 

Is there any way to address issues of 
overuse and misuse of technology? 

Some payers are adding efficiency 
measures. It is very data intensive to 
identify the problem. 

What happens when a provider has patients 
with co-morbidities? 

Most P4P programs are around primary 
care services and process measures, which
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 are needed regardless of the population. 

NY pays for each category that the patient 
is in, and in that sense double counts the 
patient.

P4P is not sufficient alone to outweigh FFS 
incentives. Blue Cross has combined P4P 
with global payments that incentivize 
PCMH attributes. 

No comment. 

Is there any evidence that one vehicle 
works better than another? 

There is anecdotal evidence that withholds 
are look upon as severe and not 
appreciated, but they do get the provider’s 
attention. Size of payment is the biggest 
factor. There is some evidence that 
utilizing a group of interrelated incentives 
(public rating, tiering and P4P) creates a 
more forceful incentive. 

Is there any research that unbundles the 
impact of the dollars paid and the 
publicizing of performance information?

Research on the impact of public reporting 
alone is not encouraging. Both together are 
best.

The payments help get resources to the 
providers to enable them to make necessary 
changes. They must go together. 

No comment. 

 

 
7.   Presentation regarding the intersection between payment model and benefit design – 

Deborah Chollet, Mathematica 
Dr. Chollet discussed the intersection between payment models and benefit design, 
explaining that providers are frustrated when consumer and provider incentives are not 
aligned. Some payers are aligning incentives through benefit design. Dr. Chollet 
discussed two types of benefit design strategies: consumer directed health plans (often 
called “high deductible plans plus spending accounts) and tiered networks. 

 
These benefit design strategies are variants on evidence-based purchasing. Evidence 
based information is being developed by AHRQ, which is issuing 5-year contracts to 
hospital-based organizations to develop evidence based reports around clinical, social 
science/behavioral health and economics. All are focused on high cost, high volume 
Medicare/Medicaid services. Kaiser Permanente and Harvard Pilgrim have undertaken 
managed care initiatives. State initiatives are centering on drug effectiveness, and health 
care technology. 

 
a.   Consumer-directed Health Plans: Consumer-directed Health Plans (CDHP) use 

high deductibles coupled with personal health spending accounts to increase 
consumer accountability for health care spending. It may be coupled with 
consumer information about cost and quality. Implementation has been different 
from the model: 

   Employers are not fully embracing them and employees do not trust them. 
   There is a risk of under-use of services and obtaining follow-up services. 
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   Only half of the plans have personal health spending accounts and only 
half of those employers make a contribution. 

   Some focus on consumer information, but most do not. It is not clear how 
successfully the consumer understands information. 

   There have been few plans to evaluation, so it is difficult to know what is 
happening. When offered as an option, the enrollees who enroll are higher 
income, and healthier. Most are men. There is also insufficient 
information regarding cost savings, since the rate of spending increases 
considerably after the deductible is met. Enrollee satisfaction appears to be 
lower, possibly because enrollees do not understand the risk they are 
assuming until they need services. It appears that benefit design impacts 
actions, but we do not know the best design. We do know that if someone 
has a health event, they return to a richer plan during open enrollment. 

 
Questions and Comments Speaker’s Response
Are there any programs that limit 
enrollment in high deductible plans until 
the personal health spending account has 
sufficient funds to cover the deductible? 

No 

Is there any evidence about the severity of 
illness once the patients with these plans 
get to the hospital? 

No. I think in states with these plans, there is 
more bad debt in hospitals. In Indiana we

saw evidence of insufficient primary care 
and high hospital bad dept.

Rhode Island has passed legislation 
requiring payers to assume the 
responsibility for collecting co-pays and 
deductibles after the hospital has made a 
good faith effort to collect. 

This approach would address the issue of 
bad debt, but not the issue of people getting 
care late. 

 
 
 

b.   Tiered Networks: Tiered networks encourage consumers to choose high quality, 
cost-effective providers. They assume that consumers make better decisions about 
health care when they have access to good cost and quality information. To date, 
tiered network plans hold low market share. 

   There are three conditions for effective tiering: 
- Tiering uses valid and accepted performance measures; 
- Consumers understand the incentives and quality measures, and 

have access to high-quality providers. 
- Providers receive the information necessary for them to improve 

performance. 
 

   The most recent development in tiered network plans is the Patient Charter 
for Physician Performance Measurement, Reporting and Tiering Programs 
in April 2008. A consumer-purchaser and labor organization coalition 
developed it. It commits insurers to: 

- Periodic independent review of physician reporting programs 
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- Abide by standard criteria for physician performance 
measurement, reporting and tiering programs, and full public 
disclosure of performance results against minimum standards and 
national benchmarks. 

 
   The GIC and BCBSMA have tiered network products available. GIC tiers 

specialists and hospitals. BCBSMA tiers hospitals and PCPs. Tiered 
products are problematic for physicians who have only a few plan 
members and get put in the middle tier, which feels punitive. This is an 
argument for an all-payer approach. Consumers are concerned when they 
want to move to a lower tiered practice, but the practice is closed or does 
not take certain types of insurance, such as Medicaid. If payer and patient 
incentives are not aligned, neither is effective by themselves. 

 
c.   Commissioner Questions and Comments: 

 
Questions and Comments Speaker’s Response
To make tiered networks work there must 
be freedom of choice across plans and 
providers. 

No comment. 

There can be different tiering within 
practices, so the patient does not want to 
see the covering doctors. This can increase 
the problems of PCP shortages if not done 
right. 

No comment. 

The CDHP model does not work with 
publicly funded consumers. 

No comment. 

What is the right model for getting 
consumers involved? If they do not have 
skin in the game, it is hard to get them 
involved. 

No comment. 

We know that Massachusetts has high 
health care costs because of the high use of 
academic settings. Are there benefit 
designs that guide away form academic 
centers? Are there other services – lab or 
radiology – that could be tiered to guide 
consumers? How do we guide consumers 
to high value services? 

No comment. 

How can you guide consumers who do not 
have much choice to reach high performing 
providers? 

No comment. 

You can assure that everyone has access to 
high performing providers by improving 
the performance of poorer performers. 
Medigap also protects the consumer from 
cost impacts. Maybe we should consider 

No comment. 
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Questions and Comments Speaker’s Response
mandatory co-pays. There is lots of overuse 
of imaging services. To do this we need 
standards of care, which identify what we 
do not want to pay for, what is appropriate 
care. Currently, plans are not getting to the 
level of appropriate care, but are using a 
more broad brush. Congress is debating 
establishing a comparative effectiveness 
study organization. 

 

 

 
The meeting ended at 2:00 p.m. 
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Date: Tuesday, February 24, 2009 
Time: 2:00 – 3:00 p.m. 
Place: One Ashburton Place, Boston, MA 02108 
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Commission Members Speakers Contractors and Support 

Staff 

   Leslie Kirwan (co-chair) 
   Sarah Iselin (co-chair) 
   Alice Coombs, MD 
   Andrew Dreyfus 
   Deborah C. Enos 
   Nancy Kane 
   Dolores Mitchell 
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on behalf of Richard T. 
Moore 

   Lynn Nicholas 
   Melissa Thuma, attending 

on behalf of Harriett 
Stanley 

   Michael Bailit, Bailit 
Health Purchasing 

   Harold Miller, President 
and CEO, Network for 
Regional Healthcare 
Improvement and 
Executive Director, Center 
for Healthcare Quality and 
Payment Reform 

   Glen Hackbarth, Chair of 
Medicare Payment 
Advisory Commission 

   Michael Bailit, Bailit 
Health Purchasing 

   Bob Schmitz, 
Mathematica Policy 
Research, Inc. 

   Margaret Houy, Bailit 
Health Purchasing, LLC 

   Seena Carrington, MA 
DHCFP 

 
 
 

Meeting Minutes 
Co-Chair Leslie Kirwan introduced Caroline Fisher, attending on behalf of Senator Moore, and 
Melissa Thuma, attending on behalf of Representative Stanley. Ms. Kirwan explained that this is 
the third in a series of educational meetings, which will focus on episode-of-care reimbursement 
and evidence-based purchasing. Harold Miller will be participating in person and Glenn 
Hackbarth will be joining the Commission via phone. 

 
Co-Chair Sarah Iselin reminded the attendees that the March 13 meeting will run from 11am to 
2pm and to bring lunch. That meeting will focus on global payment and global budgeting. Ann 
Robinow from Minnesota, founder of Patient’s Choice, and a representative from BCBSMA will 
be presenting case studies on global payment. Materials will be sent out in advance, including a 
whitepaper on global payment and one on the non-payment models mandated in the statute (e.g., 
tiering benefits, evidence-based coverage). 



Special Commission on the Health Care Payment System 
Commission Meeting Minutes 

February 24, 2009 
 
 
 

1.   Report on Stakeholder Meetings – Michael Bailit, Bailit Health Purchasing 
a.   Michael Bailit reported that since the last Commission meeting he has met 

with 12 employers and employer representatives to discuss the Commission’s 
list of principles. The two key messages from the employers are: 

   The objective of cost containment needs to be explicitly stated in the 
principles, and 

   The role of the employers needs to be incorporated into the Principles. 
 

b.   Michael will be incorporating the employers’ ideas, as well as ideas from the 
other stakeholders and circulating the revised Statement of Principles to the 
Commissioners. He noted that the principles have gotten longer with the 
stakeholder input, and asked the Commissioners to carefully review the list to 
determine if they are too long. He expects to distribute the revised principles 
on Wednesday to the Commissioners. 

 
c.   Commissioners’ Questions and Comments 

 
Question and Comments Speaker’s Response
What did the employers mean by asking 
that cost containment be more explicit in 
the principles? 

The principles need to clearly state that 
payment reform is a goal of cost 
containment.

As the principles have expanded, are they 
internally inconsistent? If so, is more time 
needed to resolve these inconsistencies? 

There are internal tensions, but they were 
there before the principles went out to the 
stakeholders. 

 
 
 

2.   Overview of episode-based payment models – Harold Miller 
a.   Mr. Miller provided a conceptual framework for considering episode-based 

payment models. The health care cost equation considers the 
   number of conditions per person, 
   number of episodes of care per condition, 
   types of services provided per episode of care, 
   number of processes per service and 
   cost per process. 

 
b.   Currently fee for service (FFS) captures only 2 of the cost variables: the 

number of processes provided and the cost of the processes. There are no 
limits on the number of services offered. Under FFS some services are not 
reimbursed and not all processes are provided for each patient. 

 
Payers have added utilization review and pay-for-performance to make sure 
all appropriate processes are done for each patient. 

 
Under the other extreme, which is traditional capitation, everything is 
covered under a fixed price. The problem with this approach is that the 
provider is at risk for treating sicker patients (the insurance risk) as well as 
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for what services are provided (performance risk). The provider is assuming 
both the insurance risk and the performance risk. 

 
c.   Episode-of-care payment models pay based on episodes. Under this model, 

offering too many services is not a problem and providers have the flexibility 
to decide what services to provide. Outcome monitoring provides incentives 
for providers to provide the right services. There are still no limits on the 
number of episodes. The response is to offer a condition-adjusted capitation 
or risk adjusted global fee. 

 
d.   Episode-based payment systems are applicable to different kinds of 

conditions: 
   minor acute conditions, the episode of which is based on the 

resolution of the minor acute condition; 
   major acute conditions, the episode of which is based around the 

resolution of the major acute condition or a typical window of time, 
and 

   chronic conditions, the episode of which is based on resolution of the 
exacerbation of the chronic condition symptoms or an arbitrary period 
of time. 

 
e.   Episodes have two dimensions: 

   length of time to cover a condition and 
   providers and services to be included. 

 
f. An example of the components of a major acute episode is as follows: 

   Length of time: pre-admission, hospitalization, post-acute care and 
readmissions within a specified time post discharge, and 

   Providers: physicians, devices and equipment, drugs, non-MD staff 
and facility costs. 

 
g.   There are five possible stages to transition to a comprehensive episode-of- 

care payment system: 
   Create a case rate for each provider in each phase of an episode of 

care (e.g., pay each physician a single fee for a patient’s hospital 
stay). 

   Include a warranty in each provider’s case rate (e.g., include the cost 
of any related hospital readmission in the hospital’s DRG payment). 

   Bundle case rates for all providers in a particular phase of an episode 
of care (e.g., pay a single fee to both the hospital and physicians 
managing the hospital stay). 

   Bundle rates with warranties (e.g., pay a single fee to the hospital and 
physicians, covering the initial admission and readmissions.) 

   Combine the case rates for all phases of an episode (e.g., pay a single 
fee for both inpatient and post-acute care) 
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   CMS is bundling hospital costs and surgeon fees for case rates in 
pilots. 

 
h.   Severity adjustment is essential to episode-based payments. FFS implicitly 

adjusts for patient severity. There are two types of adjustments – ones based on 
clinical categories, and ones that are regression based. There is a debate as 

to which is better. 
   Using episode-of-care payments for chronic conditions has specific 

challenges. A hospitalization for a chronic disease exacerbation could 
be treated as an episode, and paid for in the same way as a 
hospitalization for an isolated acute episode. However, because 
hospitalization can be prevented, it makes more sense to think of a 
chronic condition episode as a fixed period of time. Think of the 
hospitalization as an avoidable service during that period of time. 

   Setting the price of an episode of care can be done by regulation (i.e. 
Medicare), negotiation (i.e. commercial insurers), or competition. 
There is no mechanism to steer the patient to the lower cost provider. 
Moreover, the consumer’s share of the cost is the same regardless of 
provider selected or actual cost. The alternative is to have the 
consumer pay the last dollar of the price, rather than the first dollar. 
The problem is that patients do not know the price differential going 
in. Some websites are being developed. See Carol.com. 

   Do episode of care payment systems need to be implemented on an all 
or nothing basis? When using episode payments to achieve specific 
goals, you need to consider the goals to decide on what type of 
episode-based payment is best. If the goal is to: 

- give providers flexibility to decide what services to offer 
beyond FFS codes, then pay a provider a fixed amount during 
his/her portion of an episode. 

- control over utilization of services and/or providers within an 
episode, then pay a fixed rate for all services controlled by a 
provider, 

- coordinate provider decisions about care, then bundle 
payments for the providers together. 

- facilitate consumer choice of lower-cost providers/services, 
then define a single price for an entire episode and 
differentiate co-insurance amounts. 

   If you want to use other approaches to achieving the goals, there are 
other payment approaches that can be used. If the goal is to: 

- give providers flexibility to decide what services to offer 
beyond FFS codes, then authorize additional FFS codes or an 
“all other” fee (e.g., care management fee). 

- control over-utilization of services and/or providers within an 
episode, then use P4P incentives based on retrospective 
episode profiling. 

- coordinate provider decisions about care, then facilitate gain- 
sharing arrangements. 
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- facilitate consumer choice of lower-cost providers/services, 
then use retrospective episode profiling of providers plus 
differential co-insurance amounts. 

   Other models can also be integrated. Pick areas where the goals need 
to be met and apply an appropriate model. For example if the goal is 
provider flexibility, consider the medical home. If the goal is 
consumer choice, certain types of surgeries lend themselves to 
consumer price comparisons. 

   If episodes-of-care payments are to be implemented on a partial basis, 
you need clinically distinct conditions. When dealing with a condition 
with co-morbidities, it can become complicated. Should the episode 
condition be diabetes, COPD, or diabetes plus COPD? Is a global fee 
better for conditions with co-morbidities? No one knows the answer 
because no one has done this yet. 

   It is possible to combine capitation with episode payments. There 
could be a global fee for a particular condition with the outpatient 
care based on a medical home model and any hospitalizations paid on 
an episode basis. 

   Other implementation issues relate to who gets the episode payment 
and are new billing and payment systems needed. If the providers are 
an integrated system, the system can accept payment and divide it 
internally. Joint ventures, such as PHOs, can be formed to accept and 
divide payments. The payer could pay each provider directly 
according to pre-determined rules, a form of ‘virtual bundling.” It is 
possible to base episode payment on existing FFS billing systems. 
These systems can adjust fee levels or pay bonuses to reconcile total 
billings against prospectively defined payments. There may be a need 
for new fee codes for currently unpaid services. 

   Since episode-based payments provide incentives to provide fewer 
services or poorer quality care to a patient, there must be public 
reporting on quality of care measures. The system must also ensure 
that bad outcomes are included in the episode and add pay-for- 
performance quality incentives for things not captured in the episode. 

   Successful implementation requires that all payers are involved. There 
is a need to think about improved payment systems and restructured 
delivery systems simultaneously. 

   Episode payments have been tried several places and they have 
worked: 

- In 1987, an orthopedic surgeon in Lansing, Michigan worked 
out a fixed total price for surgical services for shoulder and 
knee problems. A study found that the payer paid 40% less 
than it would otherwise, and the surgeon received over 80% 
more than otherwise. 

- In 1991 CMS did a demonstration project for heart bypass 
surgery. Each of four hospitals received a single payment 
covering both Part A and Part B services for CABG, with no 
outlier payments permitted. Hospital and physicians were free 
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to split the combined payment. The results indicated that 
physicians identified ways to reduce length of stay and 
unnecessary hospital costs; costs decreased between 2% to 
23%; post-discharge outpatient expenses decreased and 
patients preferred the single co-pay. 

   Currently there are a few episode-of-care initiatives: 
- There is a Medicare acute care episode demonstration in 

which CMS will pay a single amount to cover both hospital 
and physician services for cardiac and orthopedic surgeries. 

- Geisinger offers a warranty that covers any follow-up care 
needed for avoidable complications. Geisinger is an integrated 
system and the only plan paying on this basis is the Geisinger 
Health plan. 

- Prometheus Payment covers full episodes of care and all 
providers associated with the episode. It uses a combination of 
historical costs and evidence-based information to set payment 
levels. Prometheus estimates that overall 53% of costs are 
associated with potentially avoidable complications. More 
money could be saved in treating CHF, diabetes and COPD, 
than in treating conditions, such as hip and knee replacements, 
that require surgeries. 

- Minnesota is phasing in episode-based payment, which it calls 
“baskets of care”. The state is currently defining baskets of 
care for episodic payments. By 2010 providers may 
voluntarily establish package prices for the baskets of care. 
Providers must accept the same fee from all payers. 

 
i. Mr. Miller offered the following concluding thoughts: 

   Think about the types of episodes with a large volume of cases and 
potentially large savings; 

   Develop common definitions of episodes; 
   Use a severity adjustment; 
   Start reporting on the basis of episodes, but continue to pay FFS. The 

reporting must be public. 
   Provide technical assistance to providers to reduce costs; 
   Implement software enhancements that can distinguish which claims 

are to be paid on a episode basis and which not, and 
   All payers need to agree to pay in this manner for the episodes 

identified. 
 

j. Commissioners’ Questions and Comments: 
 

Question and Comments Speaker’s Response
Can costs associated with end of life care 
be handled as an episode? Hospitals see 
this as an area where there is a great deal of

I think you can, but not much work has 
been done on this issue. You can think of 
the chronic condition population and factor
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Question and Comments Speaker’s Response
futile care being provided. in end of life costs, or you can think of end 

of life as a separate episode and how to 
manage it. The CMS hospice care uses 
time to demark end-of-life. You must get 
physicians willing to tell people that they 
are going to die. Currently there is no 
incentive not to give the last round of 
chemotherapy.

You identified three types of episodes 
(minor acute, major acute, and chronic). 
Where do most of the dollars fall for people 
under age 65? 

They fall between major acute and chronic 
conditions. There are lots of labor and 
delivery costs in that age group. 

Where would behavioral health costs fall? The question is whether it is co-morbid or a 
single diagnosis. In Pennsylvania we 
looked at readmissions data, and 
depression was one of the top 4 diagnoses. 
Prometheus has found the top diagnoses to 
be CHF, CODP, diabetes and depression in 
the under 65 commercial databases. 

When considering who get the payments, 
what is the breakdown of dollars? 

It depends on the geographic area. If you 
are talking about major acute episode, it 
varies dramatically across the country. In 
some areas physicians and hospitals are at 
odds, in other areas PHOs work well 
together. Maybe it makes sense to start 
with someone who will take the dollars and 
let others see that it works. 

We are gathering some baseline data 
around where dollars are spent and 
organizational structures. 

When thinking about readmissions, ask 
who is responsible. If it is for an acute 
episode, the readmission is probably driven 
by how the hospital did or did not manage 
the transition. For chronic conditions, 
readmissions are probably based on 
something going wrong in the community. 

We need to do some homework around 
inventorying relationships between 
hospitals and providers and asking is it a 
real PHO with collaboration. 

 

Is there any experience with partial 
implementation and monitoring of total 
costs? Are cost savings sustainable across 
the entire system? 

There have not been enough studies done 
to give a definitive answer. In the 1990s 
CMS did a demonstration around cardiac 
surgery, which only bundled hospital and 
physician costs. CMS did not see any costs 
being pushed to post-hospitalization 
services to make more money. This is only 
one study, involving only acute episodes of
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Question and Comments Speaker’s Response
 care. The real risk is with chronic 

conditions. 
When one is combining global fees and 
episodes of care, it opens a gap that could 
result in more payments. You never 
mention health plans until the end of your 
presentation. Our task will be to talk with 
lawyers regarding how to do this and avoid 
anti-trust issues. 

There is a legal exemption where the state 
is involved. Minnesota came up with a 
system, asked for comments from payers, 
and then each payer individually could 
accept or not. 

With a condition-adjusted capitation, there 
is no incentive to control the volume of 
care. This is compounded by the 
differences between acute and chronic care. 
There are different incentives if back pain 
is treated as an acute or a chronic 
condition. 

Go back to the goals. If the problem is over 
utilization of back surgery, episode-based 
payments for back surgery are no solution. 
If you think the need is to have hospitals 
and physicians work together to get 
cheaper back surgeries, then an episode 
payment involving both hospital and 
provider services will work. The problem is 
if the cost of the surgeries declines, how to 
you get the savings back to the employers 
paying for the coverage. If you are treating 
back pain as a chronic condition, then 
move bundling to earlier in the process to 
control use of back surgery and use of 
MRI. You could do a partial model with 
the physician responsible for 10% of the 
cost of hospitalizations.

Where is Minnesota in implementing their 
episode of care system? 

I suggest that you go on the Minnesota 
Department of Health website. I think they 
will focus on major acute episodes because 
some providers already want to do this and 
compete on prices. Minnesota has lots of 
history of patients choosing providers 
based on price. 

Why would physicians want to compete on 
price? 

Consumers will switch when prices are 
different. Providers will find a way to 
lower costs. The problem will be lack of 
patient volume to get providers to respond. 
The BHCAG (Buyers Healthcare Action 
Group) system included both an episode 
payment and a global fee structure. The 
Minnesota legislature passed only the 
episode piece, but not the global fee 
structure. 

Minnesota is hugely integrated with few 
stand-alone hospitals and almost no solo 
physician practices. This is a very different 
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Question and Comments Speaker’s Response
structure from Massachusetts.  
We tried very hard to get Patient Choice 
adopted in Massachusetts and no one 
would go for it. (NOTE: Patient Choice 
was a program developed by the Minnesota 
BHCAG which featured global and episode 
payments for providers and patients choice 
of providers based on cost of services.)

 

Physicians are concerned about the relative 
weight of payment for services. 

You are raising two separate issues. Under 
a severity adjustment, you must assure that 
you have properly adjusted for different 
patients. The other issue is whether the 
episode is priced properly. Medicare says 
this is what you will be paid. The question 
is how to set prices. You can’t compete on 
price for rate services using a market-based 
system. 

 

 
3.   Case Study of Episode-Based Payment – Glenn Hackbarth 

a.   Mr. Hackbarth opened his presentation with statements of congratulations to 
Massachusetts for implementing its universal health care initiative. He 
expressed the sentiment that people in Washington, DC want Massachusetts 
to succeed. He encouraged the Commonwealth to develop new payment 
systems and seek a Medicare waiver to support the effort, but warned that 
additional funds are not likely to be available. 

 
b.   Mr. Hackbarth offered the following observations about episode-of-payment 

models: 
   Episode-based payments offer a possible benefit, but are not the sole 

solution. 
   Hospital-based episode-based payments are an easier target than 

ambulatory episodes. Ambulatory payments are important, but more 
complex and challenging, than paying episodes around a hospital 
admission. Med PAC does not pretend to know how to do hospital- 
based episode payments. We are recommending that CMS start with a 
pilot project to work thought the operational issues. 

   Med PAC’s responsibility is conceptual and directional. The 
operational responsibilities are with CMS, which has staff and 
technical capabilities to engage with health care providers to design 
and implement a new system of payments. 

   You need to advance in stages. First pilot different forms of payment. 
Once you get to a preferred form, then you need to disclose to 
hospitals how they are doing with defined episodes and associated 
costs. Hospitals have not focused on episodes of care. Physicians may 
not know readmission rates for COPD, for example. 

   Focus on episodes that have large volume. 
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   The state of readiness of providers to accept episode payments will 
vary based on their ability to coordinate, share and allocate resources. 
Medicare payments have not encouraged this type of collaboration; 
rather Medicare has encouraged maximizing income within ones own 
silo. We need to change focus, but that won’t be easy. Hospitals see 
physicians as almost unmanageable, and physicians view hospitals as 
unresponsive and too powerful. Past efforts to breakdown barriers 
have not been that successful. The inertia in the system is 
considerable. 

   Implementation of a new payment system must be on a voluntary 
basis. 

   In considering what to do with those who do not volunteer, you 
cannot leave the status quo so comfortable that they won’t change. 
For those who do not volunteer, you need to exert pressure/discomfort 
to incent change of the old ways.  This could be in the form of a 
penalty for excess hospital readmissions. It could be a carrot approach 
with Medicare gain-sharing with hospitals and providers. It is 
currently difficult for hospitals and physicians to share rewards. Gain- 
sharing could only be under certain conditions to protect against 
abuse and to create conditions for constructive dialog between 
physicians and hospitals. 

   One of the basic rules for obtaining a Medicare waiver is that it is 
budget neutral for the Federal government. Determining budget 
neutrality is both an art and political. With the retirement of baby 
boomers and the current economic crisis, there is an increase in 
federal obligations, which is unsustainable. The environment in which 
Massachusetts seeks a waiver may be more demanding than in the 
past. 

 
c.   Mr. Hackbarth identified additional changes that must be done 

simultaneously to bring about needed change: 
   Significantly change the payment system to increase payments for 

PCP services. This is very important in the management of chronic 
illness and is easier to do than episode-based payments. 

   Immediately begin feeding back to physicians and hospitals 
information on episodes-of-care by comparing patterns of practice 
with peers. 

   Medicare is investigating the idea of paying on the basis of 
Accountable Care Organizations. (Eliot Fisher has written on this 
topic. See the current edition of Health Affairs.) CMS would continue 
to pay providers on a FFS basis, but create opportunities for 
organizations to share in savings. Performance would be measured on 
total cost of care (ambulatory, acute and chronic), including all types 
of providers. Patients would have a free choice of providers. Whether 
this can be operationalized is still open to question. 

 
d.   Commissioner Questions and Comments: 
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Question and Comments Speaker’s Response
What is CMS’ timeline for moving to 
episode-based payments and deciding 
whether it moves beyond a volunteer basis?

I could imagine moving beyond a 
voluntary basis once we have worked out 
the bugs and some provider organizations 
have had success. Other providers need to 
say “I want some of that and I have a 
template for how to do this.” The timeline 
to move to a broad based implementation is 
a function of political acceptance, which 
requires legislative change. The other big 
barrier is operational and CMS’ 
capabilities. CMS is much maligned and 
has an impossible job because they are 
asked to do complicated things with too 
few resources. Congress could accelerate 
the adoption by increasing investment in 
CMS operational capabilities, but it has not 
been willing to do so. I am hesitant to give 
a timeline. It will take a number of years (3 
to 5 years) to implement episode-based 
payments on a wide-scale, voluntary basis. 

There are other types of incentives to 
encourage provider organizations to create 
more integrated systems, such as leaving 
the Sustainable Growth Rate (SGR) system 
in place. NOTE: SGR is a mechanism 
created by Congress in the 1900s that 
currently is applying pressure on Medicare 
physician fees. When the growth in 
physician services is greater than GDP, 
rates need to decline. Congress has 
moderated the impact of SGR annually. To 
meet SGR targets next year, rates would 
need to be cut 21%, which Congress won’t 
let happen. 

There are other incentives besides SGR. If 
you want to change the payment system 
and need the active participation of 
providers, you need to make the status quo 
uncomfortable. Some people think SGR 
can be the pressure to change payment 
methodologies, particularly in the context 
of Accountable Care Organizations 
(ACOs). For physicians and hospitals 
wanting to be ACOs, the incentive is an 
alternative payment system, which lets 
physicians get out from under SGR. 

With hospital margins low, there is an 
increasing appetite to do something new 
and better. Is there an opportunity for CMS 
to work with providers on a statewide basis 
to do a demonstration in which we can find 
incentives that will encourage everyone to 
join? 

In the last several years’ hospitals have had 
high margins across all payers, and this did 
not lead to daring innovation. The evidence 
seems to be to remain comfortable, not 
change. More dollars do not lead to more 
innovation. Any reward for innovation 
must be targeted and precise. 

The big inequities in payments to hospitals 
are on the private side, so it is hard for all 
hospitals to have enough funds to innovate. 
We need to think about leveling the playing

The other debate in Washington is about 
universal coverage. To the extent that 
Washington spends more money, it will be 
for universal coverage. The quid pro quo 
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Question and Comments Speaker’s Response
field in terms of commercial payers. Don’t 
pay one hospital more than another because 
of market clout. 

for providers is to reduce the burdens of 
uncompensated care through universal 
coverage. In terms of payment policy, we 
will demand more of providers, not less. 

On one of your slides you say, “CMS 
cannot designate efficient providers.” 
Transparency does not prohibit patients 
from going to inefficient providers. Is there 
any change in the gag law not to release 
data? 

Release of information will not conflict 
with the freedom of choice provision in the 
Medicare law. What would violate the law 
is if CMS tries to limit choice to certain 
groups of providers. Even a PPO would 
require legislation. Then the question is 
political and it is very difficult to get 
people to embrace this concept because it 
prompts constituent reactions to protect 
their local provider from being excluded 
for a Medicare network. With regard to the 
litigation in which CMS was found to not 
have the authority to release CMS data to a 
private organization, Med PAC will be 
making a recommendation to Congress to 
allow the release of the data. 

In the previous presentation Mr. Miller 
contrasted episodes to risk-adjusted 
capitation. Are there other more effective 
models? 

Disease-based ambulatory payment is 
appealing. The problem is the lack of 
organizational infrastructure to receive 
global payments. Some organizations, such 
as Harvard Vanguard, are available, but 
they are the exception, not the norm. 

BCBSMA is seeing increased interest of 
hospitals, and other providers in joining 
PHOs to experiment because they see this 
is the future of reform. In the last 6 to 9 
months, we have seen higher enthusiasm to 
accept alternative payment models. I am 
encouraged in seeing providers more open 
to different types of payments. 

In terms of the dynamics of payment 
reform, ideally we are doing 
complementary things. Ambulatory 
episodes may be more viable in different 
markets. There may be a ripe opportunity 
for private health plans to go after this type 
of change, rather than Medicare. Medicare 
Advantage is its way to allow different 
opportunities to try different payment 
models. The problem is that the 
benchmarks are set in a way to undermine 
Medicare Advantage as a tool for 
innovation. 

At least we know from Medicare 
Advantage that when CMS pays capitation 
to a specific organization, consumers will 
accept restricted choice. Even then, you 
need a large geographic area to figure out 
capitation. It is hard to set the capitation 
rate: if it is too low, plans drop out; if it is 
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Question and Comments Speaker’s Response
too high, there are no cost savings.  

 

 
4.   Overview of Evidence-Based Purchasing – Michael Bailit 

a.   Mr. Bailit reminded the Commission that evidence-based purchasing is not a 
payment model, but it is part of the Commission’s mandate. It can work in 
support of a payment model to reduce costs for unnecessary or less valuable 
services. The Commission will have background papers available on several 
non-payment models in the future. 

 
b.   Mr. Bailit presented the following information on evidence-based purchasing 

(EVP): 
 

   The context for EVP is that experts estimate that between 25% and 
50% of health care expenditures produce no patient benefit and can 
create harm. Researchers have shown that in Medicare there is an 
inverse relationship between health care spending and health care 
quality. 

   EVP uses research evidence to decide what to cover. Currently the 
issue is the degree to which evidence is being used to make coverage 
decisions. Currently its application is not sufficient to limit waste. 

   Barriers to using evidence to make coverage decisions are: 
- FFS financial incentives; 
- Supply-induced demand 
- Patient advocacy 
- Professional mission 
- Lack of information about what works and if it works, is it 

more effective than something else. 
   Effectiveness research is being done in the US by AHRQ-supported 

practice centers, by state initiatives including Medicaid initiatives, 
and by health care technology assessment vendors. The 2009 
Economic Stimulus Package includes $1.1 billion in federal funding 
to investigate how different treatments compare in effectiveness. 
However, lobbyists pressed to include language in the bill’s 
conference report saying Congress doesn’t intent for Medicare or 
other “public or private payers” to use the research to make coverage 
decisions. 

   Other countries have done more in this area than the US. The National 
Institute for Health and Clinical Effective evaluates the cost and 
effectiveness of treatments and guides coverage policy for England’s 
National Health Service. Similar organizations exist in France, 
Denmark and Germany. The UK’s Cochrane Collaboration is a 
private effort that serves a similar function but does not advise the 
government. 

   Evidence of effectiveness can be applied in five different ways: 
- Exclude coverage of services of no value; 
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- Exclude coverage of services of low priority/low value 
(Oregon uses this approach); 

- Limit coverage of service to only those clinical applications 
were evidence of effectiveness exists; 

- Limit coverage to services that produce the highest value 
when considering both clinical effectiveness and cost 
(Medicare is prohibited from doing this, but it is often done in 
establishing commercial insurers’ drug formularies.) 

- Limit coverage of services so that higher value options are 
attempted before lower value options are covered (stepped 
approach). 

   Evidence is also used in Value-based Insurance (Benefit) Design by 
varying the cost sharing to provide incentives for patients to use a) 
high value services and/or b) providers with demonstrated superior 
effectiveness. 

   Washington state’s Medicaid program has created a grading system 
for evidence of effectiveness: 

- A = evidence is based on randomized controlled clinical trials 
- B = evidence is based on consistent and well-done 

observational studies 
- C = evidence is based on inconsistent studies 
- D = studies show no evidence of effectiveness, raise safety 

concerns, or document no support by expert opinion. 
   Washington generally approves A and B services for coverage. C and 

D services are approved only upon special case-specific review. 
   Washington reduced spending for bariatric surgery from $970,000 in 

2003 to $56,000 in 2006; realized a $10 million saving in enteral 
nutrition spending, and reduced ADD drug spending for children 
through required second opinions and realized a 3:1 return on 
investment. 

 
c.   Mr. Bailit offered the following concluding thoughts: 

   Evidence is not used in purchasing to the extent that it could. For 
example, Wellpoint, a large national insurer, has only 20 FTEs 
involved in this activity. 

   There are real challenges to the application of evidence. 
   EBP can serve to complement payment reform. It would require 

statewide, all payer participation. 
 

d.   Commissioner Questions and Comments: 
 

Question and Comments Speaker’s Response
EOHHS has been challenged with looking 
at studying the ability to establish a 
regional comparative effectiveness 
organization. 
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Question and Comments Speaker’s Response
If the federal government is setting up one 
and sending out dollars regionally, I don’t 
know why Massachusetts would want one 
too. 

 

This issue on the federal level provokes 
fear and lobbying. I recommend that those 
in the state look at just starting with 3 or 4 
high cost interventions were evidence of 
benefit is questionable and where practice 
varies widely. There is a local evidence- 
based organization here in Boston. If 
physicians could be comfortable using this 
in certain areas, it would make it easier in 
the future. 

Washington state started with services that 
showed patient harm. 

Everyone would benefit from evidence- 
based service information. If we could get 
this rolling, it could be a big help. 

 

If we could find 4 or 5 areas, there is a 
benefit of starting on a small scale with 
uniformity. We could manage consumer 
response and protect each plan’s 
competitive advantage. 

 

Hospitals are doing things because 
hospitals down the street are doing them. 
Maybe we need to do something with what 
we already have, rather than studying this. 

 

It would be interesting to know who is 
funding consumers who are complaining; 
often it is the manufacturer of the 
equipment being evaluated. Maybe we 
need disclosure of who is funding the 
advocates. 

 

 
 
 

e.   Leslie Kirwan closed the meeting by summarizing the hurdles to 
implementing episode-based payments: 

   Institutional readiness; 
   Definition of episode; 
   Gaps and how to handle them so costs do not appear somewhere else; 
   Role of the consumer and how to enhance that role; 
   The spectrum of voluntarily implementing the payments: looking at 

carrots and sticks compared to how long it will take to get this done, 
and 

   For those who cannot move to innovation, what is the default 
position? 
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f. Sarah Iselin added that during the Commission’s 6th  meeting (the one after 
next), the Commission will be looking at what is its vision and how do we get 
there. The Commission will wrestle with the issues its members started to 
discuss today. 

 
The meeting ended at 4:45 p.m. 
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   Michael Bailit, Bailit 
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   Deborah Chollet, 
Mathematica Policy 
Research, Inc. 

   Ann Robinow, presenting 
on the Patient Choice 
Health Care Payment 
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   Patrick Gilligan, Senior 
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   Dana Safran, Senior VP, 
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Health Purchasing 

   Bob Schmitz, 
Mathematica Policy 
Research, Inc. 

   Deborah Chollet, 
Mathematica Policy 
Research, Inc. 

   Margaret Houy, Bailit 
Health Purchasing, LLC 

 

 
Meeting Minutes 
Co-Chair Leslie Kirwan introduced Melissa Thuma, attending on behalf of Representative 
Stanley, and noted that Nancy Kane was joining by telephone. Ms. Kirwan explained that she 
recently spent a week in the hospital. During her stay, she gained a different perspective on the 
health care system and its related needs. She also reported that as chair of the Commonwealth 
Connector Board she is pleased to report that premium costs will be decreasing for the average 
member of Commonwealth Care. She sees this as a victory for both the Commonwealth and for 
all enrollees. It is an important step in sustainability. She does not want this fact to be 
overshadowed by some politics around the Connector accepting a new Commonwealth Care 
vendor. 

 
Co-Chair Sarah Iselin reminded the Commission members that this is the last of the learning 
meetings. The topics for today’s meeting will be global budgets and global payments. Deborah 
Chollet will be providing an overview and she will be followed by two case studies: BCBSMA’s 
Alternative Quality Contract and Minnesota’s Patient Choice Program. She also explained that 
the Commission would be reconvening in a few weeks to begin the process of developing 
recommendations. 

 
1.   Revised Principles – Michael Bailit 

a.   Michael Bailit reported that since the last Commission meeting he distributed a 
set of revised principles and received feedback from half of the Commission 
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members. The set of principles he is distributing at this meeting incorporates most 
of the feedback he has received, and reflects a comprehensive discussion. He 
explained that as a result the principles are longer, about which several 
Commissioners expressed regret. He noted that the principles would now serve as 
a tool to evaluate payment models. He explained that there are three rounds of 
stakeholder meetings as part of this process. He will be holding the second round 
next week during which he will be explicitly requesting recommendations 
regarding payment strategies. He will be sharing the results of his meetings at the 
April 3rd  Commission meeting. 

 
2.   Overview of Global Payments – Deborah Chollet 

a.   Global payments are payments bundled at the patient level and include all 
services over a time period, usually a year. Payment covers all services required 
by the patient over the contract period or for a set of covered services. The key to 
understanding global payments is the extent to which providers are put at risk. 
They are put at risk for the occurrence of services needed, for the amount of 
services provided and for the cost of services provided. Providers are incented to 
provide services efficiently. There are no incentives to over provide care or to 
raise rates. Therefore, the source of risk is the occurrence of services needed. 
Plans have developed ways to limit provider risk, often in response to state 
regulators. 

 
b.   The intended provider incentives are to: 

   Contain costs by reducing use of unnecessary services. 
   Encourage efficient integration and coordination of health care services. 
   Potentially improve quality via coordination of care. 
   Because providers get reimbursed a flat amount, there are some inherent 

incentives to integrate care efficiently. History has shown that without that 
type of integration, it is difficult to control costs. Providers can be induced 
to respond efficiently with an overlay of direct quality incentives, such as 
pay-for-performance. 

   Global payments may also incent providers to avoid predictably high-cost 
patients. If the provider has a high-cost patient, the provider won’t make 
the necessary margin. There is no evidence that providers actually avoid 
these high-cost patients. 

   Global payments also provide incentives for providers to consolidate into 
larger organizations to offset the impact of an unusually high-cost patient. 

 
c.   Evidence regarding the impact of global payment on health care is inconclusive, 

since most studies, which occurred in the 1980s and 1990s, were disjointed, 
opportunistic, used different research methods, and did not corroborate one 
another. No researcher found any huge negative impact, but long-term impacts are 
not known. There is anecdotal evidence that provider organizations could not 
integrate services across settings sufficiently to control costs. In the early 1990s, 
the National Association of Insurance Commissioners (NAIC) developed an 
advisory that if providers were the primary risk holders, they needed reserves and 
to respond to the rules of the state insurance regulators. This generated 
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considerable controversy. California has the most comprehensive legislation, 
requiring providers to disclose their financial condition to insurers and to the 
Insurance Commissioners. Carriers can hold reserves for providers to allow them 
to bear risk under a global capitation. 

 
d.   Carriers have developed several ways to reduce provider risk, including: 

   Risk adjusted payments, in which the payment rate is varied for patient 
characteristics. There would be higher payments for older patients, and 
patients with known diagnoses. This addresses issues of patient dumping 
and the under-reserve issue. 

   Blended capitation, which allows for local variation in cost and provider 
practices. Under this methodology, the state would set capitation and 
allow for different rates for different geographies. It gives systems a place 
to start. 

 
e.   Once the risk has occurred, insurers use the following approaches to limit risk: 

   Stop loss shifts the risk back to the carriers when costs exceed a certain 
level. This can be set either at the patient level or the total practice level. 
This approach has certain efficiencies in that once the patient costs are 
over the attachment point, there are a need for review by the carrier. 

   Reinsurance reduces provider loss, but providers usually retain a 
percentage of total costs. 

   Partial capitation, which is a global payment only for more predictable 
services such as primary care. The provider remains at risk for service 
need and cost of care. 

   Risk corridors limit providers’ upside and downside risk. Under this 
system the carrier assumes liability for high-risk costs, but also gets the 
benefit if costs are low. CMS uses risk corridors in Medicare Advantage 
contracts. 

 
f. Methods of limiting provider risk are complex to develop and update. They must 

be updated constantly and need lots of data. Incentives to maintain and improve 
quality and efficiency are also complex to develop and administer. Embedded in 
blended capitation rates are cost and practice targets. Quality incentives are 
indirect. It is possible to have a blended capitation to reduce disparity, but a 
quality incentive is usually overlaid. 

 
g.   Commissioners’ Questions and Comments: 

 
Question and Comments Speaker’s Response
Are there studies showing that providers 
receiving a global payment do not avoid 
the high-cost patients. 

None of the research looking at this 
question has found any evidence of high- 
cost patient avoidance or dumping. Most 
patients have employer-based contracts 
which provide little opportunity to dump.

The issue for individuals without employer 
coverage is obtaining access to care. 

If the coverage is individually based, 
dumping may be a problem. 
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Question and Comments Speaker’s Response
Under a blended capitation are there any 
prioritizations based on specialties? 

None that I know of. 

In the past global capitations have resulted 
in a continuous ratcheting down of 
payments as savings come out of the 
system to the point that there are no 
incentives for providers to participate. Does 
there get to be a point of equilibrium? 

This end game has not emerged in 
California. My speculation is that this is 
because Kaiser establishes a price level 
around which other providers compete. 
This staff model competes on the basis of 
quality, so there is some quality 
competition also. When independent 
physician practices are trying to coordinate 
care, it does not work as well, so there is 
more incentive to ratchet down rates 
because price becomes the only currency 
for competing. 

Given the limits of research, how 
successful is primary-care-only capitation 
or some mix that is less than a global cap. 

Probably the largest capitation systems are 
state Medicaid programs. Most have a 
partial cap for primary care for mothers and 
children. Most think that it works, but I am 
not aware of any evaluation assessing 
where do you draw the line (as to what is 
included under the cap). States have used 
capitation for a relatively healthy 
population, but have consistently carved 
out mental health. For a more diverse 
population and for more people, it is 
untested where you would draw the line. 
There are renegotiations every year as the 
world changes and providers become more 
sophisticated.

In a way medical home variations are 
essentially suggesting a partial cap. When 
there is no risk for those receiving a 
capitation payment, you may have services 
and dollars going out of the capitation. 
How you create balance is complex and 
critical. 

Michael Bailit: Most medical homes are 
built on fee for service. Deborah: global 
payments are satisfactory for those used to 
accepting risk. When applied to small 
group practices, it is more difficult.  You 
need a multi-specialty practice with strong 
control of the hospital. 

In California the average number of 
physicians in a practice is in the 300s; 
three-quarter of practices are over 50. It is a 
very different than how Massachusetts is 
structured. 

California is a mature system. The 
consolidation happened as the system grew 
up with global payments. Global payments 
force providers to join into multi- 
disciplinary systems. The less there is of 
global caps, the less are the incentives to 
combine.

There is also a different culture in 
California. Kaiser has been there so long 
that they set the benchmark. There are 
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Question and Comments Speaker’s Response
different patient expectations here. Outside 
of Rt.128, the largest group is 15 to 20 
members. We don’t have large groups able 
to accept a global capitation. 

 

More than half of our payments go to seven 
groups in Massachusetts. There is a lot 
more consolidation than some people think. 
Some of the early pioneers are modest 
sized groups in Western Massachusetts. I 
caution the group about jumping to 
conclusions about California from a decade 
ago. “Global capitation encourages 
accountability regarding quality and 
efficiency” is as much the message “as 
global capitation puts providers at risk.” 

 

We are working on a homework 
assignment around what the Massachusetts 
system looks like: MD groups by size, 
payment volume by type of reimbursement, 
highest prevalent procedures and 
conditions, and hospital affiliations. 

 

Is it possible to have a trend line regarding 
practice size. 

 

 

 
3.   BCBSMA Case Study – Patrick Gilligan and Dana Gelb Safran 

 
Andrew Dreyfus framed the initiative by explaining that three years ago BCBSMA launched a 
10-year initiative to transform health care in MA with the goal of everyone having safe, effective 
care. BCBSMA also is promoting HIT with its participation in the e-prescribing collaborative. 
They also have an initiative with the Massachusetts Hospital Association to educate hospital 
trustees about quality. BCBSMA is also working with a collaborative regarding quality 

measures, and supports five pioneering practices to accelerate transformation. These efforts are 
being undertaken in response to demands from employers to cut costs and improve quality and 

from providers and hospitals that are saying that fee-for-service does not work because it is an open 
invitation to health plans to manage costs and quality of care. Providers recognize that they 

need to be better regarding efficiency and quality. 
 

The result of these efforts is a new contract. A year ago there was skepticism in the provider 
community about assuming more risk under this contract. In the last six months there has been 
increased enthusiasm because providers see a blended payment methodology as the future. Those 
that can accept this risk now will be more successful in the future. BCBSMA recognizes blended 
capitation as an answer, rather than the answer. 

 
a.   Patrick Gilligan, Senior Vice President, Health Care Services explained the key 

components of the new payment model as follows. The Alternative Quality 
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Contract model is composed of key components that are standard across provider 
entities: 

   Integration across the continuum of care. 
   Accountability for performance measures (ambulatory and inpatient). 
   Global payment for all medical services (health status adjusted). 
   Sustained partnerships through execution of a 5-year contract. 

 
The contract elements reward and support integration. Ideally, BCBSMA wants the PCP, 
specialists and hospital to accept the risk. Sometimes only a multi-specialty group without the 
hospital will be the risk-bearing entity. There is a group in Western Massachusetts with 46 
physicians and no hospital that is doing very well under this arrangement. The model can 
accommodate global payment by making monthly cash payments, which the entity distributes, or 
it can pay FFS in the interim with a year-end settlement. The five-year contract with budgets set 
in advance makes a huge difference because time is not spent on continually negotiating. The 
contract will eventually cover all BCBSMA product offerings. 

 
The model works by setting budgets for a five-year period of time. The starting budget is based 
on historical costs. In the 1990s the budgets were starved and started too low. BCBSMA is 
working to set budgets correctly. The model recognizes inflation by using CPI, and not historical 
medical inflation. BCBSMA believes that there are enough dollars in the system. BCBSMA is 
trying to reduce the rate of increase over five years. There is also a significant upside bonus on 
quality measures. BCBSMA holds providers accountable for cost and quality with quality-based 
incentives up to 10% of the overall budget. The global capitation is adjusted annually for 
changes in health status of the covered population. It is diagnoses based, not procedure based, 
which BCBSMA thinks is a reasonable way to address the sick patient problem. 

 
BCBSMA is willing to share risk, if the providers are not ready to accept full risk. BCBSMA 
wants providers to take total capitation, but recognizes that providers might have different 
infrastructure costs. They can use the budget to pay these costs. The budget also needs to cover 
the costs of risk management. If an entity wants stop loss, BCBSMA can provide it for a cost or 
they may go onto the open market. Blue Cross can also provide total aggregate risk, so that if the 
provider wants this protection, they can purchase it. This payment model differs from capitation 
in the following ways: 

   There is a significant upside potential based on a sophisticated set of 
measures that address patient safety, appropriateness of care and patient 
satisfaction. This is the biggest difference. 

   The initial payment level is derived from the historical experience of the 
provider group. 

   Payment is adjusted annually in line with CPI. Providers can retain 
margins derived from reduction of inefficiencies. 

   Payment is health status adjusted to adequately consider changes in patient 
morbidity. 

 
b.   Dana Gelb Safran, Vice President, Health Care Services, explained the model’s 

quality measures as follows. Measures should collectively advance care such that 
it is affordable, effective and patient-centered. Clinical performance measures will 
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include process, outcome and patient care experience measures. They will 
encompass inpatient and ambulatory care. 

   The provider’s performance is evaluated in terms of thresholds (or 
“gates”) that are defined in absolute terms, rather than in relative terms. 
Using relative measurements would result in winners and losers, which is 
antithetical to BCBSMA’s goals. The vision is that the absolute thresholds 
define good performance and the outer limit captures what is possible to 
achieve. Where the provider performs with respect to the gates, will 
determine its level of incentive payments. The contract states targets for 
the 5-year period of the contract and are structured to incent continued 
improvement. The use of gates affords “transparency” to providers 
regarding the full scope of BCBSMA’s performance priorities and 
expectations. 

   BCBSMA is using national measures from such sources as HEDIS and 
JACHO. For each measure BCBSMA sets Gate 1 through Gate 5. 
Providers coming into this payment model are taking on the responsibility 
for outcomes. BCBSMA has triple weighted some measures at the request 
of early provider participants (diabetes measures, hypertension and 
cardiovascular disease). Providers cannot be successful under this model 
without recognizing the importance of primary care. The contract provides 
the opportunity to develop several new measures, in acknowledgement of 
the rapidly changing field of quality. BCBSMA has created a mechanism 
to create new measures. Mt Auburn providers who were seeing a large 
number of patients being discharged without their lab results suggested the 
first new measure. They are developing a way to get lab results at the time 
of discharge. This is changing the dialog between carriers and providers. 

   The quality payments providers receive depend on what level the provider 
is performing. The payout curve rewards early and middle improvement 
with less increase between gates four and five. 

 
c.   Commissioner Questions and Comments: 

 
Question and Comments Speaker’s Response
Is behavioral health and pharmacy included 
under the capitation? 

The preferred model includes both. To date 
we have carved out behavioral health. 
Pharmacy is included in all contracts and 
pharmacy benefits are operated through our 
PBM. 

If you are a patient, are you assigned an 
HMO? 

We are applying this currently only to 
HMO products. The global dollars are 
linked to providers through the member 
picking a PCP. The patient will not know 
that the provider is participating in this new 
payment model. Providers want more 
transparency about participating in this 
type of program. Currently Harvard 
Vanguard does its own patient education. 
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Question and Comments Speaker’s Response
 BCBSMA is willing to help. 
When the HMO movement started, it was 
like a religion and the physicians were true 
believers. The secondary wave of enrollees 
hadn’t signed up for the religion and when 
they found out about limits, they got angry. 
Patient awareness of what they are signing 
up for is critical. 

BCBSMA is talking about what it can do to 
support more transparency. We believe that 
the movement to push more cost onto the 
patients is close to its limit. If patients are 
offered a choice of a more costly or more 
restrictive system for less cost where we 
can show that care is as good as or better 
than the high deductible plan, we believe 
many patients will select the more 
restrictive plan. We need to have a different 
type of conversation and we need to be 
open. 

How is risk management included in the 
budget? 

The historical budget and trend includes 
risk management costs.

Is the budget risk adjusted on an individual 
or panel basis? 

It is adjusted on a panel basis. 

Why would an entity not want to take stop 
loss? 

All entities take some level of specific stop 
loss coverage. They may not want 
aggregate coverage if they are very large 
and experienced in managing care. 

Is there some minimum requirement for 
stop loss built in? 

We won’t sign a contract if a certain sized 
group does not have stop loss coverage. 

If a physician group is signing up with a 
particular hospital to share risk, how does it 
work if the physician uses different 
facilities for different services. 

BCBSMA says that you can go to anyone 
in the provider network. We need to move 
to a different education for patients. We say 
that you need a physician referral and we 
need to support that physician’s choice. 
Andrew Dreyfus: The cost of patients 
going to other facilities than the risk- 
sharing facility is built into the historical 
costs, so the entity is not hurt. There is an 
incentive to keep the care within the 
integrated group.

How do claims processing work. If it’s a global budget, BCBSMA pays 
claims and reports back with a year-end 
settlement. If it is a global payment, 
BCBSMA will do an estimate of the funds 
that will stay within the provider system 
and pay that amount out monthly. We will 
keep the remaining amount to pay for out 
of risk-bearing entity claims. 

Because BCBSMA is large it has the 
advantage of a huge database to create 
statistically sound measurements. How 
does use of absolute benchmarks address 

BCBSMA has relied on national or 
statewide data, data sets available to all, to 
create our gates. It is important that the 
highest gate is a stable number that shows 
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Question and Comments Speaker’s Response
variability of performance? up anywhere in the US. We are only using 

quality data. 
What kinds of patients are in your groups. No answer.
Can this model be expanded to the PPO 
products, since the HMO enrollment is 
shrinking? 

Yes. The problem is that the PPO does not 
require members to select a PCP. We know 
that the vast majority of Americans have 
PCPs. We have an attribution model that is 
similar to other models (93% of PCP- 
member matches were correct). There will 
always be a segment of the population not 
receiving care, but in the system. We are 
working on figuring out how to deal with 
this segment, and hope to solve the 
problem in the next year or two. 

When and how do employers benefit from 
this process? 

The employer’s benefit by having a lower 
rate of inflation. Even if trend savings are 
offset by quality payments, there will still 
be savings from improved health. 

We need cost savings. CPI plus (in costs) 
may still be more than we can afford. 

We believe that there is 30% waste in the 
system. We believe that our model starts to 
get that reduced. Andrew Dreyfus: 
BCBSMA has struggled with the question 
of to whom should the benefit accrue. Our 
model will cut the trend in half over five 
years. Employers want to know when it 
will get to zero. We believe that if 
physicians and hospitals work 
collaboratively, we will create an inflection 
point at which the system will change. 
There are also opportunities in benefit 
design to direct members to high value 
services, which may produce additional 
savings. 

Can the model be effective if it did not start 
at the current budget amount? 

If we want to pay for integration, then we 
need to provide incentives to integrate. 

Some people talk about taking funding out 
of the system; other focus on improving 
quality. I look at the end point to be to pay 
the same percent of GDP, but get better 
outcomes and less disparity. This is 
targeted at getting more value out of the 
system, even if the trajectory does not go 
backwards. 

 

The obligation of the Commission is to 
think about helping the Commonwealth 
(save money) in the relative short term. 

The incentives in our model have engaged 
providers to be involved in what gets into 
the system. We know that part of the 
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Question and Comments Speaker’s Response
Remember what happened at Virginia 
Mason in the West Coast – they reduced 
costs, but the hospital lost revenue, so the 
initiative was stopped. We must be 
intellectually honest that there will be 
losers and winners. If we don’t face up to 
this, we will have mushy recommendations 
that won’t be responsive. We won’t make 
everyone happy. 

reasons for the increased costs is because 
of new treatments and technologies 
because there is no way to say no. 
Traditionally there are no incentives to say 
no. The BCBSMA model changes the 
dynamics of the discussion. 

 

 
4.   Case Study of Global Payment – Patient Choice: Ann Robinow 

 
The Patient Choice initiative was started in Minnesota in 1995 on behalf of the Buyers Health 
Care Action Group (BHCAG). It went live in 1997 and is still operating. It was spun off into 
Patient Choice in 2001 and sold to Medica, a large HMO, in 2004. 

 
The objective of Patient Choice is to use market forces and a new approach to provider payments 
to force providers to compete by managing costs and improving quality, and by giving 
consumers incentives and tools to migrate to better performing providers. This was possible in 
Minnesota because there are several discrete primary care provider systems with only some 
overlap at the specialty level. 

 
We felt capitation was a non-starter, but wanted global payment incentives. Critical to the 
incentive was having external market discipline from consumers, otherwise provider would just 
use clout to maximize global payment amounts. 

a.   The new approach to payment needed to: 
   Make providers accountable for total population costs. 
   Work with a variety of different provider structures. We were working 

with a predominance of highly integrated systems, but also with a mix of 
provider configurations. 

   Work with a variety of plan designs, including high deductible plans. 
   Minimize infrastructure needs and changes. 

 
The program works by having providers organize into systems, which are measured on cost and 
quality. Providers submit bids based on their expected total costs of care for like patient 
populations with the same benefit set. Patient Choice created the utilization information by 
taking data and feeding it into a computer-based model to create historic provider utilization 
information. 

 
We calculated the total cost of care, and then risk adjusted payments based on patient population, 
using a standard set of benefits. This created a claim target, which was adjusted based on quality 
measures. We compared claim targets and created claims bands. We then disseminated 
information on quality and system capabilities and worked with the employers to create premium 
bands. The range was enormous. Consumers could then choose to join a provider system based 
on value. There was transparency of information on care system costs and quality to patients and 
to payers. Consumer premium and benefit incentives were established by employers to spur 
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choice of better performing providers. Employers were urged to contribute at the level of the 
least expensive system. 

 
We used a variable FFS payment approach. Claims were paid on a FFS basis at the submitted 
prices. Quarterly, we calculated total costs of care using the submitted pricing based on 12 
months of history. We compared these costs against the claim target. We then increased or 
decreased fees based on where the actual costs were compared to the claim target. We did not 
collect or dispense retroactive payments. Annually we redid the bidding process with a new 
claims target set, and cost bands created. Consumers then picked their system. 

 
Providers organized into care systems and self defined their referral and hospital networks. 
Providers created their own brand and market position by demonstrating value to constituents. 
They could be a gatekeeper or open-access model; they could focus on specific populations or 
regions; they could set their own price and contract externally for services and they could control 
their care decisions. For example, providers could use the funds to pay for non-traditional care, 
such as phone visits. 

 
Our evaluation shows that enrollees have migrated to better performing systems over time. 

 
b.   This system differs from capitation in the following ways: 

   Every service is reimbursed. 
   Providers do not receive a pool of dollars prospectively. 
   Providers do not distribute dollars, but the claims payer does. 
   Performance impacts future fee levels and presentation to consumers; 

there is no retrospective impact. 
   Providers cannot run out of dollars or pocket excess dollars, so there is no 

windfall or loss of funds. 
   Avoiding sick patients is counterproductive because they drive more 

revenue; the incentive is to attract sick patients and manage them well. 
   Consolidating for higher payments (through use of clout) is 

counterproductive. 
   Performance evaluations are risk adjusted. 
   The model can be used for self--funded employers with any benefit style, 

because of the variable FFS. 
 

c.   Patient Choice’s key accomplishments are the following: 
   Got providers to organize themselves into mostly discrete systems. 
   Got providers to be accountable to global budgets without bloodshed. 
   Got providers to feel accountable to their patients rather than to health 

plan executives to explain their high costs to patients. 
   Allowed employees to continue to access higher cost systems, but at a 

price. 
   Enabled cost conscious employees to lower their costs, which is not 

possible in a traditional arrangement. 
 

d.   Barriers not solved by Patient Choice include: 



Special Commission on the Health Care Payment System 
Commission Meeting Minutes 

March 13, 2009 
 
 
 

   We never got a critical mass of patients needed to drive substantive 
change, especially in provider investment strategies. 

   Employers were reluctant to hold employees accountable for their choices. 
They did not want employees to bear the actuarial cost differences, and 
were nervous about the cost to employees of buying up to a higher cost 
plan. 

   A number of employers who were large national accounts were reluctant 
to do anything different in a single market. 

   There was resistance to change at every level. In particular, employers and 
plans did not like change, although many consumers were comfortable 
with change. 

 
e.   The lessons learned include: 

   Change is really hard, but possible. 
   Providers can be accurately differentiated and stratified. 
   Lower prices do not necessarily mean lower costs. 
   Consumers will respond to financial and quality variation. 
   One can build on the current FFS system using existing claim systems to 

drive appropriate resource use. 
   Smaller provider entities can participate if they are not subject to 

insurance, but still accountable for total care of their patients. 
   Data integrity is crucial to the process and to get buy-in. We had some 

bumps along the way. 
   Change requires strong administrative capabilities. 
   Change creates winners and losers and losers will undermine the process, 

while good performers like it. 
   You need a critical mass to drive provider investments, but just leveraging 

variation can create savings. 
   Patient Choice is harder to explain and sell than standard products. 

 
f. In asking the question whether a model like Patient Choice could be done in 

Massachusetts, Ann offered the following observations: 
   National employers are looking for all-at-once national solutions. This 

model requires local attention and provider interaction. It cannot be 
dropped wholesale on the entire country. 

   It is easiest to implement in markets with some degree of physician 
organization, verses solo or very small practices. Solo practices need some 
degree of vertical organization. 

   This model can be modified for smaller, less organized markets by 
banding provider types (PCPs, specialists and hospitals) separately. 

   It can bridge and combine with more granular approaches to 
reimbursement, such as episodes of care payments. Episodes of care 
payments must be done within a total over-all cost target or limit. 

   Plans within the target market must create similar products. 
   This model may work best in an individual market, rather than in a group 

market, since employees are open to change more than employers are. 
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   Current market conditions are creating renewed interest in this type of 
solution. I am referring specifically to the Minnesota health reform 
legislation. There is also some national interest in the Patient Choice 
model. 

 
g.   Commissioner Questions and Comments: 

 
Question and Comments Speaker’s Response
Are there any minimum requirements for 
provider IT infrastructure? 

There were no requirements. We look at 
the providers’ ability to manage through 
the continuum of care. There was only one 
entity that could not meet the request, 
which was the U of Minnesota Medical 
Center. They made changes and joined 
later. 

How did you deal with rural areas when 
patients can’t chose because there are no 
other doctors available or are not taking 
more patients. 

We did not see this as a problem. All 
people had insurance and were desirable 
patients. For rural providers, we still 
calculated all information and used the 
same approach. Rural employers used their 
relationship with providers to show them 
that they were not performing at levels 
expected and insisting that patients be sent 
to other specialists. This had an impact. It 
is not as effective as real competition, but it 
was an important influence.

What did you do when tertiary hospitals are 
buying practices and incentivizing PCPs to 
send patients to tertiary hospitals? 

Under this model, the system still had to 
prove that sending patients to premium 
providers was resulting in value. We saw 
high cost systems lower their costs. 

Wouldn’t consolidation eliminate 
competition? 

Providers organized more around 
optimizing resources, rather than to gain 
clout. The consolidated systems were not 
the best performers. Small PCP groups that 
could turn on a dime regarding where to 
admit or which specialists to use were most 
successful. Integrated systems can have 
lots of overhead. 
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How does this model look to consumers? Most employers would charge a premium 
based on the cost of the system. Some 
employers varied co-pays based on cost of 
the system. We wanted to have the 
actuarial value to be reflected in what 
consumers paid, which is easier to do with 
premiums than with co-pays. We did not 
see a correlation between price and quality. 
We believe that the total cost of care 
(resource use) is a quality measure. 

What was your market share?  What is 
BCBSMA’s market share? 

Market share was 10% initially. It then 
shrunk as insurers bought back clients. 
Patrick Gilligan: BCBSMA’s market share 
is 25% on average. To implement change, 
you still need a larger chunk of the market, 
including Medicare and Medicaid. 

Was the total cost trending down? Trend was about 2% lower than market 
trend. The migration to lower cost 
providers was the reason for the lower 
trend. 

When I was part of the Massachusetts 
Health Care Purchasers Group we tried to 
promote Patient Choice in Massachusetts. 
Providers and plans were against it and we 
could not get any traction. Change was 
terrifying and they could not come to grips 
with the idea of disrupting the existing 
system. I think that timing is better for 
change now – the status quo is not 
working. 

I suggest that you work through plans to 
get traction with providers and employers. 
In Minnesota, provider organizations are 
recognizing just in the last month or two 
that “the jig is up” and are starting to make 
their own changes. 

What was the plan landscape in Minnesota 
when you rolled this out? 

We had three dominant not-for-profit plans 
that saw this as competition. Part of our 
problem was timing. Consumer Driven 
Health Plans were coming out and Patient 
Choice was more difficult to explain. 

Were practices involved in serving 
employer-based patients? 

Patient Choice was for self-insured 
employers. The State of Minnesota runs a 
similar program successfully. This has not 
been implemented with Medicaid. You 
would need to be more creative regarding 
incentives if it were to be implemented for 
Medicaid. 
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5.   Overview of Global Budgets – Deborah Chollet 
 

Deborah Chollet presented the following information regarding global budgets. 
 

A global budget places a maximum on total expenditures made by some or all payers. Global 
budgets apply to a defined set of services and are intended to limit total expenditures for care. 
There are several system-wide examples. Canada and the UK set global budgets at the 
government level. In the U.S. Medicaid and SCHIP block grants are global budgets; the VA 
services are provided under a global budget and the Medicare sustainable growth rate targets are 
global budgets that Congress does not sustain. 

 
There are no direct incentives. Incentives vary with “flow down” provider payment provisions. 
In practice, experience suggests that global budgets reduce or slow delivery of services, which if 
waste is not a bad thing. They also create longer queues or waiting periods for non-emergency 
services. Managing queues is a very important issue. 

 
Planning and operating a global budget implies that there will be regulation of provider payment 
and/or premiums. Regulation is direct if associated with payments. Payers have little experience 
managing this flow down. There must be systems of monitoring and measuring cost in real time. 
Last years dollars are not good enough. Canada and the UK own the assets so the costs are 
known. There must be an ability to manage patient queues without adverse impacts or outcomes. 
Finally, there must be sustained political will. The system requires predictability. There must be 
some distance between decisions and politics. There needs to be an independent or quasi- 
independent board to administer the system. 

 
 
 

Question and Comments Speaker’s Response
Conventional wisdom regarding global 
budgets is that people have to wait long 
periods to get needed care. 

One must distinguish between emergency 
and elective services. Emergency services 
will be provided without queues. 

Is Patient Choice an episode of care model? It is a global budget that impacts fee-for- 
service levels. 

 

 
The meeting ended at 2:00 p.m. 
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Meeting Date, Time, and Location 
 

Date: Friday, April 3, 2009 
Time: 12:00 – 5:00 p.m. 
Place: One Ashburton Place, Boston, MA 02108 

 
Meeting Attendees 

 
Commission Members Speakers Contractors and DHCFP 

Staff
 Leslie Kirwan (co-chair) 
 Sarah Iselin (co-chair) 
 Alice Coombs, MD 
 Andrew Dreyfus 
 Deborah C. Enos 
 Nancy Kane 
 Dolores Mitchell 
 Richard T. Moore 
 Lynn Nicholas 
 Harriett Stanley 

 Michael Bailit, Bailit 
Health Purchasing, LLC 

 Steve McCabe, DHCFP 
 Michael Grenier, 

DHCFP 

 Michael Bailit, Bailit 
Health Purchasing, LLC 

 Bob Schmitz, Mathematica 
Policy Research, Inc. 

 Margaret Houy, Bailit 
Health Purchasing, LLC 

 

 
Meeting Minutes 
Co-Chair Leslie Kirwan began the meeting by reminding participants that this meeting represents 
an important transition, moving from learning to policy development. She further reminded the 
participants that the Commission is charged with recommending reforms to payment 
methodologies that will provide better care. She described care as fragmented and not always 
evidence based, with costs that are not sustainable. The current fee-for-service (FFS) payment 
system is not solely responsible for the problems, but contributes by encouraging volume and not 
evidence based care. She believes that there is currently a unique window to develop a better 
approach. She believes that Massachusetts is under a microscope with Washington, DC looking 
to see if what Massachusetts does is viable nationally. She urged the Commissioners not to 
shrink from being bold, saying that the circumstances require it. There are many concerns about 
implementation as the system transitions from the current state to a new vision. She urged 
everyone to stay at the table to listen and think about the issues and migration stages. She wants 
the Commission to recommend more than incremental changes. She urged everyone to set their 
sights high, identify roadblocks and think about how to address them. 

 
Co-Chair Sarah Iselin reviewed what the Commission is trying to accomplish over the next 
several weeks in order to meet the goal of developing a report to the Governor and legislature by 
the end of May. She wants to have the outline of a report by the end of the next meeting (April 
10), to then meet with stakeholders to get their feedback, draft the report in more detail, and meet 
again to refine and finalize the report by the end of May. For today’s meeting she is asking 
Michael Bailit to facilitate several discussions. She then reviewed the order of the agenda. The 
Commission will be discussing Medicare options next week, which is an important aspect of the 
Commission’s recommendations, since the goal is to have a common payment system for all 
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payers. She reminded attendees that the only services being carved out of the payment reform 
recommendations are dental and long-term care services. 

 
1.   Revised Principles – Michael Bailit 

a.   As a result of his latest round of discussions with stakeholders, Michael Bailit is 
recommending the following changes to the principles: 

   At the request of employers, include the goal of reducing costs, as well as 
slowing the rate of future growth. As a result of comments from several 
Commissioners regarding the expectations to reduce costs, it was agreed 
that the principles would refer to reducing per capita costs, which takes 
into consideration the realities of a growing elderly population. 

   At the request of the teaching hospitals, the need to fund stand-by capacity 
costs are separately addressed independent of a discussion of teaching 
costs. 

   The transparency principle was expanded to make a clear statement that 
transparency needed to enable patients, providers and purchasers to 
understand how providers are paid, and what incentives the payment 
system creates for providers. 

 
b.   Commissioner’s Comments and Questions 

 
Comments and Questions Speaker’s Response
I recommend that we add a principle about 
adequate staffing and funding of 
government agencies that might be 
involved in implementing any payment 
reform. This is often the Achilles’ heel of 
any reform. 

Agreed that adequate government agency 
staffing and resources are important. 

 

 
2.   Massachusetts Health System: Data Reference – Steve McCabe and Michael Grenier 

 
The presenters make the following points in their presentation. 

 
The Data Reference was compiled from existing sources, including from health care providers, 
the Board of Registry of Medicine, and the Massachusetts Healthcare Quality Partnership. The 
results of the clinical analysis are preliminary; they are going through the clinical validation 
process. There is limited data available in the public domain regarding physician hospital and 
group affiliations. The financial information does not reflect the full impact of the economic 
down turn. 

a.   The presenters brought the following information to the attention of the 
Commissioners: 

   Over 1/3rd  of the covered population are self-insured. When government 
programs are removed from the calculation, that number is closer to 50%. 

   Most physicians are paid on a FFS basis; 20% are under some global 
arrangement, either full or partial. 

   1/3 of the physicians are PCPs, which is consistent with national statistics. 
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   38% of practices have three or more physicians. 
   57% of all payments from one major insurer go to seven physician groups 
   Improved care coordination may reduce system costs: 

- 40% of ED visits are preventable, totaling $398.5 million 
- 8% of hospitalizations are preventable, totaling $582 million 
- 7-10% of hospital readmissions are preventable, totaling $576 

million 
b.   The presenter noted that the dollars are not additive, because the studies overlap. 

   All the financial information provided is prior to the financial downturn 
and does not reflect the impact of the recession. See data starting on page 
45 of the document in your packet. 

   The information includes a series of maps, starting on page 63. 
 

c.   Commissioner’s Comments and Questions 
 

Comments and Questions Speaker’s Response
Do we know how the data on physician 
payments compares to national 
information? 

No, but I suspect that the payment types 
vary greatly by region. For example, I 
would expect there to many more 
physicians in California to be paid under a 
global payment system.

Does the data on number of licensed 
physicians reflect how many are in research 
vs. patient care? 

No. 

A national survey done by American 
Hospital Association members found that 
between 6.9% and 11.8% of 
hospitalizations are preventable. 

 

 

 
3.   Strengths and Weaknesses of Reviewed Payment Models – Discussion Facilitated by 

Michael Bailit 
 

Following is a summary of the strengths and weaknesses of each payment model reviewed, as 
articulated by the Commissioners. The Commissioners noted that any payment reform must 
consider the role of the patient and benefit design. 

 
Fee-for-Service 

 
Strengths Weaknesses
It may be the only feasible option for 
certain providers, such as: 
Specialty hospitals, 
Radiology, anesthesiology, and 
telemedicine. 

It does not support provider responsibility 
for what they do not do. 

It is the only option for medical tourism. It does not work in terms of meeting the 
goals of reducing costs and improving 
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 quality. 
It is the status quo and easy. It does not address the objectives of the 

Payment Commission.
It could be a transition strategy. FFS does not always reward quality. 

 FFS does not facilitate collaboration. 
 

 
Episode-Based Payment 

 
Strengths Weaknesses
It aligns hospital, physician and post-acute 
incentives. 

Defining episodes is a complex task. 

It is easier for providers to do vis a vis 
global payment because there is less risk. 

It does not address the volume incentive. 

It could accelerate learning regarding 
managing to a global payment. 

It is highly complex to apply to co-morbid 
chronically ill patients. 

It could be a transition model. It is not a holistic approach; it does not 
integrate care.

 It is too hospital-centric. 
 It is unclear that episode-based payments 

will help with a transition to global 
payment.

 

 
Global Payment 

 
Strengths Weaknesses
It encourages integration and coordination 
of care. 

It needs a strong risk-adjustment feature. 

It addresses volume incentive. It needs to manage risk transfer without 
increasing costs. 

It helps provider groups with an ability to 
invest and provides flexibility. 

It is challenging to apply to an at-risk 
provider for non-HMO products. 

It changes relationships and conversations 
among stakeholders. 

It needs a balancing P4P component to 
counterbalance potential under utilization 
incentives. 

It exists today in the healthcare market 
place. 

It encourages consolidation. 

It supports the role of PCPs.  
It encourages consolidation.  

 

 
a.   Michael Bailit summarized the discussion by making the following points: 

   FFS with P4P is not where we want to go in the long term. 
   Episode-based payments have some strengths relative to FFS, but the 

complexities and limitations regarding incentives to forge provider inter- 
connections limits its usefulness. 

   Global payment has a long lists of strengths, but their needs to be built in 
incentives for access and quality to counter possible under treatment 
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incentives. It provides incentives for consolidation, but that could mean a 
less competitive marketplace. Transfer of risk could be a weakness if not 
managed well. 

 
4.   Stakeholder Recommendations – Michael Bailit 

 
Michael Bailit reported on the results of his second round of meetings with stakeholders to 
obtain their input regarding payment models that the Commission is considering. Michael, Co- 
Chair Iselin and members of Co-Chair Kirwan’s staff obtained input from hospitals, physicians, 
consumer advocates, union representatives, employers, community health centers, and health 
plans. 

a.   Michael summarized the results of his meetings as follows: 
   General Observations: The stakeholder groups varied significantly in their 

understanding of the payment model options being considered by the 
Commission, and this affected the ability of the stakeholder groups to 
provide informed recommendations. When they did formulate 
recommendations, these recommendations varied significantly. 

   Community Health Centers: The CHCs were enthusiastic about the 
medical home model, but wanted a multi-year transition, fearing a quick 
change might negatively impact them and their low-income patients. They 
supported a P4P program with common measures. Most participants had 
negative reaction to global payment, but were more open to the idea of a 
shared shavings model. They felt that there needed to be separate budget 
targets for commercial, Medicare, Medicaid and uninsured populations to 
protect providers serving low income populations, and urged a 
socioeconomic adjustment to targets. 

   Health Plans: Health plans felt that global payment was the only payment 
methodology that had been shown to address the inflationary tendencies of 
fee-for-service payment, and recommended it as a preferred payment 
model. Because providers are at different stages of ability to take on 
global payment, they recommended a varied approach to implementation, 
with risk sharing between providers and health plans, risk-adjustment, 
possibly different services included within the payment, and some 
providers moving more quickly to global payment than others. They also 
advocated getting provider support for the transition. The health plans felt 
fee-for-service payments should be indexed to Medicare and capped so 
that they can be no higher than a percentage of Medicare. Further, annual 
rate increases should be limited so that global payment is financially more 
attractive than continued use of fee-for-service. 

- Health plans endorsed the use of a common set of pay-for- 
performance (P4P) measures both for fee-for-service and for global 
payment arrangements. They felt that P4P amounts should extend 
up to 10-12%, with greater emphasis on efficiency of care delivery. 
With regard to medical home, they felt that the concept held 
promise in theory, but needed to be tested, ideally through a multi- 
payer statewide collaborative. They also felt that medical home 
would help primary practices build capacity to succeed under 
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global payment. Because health plans commonly hold multi-year 
provider contracts, they felt that government regulatory action 
would be required to bring about payment reform. 

   Employers: Employers and employer organizations were most interested 
in the concepts of medical home and global payment, and felt that if it 
were necessary to only offer providers “upside risk”, as in a shared 
savings approach, it would be worthwhile to do so in order to advance a 
transition away from fee-for-service payment. 

- Employers and employer organizations were of mixed opinion 
regarding the role of government, and focused on the 
Commission’s principle regarding uniform payment. Some 
opposed the concept of payment equity, while others expressed 
openness to the concept, including if there was geographic 
adjustment and a consideration of the use of rate bands rather than 
common rates of payment. 

- Finally, employers were interested in how to ensure that employers 
would realize any savings that might accrue from the changed 
payment methodology. 

   Community Hospitals: The majority of the community hospitals advocated 
slow incremental change. Specifically, they advocated the use of common 
DRG methodologies across all payers, and then gradually beginning to test 
episode-based payment. They believed that the fee-for-service alternatives 
were not proven and needed to be tested and assessed before adoption. 
The community hospitals worried about the potential financial impact on 
their institutions of a quick movement away from fee-for-service. 

- There was one hospital that advocated adoption of global payment 
and reported that it was having a positive experience with global 
payment. 

   Physicians from Hospital-Affiliated Organizations: Physicians from 
hospital-affiliated organizations recommended a careful movement to 
global payment, and felt that in time it could succeed in all geographic 
areas of the Commonwealth. They specifically recommended attention to: 

- risk adjustment; 
- countering incentives to under-treat with those for access and 

quality, using transparent performance measures; 
- addressing how the model would account for the prevalence of 

PPO products; 
- helping providers develop infrastructure to be able to manage 

under a global payment, and 
- adequacy of the rates. 
- One physician suggested a “shovel ready hybrid” consisting of a 

portfolio of options for providers at different stages of readiness to 
transform. 

-  This group of physicians expressed the belief that rate equity was 
an important objective, and that the state should regulate payment 
rates in order to achieve it. 
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- These physicians felt that the health plans needed to “give 
something.” They suggested either reducing health plan 
administrative costs as they delegate functions to providers, or 
having health plans invest in practice infrastructure. 

   Consumer Advocates: The consumer advocates stated that they did not 
know whether the end goal should be episode-based payments or global 
payments, but felt it was necessary to go slowly to ensure proper risk 
adjustment (including socio-economic adjustment) to protect high-risk 
populations, and to protect against stinting or gaming. They suggested that 
a first step might be to reduce payment for potentially preventable 
inpatient complications and readmissions. 

- The consumer advocates recommended that methodologies and 
measures be clear to consumers, and fully accessible. They felt that 
this meant not only making information available, but also 
proactively educating consumers, or paying providers to do so. 

- The advocates support efforts to activate and empower consumers, 
reduce benefit design cost sharing for primary care and high value 
services, and support integration with public health through 
payment reform. They also endorsed the use of consistent 
measures and metrics across payer P4P programs. 

   Physicians from Specialty Societies and Two Large Independent Group 
- This second group of physicians differed significantly in its 

perspective from community hospitals. They felt that none of the 
models were proven, and all should be piloted and tested. Only 
primary care specialty society representatives recommended one 
strategy for immediate adoption (the medical home). 

- Some of the physicians expressed great fear of the unknown and 
unpredictable nature of selected alternative methodologies, and 
especially global payment. They specifically cited the potential 
adverse financial impact of outliers on practices accepting global 
payment. The concept of a shared savings approach with no 
downside risk for the provider was of interest to some, with one 
suggestion that it be tried using a hospital and its extended staff. 

- In general, this group of physicians felt that efforts to achieve cost 
savings should focus attention in some areas not directly related to 
payment. They felt passionately that malpractice reform was 
necessary to curtail significant over treatment. They also advocated 
making patients more accountable for managing their own risk 
factors (e.g., diet and smoking) and adhering to physician- 
recommended treatment. There was sentiment among a few that 
states action on malpractice reform would make physicians more 
open to payment reform. 

 
b.   Commissioner’s Questions and Commentns: 

 
Comments and Questions Speaker’s Response
Is it true that some physicians think that Yes. They want common rates and 
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there should be rate equality enforced by a 
government agency? 

common quality indicators. 

What was the point made about activated 
consumers? 

It is another strategy to complement our 
efforts, such as a Value-based Benefit 
Design Plan. The physicians liked the 
approach of incenting patients to engage in 
their own care. 

What was the employers’ perspective on 
uniform payment? 

There was a split in the group. Some 
thought that the government should not be 
setting rates; other thought it was a 
necessary strategy to be considered. 

What does rate equity mean?  Does it mean 
eliminating P4P? 

It means equity in a base rate with P4P 
payments differing, based on performance.

The notion of equity in payment needs 
further discussion. I heard three variables 
we could based it on. It is beyond us to 
assure that each hospital pays physicians 
the same. We are talking about all payers 
paying the same for the same service. P4P, 
geographic equity, risk adjusters all impact 
payments. We need to know what we are 
talking about. 

 

Regarding PCP shortages, this is impacted 
by levels of payments, lifestyle, how the 
job is viewed in medical school, etc. We 
may want to encourage greater use of nurse 
practitioners. 

 

Equity is in the eye of the beholder. 
Everyone is looking at it from their 
standpoint. Often what we are talking about 
is the degree to which we want to change 
distribution, such as only do so with new 
monies. I am concerned that we are 
thinking only about changes going forward. 
We need to remember that cost 
containment is one of the goals. 

 

I am saying that payments should not vary 
by 30 to 40% for the same procedure.

 

When we talk about equity, we need to talk 
about government payments. Among the 
distortions is that public payers (Medicare 
and Medicaid) pay less than what 
providers’ costs are. This is a complex 
discussion. 

 

This is also a discussion about taxpayer 
dollars so there must be a balance as to 
where the dollars go with respect to other 
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services the government provides – 
schools, etc. 

 

We all have skin in the game. If we use all 
the dollars on health care, there are no 
dollars for other services. We need to wring 
some dollars out of the system. We need to 
have a sense of urgency. 

 

I recently met with a large physician group 
administrator. We talked about the need for 
more PCP care and the need to move 
dollars from tertiary care to primary care. 
This administrator expressed strong 
support for capitation payments, and said 
that if a group managed all the care, it 
could afford to move dollars around. 

 

 

 
5.   Five Critical Questions – Discussion Facilitated by Michael Bailit 

 
The Commissioners were asked to consider and discuss five critical questions in moving towards 
a recommendation. 

a.   Is there one preferred model for the long-term? 
   The Commission agreed that a payment system that had global payment as 

its predominant payment system was the goal. This would involve a 
payment to a group of physicians of all specialty types and with one or 
more hospital and community ancillary providers that were somehow 
connected. The capitation payments would be made from insurers to these 
provider groups. The Commission does not want to look at how the dollars 
are distributed from the group to specific providers, other than a possible 
exception regarding primary care. 

   There could be various models of provider affiliation. It could be real or 
virtual. Patients should select a PCP. There must be an explicit 
relationship between the patient and the physician, acknowledged on both 
sides. 

   The rate of increase in capitation payments cannot grow at the rate of the 
current trend. 

 
b.   If yes, can the entire delivery system eventually utilize this model? 

   The Commissioners agreed that all providers could eventually utilize this 
model. It will create more integration and consolidation. There is a need for 

a transition strategy with alternatives that replicate the best of global 
payment (reward efficiency and quality) and build capacity to manage 
under a global payment, but are not preferable to it. Attention will need to 
be given to how provider groups are built to avoid unintended 
consequences. Also, Massachusetts does not want to have just one 
network throughout the state. 

 
c.   What needs to be done to support providers and facilitate the transformation 
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   The Commissioners identified the following activities and resources that 
would be needed to support providers and facilitate the transformation: 

- Patient education regarding the common belief that more is always 
better. 

- Transparency regarding payments and payment rules so that 
patients, providers, insurers, purchasers understand the payment 
system and incentives. 

- Transparency regarding provider performance so that patients can 
make informed decisions. Choices need to be tied to benefit 
design. 

- Providers need transparency regarding information that they need 
to succeed under a global payment. 

- Health information technology (HIT), including electronic health 
records, Health Information Exchange (HIE), and informatics. 

- Common dataset and common measures with timely information; 
an infrastructure and resources to look at the system as a whole. 

- Technical assistance and sharing of best practices among 
providers. 

- Provider distribution of clinical protocols, to maximize their 
credibility. 

- Care management capabilities at the practice group level. 
 

d.   What role should government play? 
   The Commissioners identified a range of possible roles that government 

might play in the payment reform process: 
- Facilitating getting people talking. 
- Setting the level of pricing between insurer and provider groups or 

some role that assures that the payment levels are uniform without 
suppressing the market’s ability to innovate. 

- Fund HIT infrastructure that providers will need to accept global 
payment. 

- Develop uniform quality improvement metrics. 
- Develop a blended rate for the state or geographic regions so that 

rates do not result in low payment for some providers based on 
their patient population. 

- Help persuade the federal government to participate in the system. 
- Increase the number of PCP residency positions. 
- Move comparative effectiveness research forward. 
- Implement an interim determination of need program. 
- Require movement to a global payment because it won’t happen 

quickly otherwise. 
 

e.   What needs to be done in the short term? 
   The Commissioners identified a range of possible short-term steps: 

- Consider the role of health plans relative to various government 
roles. 

- Build PCP capacity. 
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- Consider restructuring primary care using the regulation and 
licensing of nurse practitioners and other primary care providers. 

- Conduct a pilot study and share results with providers. 
- Standardize P4P measures. 
- Consider the ERISA implications. 
- Freeze rates, but recognize that there is a delicate balance between 

freezing rates and gaining provider engagement in a move to 
global payment. 

- Conduct outreach and education of providers. 
- Reward providers who move faster to global payment, especially 

those least ready to manage, possibly through grants. 
- Align HIT activities with payment reform. 
- Increase transparency. 
- Make status quo less appealing by introducing a shared savings 

option. 
- Invest FMAP money in transition support. 
- State purchasers (GIC and Medicaid) can move towards more 

global payments, either directly or indirectly. 
- Consider whether the existing subsidies to certain hospitals should 

continue under a global payment system. 
 

6.   Next Steps 
 
The Commissioners identified the following tasks for the staff and its consultants to pursue so 
that the Commissioners at the next meeting will be able to consider options. 

a.   Decide whether the focus of the Commission should be on the short-term or the 
long-term. 

b.   Identify the payoffs and rewards that will be realized by going down a path 
towards global payments. 

c.   Identify different options regarding the role of government in the different 
dimensions of the model. 

d.   Define time sequencing of a transition process. 
e.   Obtain advice from states with significant global payment experience on how to 

move forward. 
f. Consider medical malpractice reform as a complementary good faith effort. 

 
Co-Chair Leslie Kirwan closed the meeting by stating that she and Co-Chair Sarah Iselin would 
be identifying assignments for the staff. She also welcomed any thoughts and ideas from 
members of the audience. She also reminded everyone that the Commission’s charge covers all 
payers and all providers. 

 
The meeting was adjourned at 4:00 p.m. 
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Meeting Date, Time, and Location 
 

Date: Friday, April 10, 2009 
Time: 11:00 a.m. – 2:00 p.m. 
Place: One Ashburton Place, Boston, MA 02108 

 
Meeting Attendees 

 
Commission Members Speakers Contractors
 Leslie Kirwan (co-chair) 
 Sarah Iselin (co-chair) 
 Alice Coombs, MD 
 Andrew Dreyfus 
 Deborah C. Enos 
 Nancy Kane 
 Dolores Mitchell 
 Richard T. Moore 
 Lynn Nicholas 
 Harriett Stanley 

 Michael Bailit, Bailit 
Health Purchasing, LLC 

 Michael Bailit, Bailit 
Health Purchasing, LLC 

 Bob Schmitz, Mathematica 
Policy Research, Inc. 

 Deborah Chollet, 
Mathematica Policy 
Research, Inc (via 
telephone) 

 Margaret Houy, Bailit 
Health Purchasing, LLC 

 Candace Natoli, 
Mathematica Policy 
Research 

 

 
Meeting Minutes 
Co-Chair Sarah Iselin reviewed the accomplishments of the Commission by reminding attendees 
that at the last meeting on April 3, 2009, the Commission had moved from a learning mode to 
developing recommendations. She reminded Commission members that by agreeing that global 
payment is the desired predominant model, they made an important statement regarding the end 
state vision. She was pleased that commentators and observers had highlighted the 
Commission’s consensus. She characterized the goal of today’s meeting as one of focusing on 
steps to move forward with realistic urgency, nothing that the Commission wants to focus on 
bold changes, while realizing that we can’t move the system overnight. Co-Chair Iselin then 
reviewed the agenda for today’s meeting and introduced Michael Bailit who recapped the April 3 
meeting. 

 
1.   Review of Prior Special Commission Meeting – Michael Bailit 

a.   Michael summarized the points of agreement from the April 3, 2009 meeting as 
follows: 

   The predominant mode of payment will be global payment; 
   Global payments would be made from insurer to provider groups 

composed of hospitals, physicians and other providers working in 
coordination. The provider entity would in turn decide how to reimburse 
its participating providers. Provider groups could be an organization, a 
virtual system, or a group of contracted providers. 

   The global payment system would include both public and private payers. 
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   The global payment should include appropriate adjustments, such as 
clinical case mix, socio economics, and geography. 

   Global payment methodology would include performance metrics to 
encourage case management and access. 

 
b.   He indicated that the Commission now needs to develop a transition strategy that 

would move providers into global payment over time. He warned that the 
transition strategies could not be too attractive so that they would stop the 
transition to global payment. 

 
c.   He described the current system as fee-for-service with pay-for-performance (FFS 

with P4P). He asked the Commission members to look at glide paths (to use a 
term from MedPAC) from the current system to a system of global payments. 

 
d.   Commissioners’ Comments and Questions: 

 
Comments and Questions Speaker’s Response 

I suggest that the current system is a hybrid 
of global payment and FFS with P4P. The 
Commission has been discussing a global 
payment with quality incentives to avert 
fears of under treatment. One goal of global 
payment is to attain a degree of coordinated 
care. 

All Commissioners agreed that the global 
payment model would have quality 
incentives/performance incentives. 

Simultaneously we need some component 
of cost reduction wherever we go. If not, 
we are just putting dollars on top of a 
system, which we can’t afford. 

 

 
 
 
 
 
 

2.   Review of Key Questions – Michael Bailit Facilitating a Discussion 
 

What is the transition model or models that will be available to facilitate the transition, since 
global payment will present a real challenge for many providers? 
Michael reviewed the following chart of options and asked the Commissioners whether they 
wanted to recommend use of one or more in some coordinated fashion to get to the global 
payment goal: 
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Strategy How? Why? Experience? 

Partial 
Capitation 

  Global payment 
for physician 
services only 
(primary, multi- 
specialty 
practice, or IPA), 
with incentives 
for decreased 
inpatient use and 
for access and 
quality. 

  Other providers 
and services paid 
fee-for-service. 

  Physicians would 
manage risk over 
which they have 
control. 

  Accelerates risk 
assumption process 
relative to shared 
savings. 

  Commonly used model in 
the past in MA and 
elsewhere with primary care 
and multi-specialty 
practices. 

  Separate risk pool rewards 
physician practices for 
savings in the area of 
inpatient utilization. 

Shared 
Savings 

  Budget target set 
for all services 
defined for the 
payment. 
Providers share 
in any generated 
savings. 

  Model A: 
Provider entities 
comprised of 
only physicians 
and hospitals. 

  Model B: With 
fully developed 
provider entities. 

 Model A: Simplifies 
the task of creating 
and integrating 
provider entities. 

 Model B: 
Accelerates provider 
entity development. 

 Both models 
eliminate downside 
risk and thus address 
a major concern for 
those providers not 
currently accepting 
risk. 

 Currently being discussed in 
Washington and considered 
by MedPAC. 

 Pilgrim Health Care 
previously used without 
great success, but it was not 
then \utilized as a transition 
strategy. 
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Global 
payment 
with risk 
corridors 

   Global payment 
to provider 
entity. 

  Model A: Very 
narrow risk 
corridors so that 
provider entities 
can neither lose 
nor gain too 
much initially. 

  Model B: 
Disproportionate 
risk corridors, 
with a narrow 
downside and a 
wider upside. 

 Minimizes provider 
risk exposure while 
accelerating risk 
assumption relative 
to a shared savings 
model. Risk 
corridors can be 
gradually increased 
over time to fully 
implement the global 
payment model. 

 Commonly used by 
Massachusetts health plans 
today in varied 
configurations. 

Episode- 
Based 
Payment 
(hospital) 

   Episode-based 
payment, 
including P4P 
component, is 
utilized for 
inpatient services 
for 
approximately 10 
high volume 
episodes. 

  Could be done in 
combination with 
partial capitation. 

 Could produce 
shorter-term savings 
if one believes that it 
will take significant 
time to move 
towards global 
payment. 

 Could be utilized 
within a global 
payment, i.e., a 
provider entity could 
pay its member 
providers using 
episode-based 
payment. 

  Previous CMS 
demonstrations. 

  Currently being piloted in 
three geographic markets by 
PROMETHEUS Payment. 

  MN currently developing its 
own episodes. 

  No experience to date in 
MA. 

 

 
a.   Commissioner’s Comments and Questions: 

 
Comments and Questions Speaker’s 

Response 

One other con regarding a shared savings model is that it is built on a FFS 
payment structure. Physicians will still not be paid for services, such as 
email communications with patients, since these service are not paid for 
under FFS. There is diminished flexibility under this model. 

Agreed. 

In the transition stage we need to understand that not all practices are 
starting from the same place. There may need to be a menu of options for 
providers. We don’t want those who are ready for global payment to start 
at a lower point. 

Agreed 
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Comments and Questions Speaker’s 
Response 

There would be a possibility of mixing and matching elements from the 
different models. I like risk corridors, since it is fairer to providers. I find 
shared savings through partial capitation more iffy because it is still based 
on FFS. 

 

Partial capitation does not align physicians and providers. If you want a 
medical home with something else, a partial cap could be a good way to 
go. When I spoke with providers, they expressed concern about episodes of 
care because it is an unknown methodology. Global payment is known and 
there are ways to get there. We may want to use episodes of care to 
facilitate reaching a specific goal, such as reducing unnecessary medical 
readmissions. It will take too long to research, 

 

I would like to support a menued approach. Performing basic procedures 
drives the costs of health care.  Our length of stay is right in the middle 
compared to other countries. Episodes of care might be the best way to 
address use of technology. Global payments with risk corridors might need 
to be tailored for smaller practices. We don’t want small practices to add an 
FTE to be able to participate in payment models. 

 

We need one target with multiple starting points. Mixed approach is 
necessary, since not all practices are ready for global payment. Episodes of 
care help providers speak across systems and it will be going on nationally 
with Medicare, so it may be wise to do as everyone else is. I also think that 
there are some information strategies that can be used sooner – hospitals 
are focusing on readmission rates because they are being published. 
Provider groups could be asked to explain performance around certain 
metrics. The next year, we could pay on these measures, then move up to 
global payment. We should ask what metrics can we use to change 
behavior. 

 

The dollar savings are around high tech procedures, but readmissions are 
all around chronic admissions. The potential savings regarding high tech 
services is less than around readmissions. 

Prometheus has 
found that the big 
dollar savings are 
around 
readmissions for 
chronic 
conditions. 

We can use episodes in conjunction with conditions that use high tech 
procedures, such as CHF. Provider and institutional behavior will change. 
There will be more follow-up to keep patients under close surveillance to 
keep them out of the hospital. 

 



Special Commission on the Health Care Payment System 
Commission Meeting Minutes 

April 10, 2009 
 
 
 

Comments and Questions Speaker’s 
Response 

It is hard to answer this question without understanding the timeline. 
Transitions need to be shorter, so we should pick a model that most 
resembles our goal. Global payment with risk corridors is closest. It gets 
people to think differently; the others keep the chassis of FFS and we need 
to get away from FFS. We will have experiments with episodes of care 
regardless of what we do. It may be used as payment model for types of 
care, such as specialty hospitals. 

 

 

 
Michael summarized the discussion by noting that interest is strongest with global payment with 
risk corridors and with episodes of care, if the timeline is longer. Lynn Nicholas asked that FFS 
with a budgeted target not be ruled out because global payment with risk corridors will not be 
feasible for some. 

 
 
 

How can we support providers? 
Michael reviewed the four general categories of support presented in the following chart: 
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Type of Strategy What? Experience? 

Performance 
Measurement 

 Identify common 
pay-for-performance 
measures and 
methods. 

 CA health plans successfully did so through 
an independent non-profit organization. 

 PA recently began such a voluntary process 
at the initiation of the state. 

Health 
Information 
Technology and 
Performance 
Information 

 Make claim data 
available to provider 
entities in a manner 
that will support 
analysis. 
o Possibly make 

analytical tools 
available to users. 

 Support electronic 
health record (EHR) 
diffusion and 
implementation. 

 Develop a state 
Health Information 
Exchange. 

 NC makes Medicaid claim data available to 
14 regional networks, and provides 
predictive modeling and other software to 
assist analysis. 

 A number of insurers in MA and nationally 
(e.g., Blue Cross plans in HI, RI) have 
provided financial support to practices to 
purchase and operate EMRs. 

 All states are currently developing strategies 
in response to the federal stimulus funds. 
Several insurers nationally provide 
incentives to MDs for EMR adoption. 

Patient 
Education and 
Engagement 

 Engage patients in 
lifestyle and chronic 
illness self- 
management through 
employer, insurer and 
public health 
initiatives. 

  Publish comparative 
quality and cost data 

to allow consumers to
make informed 
choices. 

 Educate patients 
about the new 
payment system. 

 To varying degrees many employers and 
insurers provide education and support for 
lifestyle change and chronic illness self- 
management. 

 VT, MDPH, City of Somerville and other 
entities have launched health awareness 
campaigns. 

 MA HCQCC and MHQP publish 
quality/cost data. 
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Technical 
Assistance (TA) 

 Provide TA to 
providers in the areas 
of care management, 
registry and EHR use, 
data analysis, and 
entity organization 
and governance. 

 Best practice sharing 
re: global payment. 

 Some insurers across the U.S. provide 
practice coaches to physician practices to 
support practice redesign and 
transformation (e.g., Highmark). 

 Several states are currently providing 
technical assistance to medical homes in the 
form of learning collaboratives and practice 
coaching (e.g., CO, PA, RI, and WA). 

 
 

b.   Commissioners’ Comments and Questions: 
 

 
 
Comments and Questions 

Speaker’s 
Response 

These all sound good. I have heard from you all about the need to create 
opportunities for small practices to participate. Is there something that can 
be in the form of outside support for small practices that would be 
particularly valuable? 

 

I suggest IT support, because providers must be of a certain size before 
covering IT costs. Networking between providers and being able to 
interchange information is key. 

 

I also suggest that assistance around governance and how to form entities is 
important. You can’t underestimate the challenge of getting them 
connected to a group, either actual or virtual. 

 

Assuming standardized P4P measures, I think that claims data for all 
payers is very important. To be fair there needs to be transparency about 
payer reserves, contracted payer payments, claims data, all payer cost data. 
Because the state is pushing EHRs and order entry for hospitals, it may be 
possible to coordinate with those initiatives. If practices are going to get 
money to implement a fuller IT system, maybe an obligation to participate 
is that a more aggressive payment models should follow. 

 

Having an all claims database available if very important for providers.  

All these are good ideas, but who is doing what. Giving all providers 
access to all claims is not useful, because it requires a substantial 
infrastructure to analyze the database. The state could play an important 
role in developing an infrastructure to analyze data. Medicare is currently 
sending out resource profiles around episodes to tell providers how they 
perform compared to their peers. It helps providers figure out where they 
are off track. An information strategy could start sooner than later. The 
legislature or state or voluntary collaborative could encourage Value-based 
Benefit Design and things like that to motivate patients. 

 

We need to structure support to be successful. Some organizations may 
need to be rationalized. In terms of small practices, it is a challenge. Under 
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Comments and Questions 

Speaker’s 
Response 

global payment, there will be increased collaboration among providers. It is 
part of our future. Global payment is disruptive to providers and plans; 
plans need to rethink their business models. There is an important role to 
provide information and support. Providers are hungry to see comparative 
data to use for improvement. Global payments create more of a partnership 
between providers and plans, which is good. 

 

There are some initiatives going on right now, such as the collaborative 
with 3M to reduce readmissions that will help us get better with the data. 

 

Somewhere we need to drill down more on the information given to the 
providers. They need to know what to do differently to change their tier 
assignment. It is not enough to know they did not do well enough; they 
need to know what got them there and what they need to do to change. The 
system gets better if it knows what the relative scores are, how that relates 
to treating specific patients differently. We need other doctors or 
pharmacists to show them how to do things differently. 

 

There are too many measures out there. We need to think what is on the 
critical path to get to global payment. We should get insights from 
organizations that have experience with global payment to know what are 
the three or four items that are critical. The Commission can endorse them 
and build an enhanced infrastructure. Then we can get to the “nice to have” 
items. 

I will take that as 
a homework 
assignment. 

We have not talked much about quality measures, standards and coalescing 
around which will and will not be accepted. We might be well advised to 
watch what is going on at the national Medicare level. Everyone complains 
about many standards and measures, but they don’t differ that much. They 
differ in how they are measured and calculated. We need to coalesce 
around how they are calculated. Get rid of gradations. I think that we need 
to talk about roles and responsibilities and what an appropriate remediation 
process is for practices. I do not think that remediation should be done by 
payers and purchasers alone. It should be the responsibility of the medical 
group or hospitals. Areas of disagreement could be in the past. The 
problem will be with small practices without infrastructure. 

Global payment 
creates the 
infrastructure and 
incentives to do 
just that. 

There needs to be objective oversight.  

We need to know how we will know that we are successful. We need to 
identify important levers. Everyone can be working towards goals in 
different ways; some using shared savings, others global payments. We are 
not trying to fix everything. 

 

I do not want to leave the impression with Senator Moore that there is no 
role for purchasers and measuring. If we use measures approved by 
providers; that is good. Best practices are not a secret. 
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Michael Bailit summarized the discussion by noting that everyone believes that it is necessary to 
ensure that providers can succeed. The ideas in the table seem to resonate with the 
Commissioners. The challenge is to prioritize and to figure out where and when the supports 
should be provided. We will do research and return with information and recommendations 
regarding who does what and when. 

 
Co-Chair Iselin suggested that the ideas regarding complementary strategies be integrated into 
this list. 

 
What is the timeframe for the transition? 
Michael began the discussion by suggesting a five-year transition plan, such that by the fifth year 
the healthcare system in Massachusetts would be predominantly paid under global payment. He 
suggested that there could be a series of planned steps to occur over time, so by year five global 
payment would be the main strategy for reimbursement. He noted that those who are not 
integrated will get there later in the five-year period; those who are currently integrated will 
move there sooner. He further suggested that after the Commission figures out the time frame, 
then it can identify the sequence of events to get there. He observed that there may be some 
providers that will never be under a global payment model, and acknowledged that some 
providers are already there now. He reminded the Commissioners that approximately 20% of 
current payments are made under a global payment model for commercial insurers in MA; 
although these models may not have the risk adjustments and financial incentives that the 
Commission has been discussing. Commissioners’ Comments and Questions: 

 
 
 
Comments and Questions 

Speaker’s 
Response 

Five years is too long; we need a shorter transition. Also what do we mean 
by a year? Hospitals, federal and state governments, practices all have 
different years. How does this relate to the 1115 waiver? I argue for a more 
condensed time frame with the idea of giving dispensation, if someone 
doesn’t make it. 

 

I suggest we define an end point – i.e. set a date.  

Maybe we should establish a corridor of time, so that we know clearly 
where we are going. We could do readiness assessments to determine how 
feasible our timeframe is. The other factor is how quickly the economy 

urns around. There are no reserves to make necessary investments now. If the 
economy turns around, hopefully that will change. We will always have 

procrastinators. 

 

We could implement it in phases or waves. Not all hospitals should come 
in on day 1, but implement it like DRGs were implemented. Hospitals that 
are most ready go first, then phase it in, learning from the first group. 

 

We must be careful so that safety net hospitals do not play off against one 
another by one getting better at managing risk than another. 

I suggest that this 
be phased in by 
transitional 
mechanisms and 
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Comments and Questions 

Speaker’s 
Response 

 incentives. Those 
able to move 
earlier should, 
and those who are 
not ready should 
move later. 

Three years is ok; five years is more reasonable. Can we do the things we 
need to support providers within the next 12 to 18 months? 

 

We have been surprised at the enthusiasm of doctors and hospitals. 
Inclusion of Medicare/Medicaid is central. Working in two different 
systems makes change more difficult. Secondly, we need to discuss 
disincentives to FFS. We do not want providers on FFS indefinitely. The 
economic crisis is also an imperative for change – purchasers cannot accept 
continuing double-digit increases. 

 

We need to have a date that conveys the urgent situation. Five years sounds 
long. A big factor is when the clock starts. Everyone needs to do something 
to change during the timeframe. 

 

I suggest that three years is more realistic; five has a built-in opportunity to 
fail. 

 

We need dual timelines. We need to add ourselves to a timeline. We also 
need to track what is happening to the fiscal picture and how effectively we 
are squeezing our dollars. If we are trying to educate consumers, knowing 
if the strategy is helping their healthcare bills is important. 

 

The employers and purchasers are going to escalate the timeframe. If it 
turns out be more cost effective, they are going to start demanding change. 
Providers will start to move because they will see that if they don’t they 
will lose out. 

 

Maybe we need a timeline for infrastructure development, then do a 
timeline for providers, including getting a Medicare waiver. 

My suggestion 
assumed 
preparation to be 
part of the 5 
years. 

We cannot lose sight of urgency. If we can push faster, keeping discipline 
around the effort is key. This includes political support. We need 
milestones along the way. The extent that we are not very firm on the end 
state, then there will be investments in things that aren’t aligned with this 
goal. We need to use disincentives to keep this from happening. We need a 
clear timetable and achievements. 

 

 

 
How do we advance movement towards global payment? 
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How do we get movement? What combination of strategies should be used so that we have 
steady progress on global payment, so there is constant movement over five years so 
organizations with FFS with P4P move to the transition model then to global payment by our 
timeframe? We have decided on where it is we want to go. What tools do we need to affect 
change? 

 
c.   Commissioners’ Comments and Questions: 

 
Comments and Questions Speaker’s 

Response 

We need an entity, such as HCQCC or the Connector to drive the initiative. 
We may need legislation and stakeholder involvement. Someone has to stay 
on it. 

 

We need a new entity specifically for this initiative. HCQCC has a different 
role and not all stakeholders feel involved. This needs independent oversight. 
Think about form follows function. This can’t be too tightly linked to 
government because providers will see that decisions are budget driven. 

It makes sense to 
have a new 
organization that 
receives the baton 
from the 
Commission. 
However, I’m 
asking what baton 
gets passed to this 
new entity? What 
impetus needs to 
be created to push 
steps forward? 

We need to make the status quo less appealing.  

One option is to make FFS unattractive and also address some of the inequity 
in the current payment system. It could be distracting to spend lots of time; 
needs to be a simple way to achieve equal pay for equal services. You could 
have a rule not to go above a target. You could also have a cap on it, not 
letting FFS grow – all private insurers cannot raise rates. It could be tagged 
to Medicare rates and converge towards an average. If payments are between 

110% and 180% of Medicare, merge towards 150 and hold it there. Make 
global payment attractive so people will move. This could be implemented by 

a public agency requiring the adoption of a fee schedule, which might be 
reduction in payments for some providers. It would have to be mandatory, not 

voluntary. If providers are under a global payment and reduce utilization, 
they can keep the savings and make much better profits. You don’t need to 
increase cap rates. 

 

You can have a hammer or a feather. What if there were incentives to move 
to a global payment, such as having up front incentives. Physicians would 
enroll because of the incentive; they might find getting up front cash more 
palatable. 
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Comments and Questions Speaker’s 
Response 

One reason the Massachusetts coverage reform was successful, was because 
it deferred important questions to a state agency with broad representation 
and with deep staff capabilities. Medicare fee schedule is a complex 
question. We need some agency to dig deep to determine who is advantaged 
and disadvantaged. The Commission needs to set out principles and 
achievement goals. Let the agency make the detailed decisions. 

So the 
Commission 
would set out the 
principle of 
creating FFS 
disincentives. 

Eliminating payment variation would free up resources to do investments. 
There is going be a need for funds to prime the pump to get to the place we 
want to go. 

 

I think government is good most of the time. I don’t see how to do what we 
want to do voluntarily. The market hasn’t solved our problems. I know all 
the negatives about rate setting, but there is an idea of rate setting with a 
sunset clause with an opt out if the providers move to global payment with 
proven savings. There ought to be a way to craft something – to give 
everyone something, but not everyone everything. 

 

I disagree that money should be taken from those who were successful and 
given to those who were not. I think we need to guard against just making it 
a fair playing field. Medicare is a good basis to do things, because it knows 
how to adjust for acuity and socio economic factors. I haven’t talked about 
teaching component. It is important for Massachusetts to recognize the cost 
of teaching. To take from those most ready to adopt global payment and give 
it to other – I just couldn’t deliver this message to my constituency. In the 
course of moving to global payment rebalancing may be ok. It would be 
based on average costs that are applicable to everyone. I don’t want hospitals 
to fight this. I don’t want to just say we will equalize rates over “x” period of 
time. 

How do you think 
we effectuate 
change towards 
global payment? 
Just because it is 
the right thing to 
do? Or More? 

Under a new global payment system, per member capitation could be set and 
be consistent with and based on rationale numbers. It could get adjusted by 
factors such as socio-economic status or acuity. You get the adjustments or 
you don’t; they can’t be negotiated. You can make a more equitable system 
over time. 

Will that result in 
providers moving 
to global 
payment? 

I see natural affiliations occurring around delivery system attributes, not 
because I am interested in joining big daddy because big daddy gets higher 
rates. Providers will move because we have end points and support. People 
will begin to move on their own. Statutory requirements are directional, but 
there will be a need to titrate and adjust over time. We will be more 
prescriptive over time. It is hard to set firm timelines because of different 
readiness, but we can’t allow providers to sit there and do nothing. Maybe 
we need to develop pods of activities and people then opt for doing 
something. 

 

We are talking about the notion of looking at where providers are now, and  
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Comments and Questions Speaker’s 
Response 

pushing them beyond their comfort zone, but not so far that there are access 
issues in certain parts of the state. We need to individualize the strategy. 

 

DSH hospitals will have difficulties moving without help. They are mostly 
government pay and don’t have margins in which to invest. 

 

We are paying a lot now; we can’t just add more money for this and wait for 
reforms. We can’t be comfortable just adding money. I understand that there 
need to be investments. 

 

We need to think about the impact on primary care workforce. If there are 
only sticks, lots of physicians who are on the borders would move to other 
states. We don’t want unintended consequences. If we convene a group with 
all stakeholders, we can sell it better. We don’t want to lose focus on health 
disparities. Physician buy-in is key. 

 

I don’t think a program with only incentives will be effective. We must have 
disincentives too. 

 

The only two options I see are 1) making FFS unsustainable by year 5 or 
have a legislative fiat that providers must be under global payment by year 5. 
What can be done is a political question. 

 

We seem to agree that we need a mixed regulatory and market model, and we 
need some new regulatory oversight to encourage change. I suggest that 

we ask Michael Bailit to develop two or three ways to effectively balance 
carrots and sticks. 

What about: 
1.   making FFS 

uncomfortable; 
2.   requiring 

network 
creation and 
adoption of 
global payment 

3.   setting 
common 
method global 
rates 

4.   providing 
incentives to 
change 

With support in place, that is what we have been talking about.  

As long as there is some flexibility regarding #2, that’s ok. We haven’t 
talked about short-term impact on insurers. With people losing health 
insurance coverage, we may want to make health care less expensive sooner 
by either setting an earlier start date or start cost containment right away. 

If we set a date, 
we will get some 

change right away
because they 
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Comments and Questions Speaker’s 
Response 

 know they will 
have to change. 

If you are going to global payment system, what’s wrong with putting money 
up front – transferring revenue to up front. 

 

That is looking at the dollars as capitation payments.  

I urge you to get people in the room who were successful with global 
payment and those who were not to talk about what it takes to build 
networks, how long it takes, what is needed to do so successfully and why 
people failed. Use this information to set an end date. It’s about adequacy of 
payment and adequacy of support and information. 

 

ITG’s offer an example of how a change in payment alone did not result in 
business model changes. Good faith alone won’t bring about change. I am 
concerned about providers who accept cash and do not participate in 
governmental programs. We need to include all those practices too. We need 
to look at how that money will get incorporated into calculations of payments 
under a global payment model. 

 

We need to think about the intersection about where our work ends and 
recommendations about what happens next. Maybe we can make this an 
important recommendation. 

 

I think that provider readiness is critical for us to understand. I want the 
people in the trenches (not the CEOs and CFOs) to weigh in on this question. 

 

There are several issues that we need to put in the parking lot to consider, 
including: payments under self insured plans; PPOs; out of state plans 
offered in MA; and asking stakeholders what support they need, what 
regulation they would accept and what incentives they would respond to. 

 

We keep sliding away from the grim reality that FFS is not working. If there 
is too much money in the system and the pie is too big to sustain, we need to 
continue asking where the dollars are coming from – who is going to get less 
and how to do that fairly. 

 

I think that if we can slow the growth, that equals success. Payment is not the 
only tool. We can’t forget population management and wellness. 

 

We need to make sure that we address things that are most broken now, such 
as not enough primary care. If Medicare is a benchmark, we must remember 
that Medicare over rewards inpatient care and under rewards outpatient care. 
We need to fiddle around with Medicare ourselves. The behavioral health 
infrastructure in the state is at the cracking point. The pressure of cuts on 
things that cross-subsidize the support of mental health means that mental 
health is crumbling. We need to address behavioral health and substance 
abuse. We are going to incur more costs on law enforcement; people are 
being sent to hospitals as last resort. Any capitation we develop needs to 
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Comments and Questions Speaker’s 
Response 

address this sector.  
 

 
Michael summarized the key points of the discussion as follows: 
 The Commissioners talked about a combination of carrots and sticks. Carrots could be 

some form of up front incentive to change and could be in the form of infrastructure. 
Disincentives could be eventually making FFS and transitional models uncomfortable at 
some point along the three to five year timeline. Disincentives could also be to leave less 
desirable payment methods alone and set a date to be in a group and under global payment. 
Providers can proceed at whatever pace they want, just that they must be there by the 
selected date. 

 Global payment is based on a uniform methodology 
 There needs to be some regulatory or governmental decision-making 
 There needs to be some consequences 

 
Michael clarified that leaving FFS alone means to let it operate as it currently does. 

The following discussion of needing consequences ensued. 

d.   Commissioners’ Comments and Questions 
 

Comments and Questions Speaker’s 
Response 

What encompasses consequences? We don’t know. 
If you set a date, 
it will be 
meaningless 
without 
consequences. 

I think that “or else” is the wrong way to go. A stakeholder group will craft a 
more palatable approach. 63% of practices in Massachusetts are 2 or 3 
person practices; we must think about them. The feeling of coercion is 
problematic. We must be tenacious about setting benchmarks. 

 

Why we are invested in payment reform is because of our health reform 
initiative. There were carrot and sticks. There is coercion in an individual 
mandate, but its worked. We can’t leave this to incentives alone. 

There is also 
agreement that we 
can’t have 
providers forming 
entities to fail. 
We need to 
provide support. 

We also need to calibrate the transition based on where providers are now.  

For small practices, 80% admit to one hospital. It is not that difficult to think  
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of creating groups. I would like to discuss the question of who should make 
those decisions: stakeholders or state government. Providers are not the only 
stakeholders. Someone needs to be accountable, which is more like a 
governmental entity, and not stakeholders. MedPAC has 35 staff working 
full time all the time; this can’t be done on a citizen volunteer basis. Who 
will keep the bells and whistles going in a public way. 

 

We need to talk about how to pay for medical education. We need to make 
sure that it can work. We also need a commitment to payment reform from 
hospitals that are concerned about this topic. This reform could be so 
successful, once the paths are set, that the change could occur rapidly. We 
want to watch out for unintended consequences, and not too much 
consolidation. 

 

 

 
Michael noted that the number of tools and choices have been whittled down. He will be putting 
together a few sets of combinations for the Commission to consider. 

 
Michael also posed the question whether there needs to be any boundaries set regarding what the 
provider entities are. We could have one statewide entity. We could encourage them to be 
geographically oriented, or around a community hospital? Or should we say providers can 
aggregate as they want and join as many as each provider wants? 

 
e.   The Commissioners all agreed on the following: 

   That there needs to be some general guidelines developed regarding 
provider entities; 

   That the state must require insured PPO products and self-insured products 
to require members to select a PCP. The PCP would not have to be a 
gatekeeper. 

   Michael put on his homework list the question of self-insured plans and 
who bears the risk. 

 
3.   Options for Working with Medicare 

a.   Michael explained the following with regard to Medicare waiver authority: 
   The Secretary of Health and Human services may provide a waiver of 

certain Medicare laws and regulations to demonstrate new approaches to 
provider reimbursement. They may be designed to apply to limited 
geographic areas, populations, and/or provider types. 

   The process for obtaining a Medicare waiver differs from obtaining a 
Medicaid waiver: all Medicare waivers are voluntary, anyone can request 
a waiver, most are initiated as demonstration projects by CMS, and they 
typically are true demonstrations. 

   Medicare waivers require a project scope and objectives, specific statutes 
and rules to be waived, spending and enrollment projections, research 
design, evaluation plan, and details on appropriate safeguards, for 
example, around quality and access. 

   The Medicare waiver that is most similar to what Massachusetts is 
considering is Maryland’s Medicare Hospital Payment Waiver. Maryland 
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has operated under a Medicare waiver since 1977 to accommodate its 
hospital inpatient and outpatient rate setting initiative. Medicare agreed to 
participate in the system as long as the state meets a two-part test: 

- All other payers participating in the system pay the state-set rates; 
- All rate of growth in Medicare payments to Maryland hospitals 

form 1981 to the present is not greater than the rate of growth in 
Medicare payment to hospitals nationally over the same time 
period. 

   Michael offered the following observations: 
- Most Medicare demonstration waivers are mandated by Congress 

or initiated by CMS. It is less common for CMS to receive and 
even rarer for CMS to approve Medicare waivers of other origin. 

- Massachusetts is in a unique position, however, to request a state- 
initiated waiver or to obtain a Congressionally mandated one. 
Massachusetts can be viewed as a place to lead the way in both 
reducing the number of uninsured and in containing health care 
cost growth. The Governor has a strong relationship with the 
Obama Administration, which can only help. 

 
b.   Joe Kirkpatrick, Vi ce Pre sident , He alth Care  Financ e a nd M ana ge d Care 

Ad vo cac y at  th e Massachusetts Hospital Association and a member of the 
audience, offered the following explanation of a Medicare waiver that 
Massachusetts had in the early 1980’s. From October 1982 through September 
1985 Massachusetts had an all payer system based on HA 25. Key elements 
included a maximum allowable cost and global budget, based on an allocation 
system. Medicare and Medicaid participated. It turned out to be quite successful. 
During the interim measurement periods, it indicated that we owed money back. 
In the end, it resulted in savings of a billion dollars. It ended because of issues 
regarding how uncompensated care would be reimbursed. Medicare was not 
willing to make changes to move forward. The sense was that Medicare would not 
approve an extension. The coalition agreed to drop it. There were changes that 
allowed continuation of uncompensated care pool going forward, which were 
continued by Medicaid and the private system. 

 
c.   Andrew Dreyfus also noted that this was also the time of the growth of HMOs. 

Nancy Kane noted that Medicare has difficulty turning a demonstration program 
into a regular program so you don’t go through the demonstration status forever. 

 
d.   Co-Chair Iselin summarized the next steps as follows: 

   The next meeting is May 8, which will include discussion of 
complementary strategies and the homework from today’s meeting. 

   Regarding the final report process and timing, we will be drafting the 
report quickly and will need your responses quickly. We want to meet our 
ambitious timeline. The last review of the report must be done by May 26. 
I will have more information at the next meeting. 
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e.   Lynn Nicholas asked about the status of the Commission’s Principles and whether 
the concept of reducing costs on a per capita basis would be included. Michael 
stated that it will be included, and that he is working on finalizing the principles 
this week. 

 
The meeting was adjourned at 1:55 p.m. 
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Meeting Date, Time, and Location 
 

Date: Friday, May 8, 2009 
Time: 11:00 a.m. - 2:00 p.m. 
Place: One Ashburton Place, Boston, MA 02108 

 
Meeting Attendees 

 
 

Commission Members 
 

Speakers 
 

Contractors 

 Leslie Kirwan (co-chair) 
 Sarah Iselin (co-chair) 
 Alice Coombs, MD 
 Andrew Dreyfus 
 Deborah C. Enos 
 Nancy Kane 
 Dolores Mitchell 
 Lynn Nicholas 
 Harriett Stanley 

 Michael Bailit, Bailit 
Health Purchasing, LLC 

 Michael Bailit, Bailit 
Health Purchasing, LLC 

 Bob Schmitz, Mathematica 
Policy Research, Inc. 

 Margaret Houy, Bailit 
Health Purchasing, LLC 

 Candace Natoli, 
Mathematica Policy 
Research 

 

 
Meeting Minutes 
Co-Chair Kirwan opened the meeting by reminding Commissioners that this was the eighth 
meeting of the Health Care Payment Reform Commission. She remarked that the Commission 
has made great progress in transitioning from our current payment system by identifying global 
payment as the recommended model of payment for the new system. She mentioned the recent 
Boston Globe article as evidence of the level of attention the Commission’s work is receiving. 
She explained that the focus of today’s meeting is how to make the transition from current 
payment methods to a global payment system. 

 
Co-Chair Iselin reviewed each agenda item, which focuses on establishing a framework for the 
transition. She reminded the Commissioners that additional details would need to be worked out 
through the process of drafting the final report, which she envisions as an iterative process over 
the next month or two. As a result of scheduling conflicts, Co-Chair Iselin explained that the last 
Commission meeting would be moved towards the end of June. She explained to the 
Commissioners that if they get bogged down in details today, she would take the liberty of 
moving the meeting forward and those issues of concern in a ‘parking lot’ would be discussed in 
further detail during the drafting process. 

 
1.   Review of Third Round of Stakeholder Meetings – Michael Bailit 

a.   Michael explained that during this round of stakeholder meetings he sought 
stakeholder input regarding the Commission’s draft recommendations to date. 
He posed two questions to the stakeholders: what advice they had for the 
Commission regarding the amount of the global payment and residual fee- 
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for-service should be determined, and what was viewed as necessary in order 
to effect this transition to global payment. 

 
b.   Michael spoke with nine stakeholder groups during this round of 

engagement, as well as consulting with the Health Care Quality and Cost 
Council. Michael explained that since providers are more familiar and 
comfortable with the term “Accountable Care Organization,” (ACO) he is no 
longer is going to use the term “provider entity" to describe the networks of 
physicians and providers that will be formed under the new system. The 
following are the key points made by the stakeholders: 

   In general there was a range of responses, even within stakeholder 
groups. Regarding how rates would be determined, the responses 
varied from no role for government to government setting rates. Some 
stakeholders sought a middle ground where the government would 
help set some parameters, but did not define the degree of government 
involvement. 

   Regarding the question of how best to effectively transition to a 
global payment system, stakeholders generally did not see a purely 
voluntary approach as workable. They noted that there was an 
inherent need for some degree of incentives and requirements. Other 
stakeholders wanted to tie incentives to technical assistance or IT 
services. 

   Community health centers (CHCs) were surprised at the direction 
taken by the Commission. They had many questions about how a 
system of global payment would work, and the operational 
implications for CHCs. Their greatest concern was the ability of the 
CHCs to obtain adequate fees from the ACO. CHCs feared that 
hospitals would dominate ACO governance and would favor 
themselves when determining ACO payment terms. The CHCs raised 
the following concerns: 

- The impact of eligibility and enrollment churning in 
MassHealth and Commonwealth Care; 

- The need for health information technology to support 
providers so that they can report performance relative to 
measurement standards; 

- The implications on the federal requirement of CHCs that they 
have an independent board if they are to receive federal grant 
payments, and 

- That risk adjustment is performed not only at the ACO level, 
but also within the ACO at the provider level. 

   In addition, the CHCs raised the following questions: 
- What would be the implications for CHCs that refer to 

multiple hospitals? 
- How would the socio-economic adjustment to the rate be 

performed? 
- At what rate would non-ACO providers be compensated when 

patients receive care outside of the ACO? 
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- How would the safety net be treated? (Two CHC executive 
directors urged that CHCs be exempt altogether.) 

 
   Employers and employer organizations generally supported a 

movement from fee-for-service to global payment. They had a 
number of questions, however, as they tried to understand the 
implications of the draft recommendations. Of great importance to 
them was whether a system of global payment would require changes 
to employer health benefit design. Michael Bailit explained that it 
would not, although voluntary employer benefit design changes could 
complement the payment design change. 

   They also took note of the likely impact that the recommendations 
would have on the organization of the delivery system, and wondered 
what impact, if any, federal health reform efforts would have on the 
Commission’s recommendations. Finally, they noted that given the 
complexity of the transition, and the risk of unintended consequences, 
time should be taken to ensure a successful transformation. 

 
 
 

 

Question 
 

Response of Employers and Employer Organizations 
 

How should payment 
amounts be determined? 

 

A system of regulated rates is not preferred. Instead, a system 
that generated cost savings to employers should be pursued, 
without a lot of regulation. 

 

How should movement 
towards global payment be 
effected? 

 

Initial efforts should directly affect only government payers: 
 

a)   Pursue a Medicare waiver 
 

b)   Begin payment reform by government payers. 
 

 
   Physicians from specialty societies and two large independent groups 

were also surprised with the Commission’s initial draft 
recommendations and concerned that they might cause a repeat of 
Massachusetts’ early experience with physician capitation. Specific 
concerns voiced by meeting attendees were as follows: 

- Pending federal reform action may supersede any state-based 
initiative; 

- Concern with the lack of recommendations that address 
consumer-demand for services. The physicians feared facing 
financial incentives for efficient care delivery when patients 
lacked any of the same incentives, and were concerned about 
the resulting potential for conflict; 

- Legal protections allowing physicians to create ACOs and 
enter into payment discussions with them (i.e. anti-trust 
issues); 
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- Being forced to pay excessive fee-for-service rates for care 
delivered by non-ACO providers; 

- The need to negotiate who would be a member of a given 
ACO; 

- Expenses related to ACO formation; 
- An overly aggressive timeline without opportunity for first 

piloting and testing; 
- ACOs would save money, and then payers would decrease 

rates so that providers can no longer earn a margin, and 
- The creation of mini-bureaucracies at the ACO level. 

 
   This group of physicians also raised some questions: 

- How would rates be determined? 
- What would be done to make primary care more attractive? 
- How would ACOs be defined? 

 
   The physicians recommended the following to the Commission: 

- Create Department of Insurance (DOI) regulations for insured 
products that support value-based benefit design concepts, 
including reduced or eliminated cost sharing for primary care 
and screening, and increased cost sharing for patients who 
receive care outside of the ACO. 

- Ensure that ACOs have a governing body with representative 
providers on it. 

- Stop the creep of large delivery systems into communities that 
already have sufficient service capacity. 

- Support the pursuit of administrative simplification, including 
adoption of common coding and billing procedures. 

 
 

Question 
 

Response of Physician Specialty Societies and Two Large 
Independent Groups 

 

How should payment 
amounts be determined? 

 

The state should set the global payment rates and residual fee-for- 
service rates, the latter to protect the ACOs in the event of patient 
“leakage” out of the ACO. Global payment rates should include 
common pay-for-performance metrics. 
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Question 
 

Response of Physician Specialty Societies and Two Large 
Independent Groups 

 

How should movement 
towards global payment 
be effected? 

 

Four suggestions were offered: 
 

a) Encourage provider systems with capacity to transition to do so 
right away 

 

b) Assist newly formed ACOs to build capacity before having them 
transition 

 

c) Encourage pilot demonstrations 
 

d) Use enhanced payment and Electronic Medical Records (EMRs) as 
financial incentives for providers to form ACOs. 

 

 
   Physicians from hospital-affiliated organizations were more 

predisposed toward the Commission’s recommended direction. The 
group liked the idea of having an independent entity facilitate and 
oversee the transition and implementation process; they noted that 
getting physicians to trust a government entity would be a great 
challenge. The group also supported the notion of uniform 
performance measures and performance measurement. They noted 
that while global payment to ACOs might be the right direction, it 
would not be easy. 

 
   Similar to other stakeholder groups, the physicians offered concerns, 

questions and recommendations: 
- Insurers may respond by staffing up and increasing 

administrative costs rather than by decreasing them. 
- Physicians who do not like the new model may make 

disparaging comments regarding the reform to patients. 
- Physicians may not trust state government to responsibly or 

effectively use data. 
 

   This group of physicians raised the following questions: 
- What rates would apply to patients who are not Massachusetts 

residents? 
- How soon can the change occur when we gave existing 

insurer-provider contracts that last five years and have just 
begun? 

 
   The physicians recommended the following to the Commission: 

- Address the need for tort reform, and use this as a “carrot” for 
physicians. 

- Effect changes in benefit plan design that will support the new 
payment model, such as a point-of-service benefit design 
organized around the ACO. 
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- Stop the GIC’s tiering as a means to gain the good will of 
physicians. 

- Pursue an educational campaign to garner provider support. 
For example: 

o Have state government educate patents about the 
rationale for the change and that it is necessary to 
address the $18,000 annual cost for a family premium; 

o Engage the Massachusetts Medical Society to help get 
physicians and hospitals on board, and 

o Develop a messaging strategy that identifies what 
physicians will gain through their participation (e.g., 
decreased “utilization management hassles”) 

o Have the Governor play a leadership role. 
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Question 
 

Response of Physicians from Hospital-Affiliated Organizations 
 

How should payment 
amounts be 
determined? 

 

Provider payment should be uniform, with risk-adjustment. Opinions 
were mixed regarding whether: 

 

a)   The state should set rates so that payment was uniform across 
payers and providers. 

 

b)   The state should not set rates, but only ensure that every payer paid 
every ACO a common (risk-adjusted) amount. 

 

How should 
movement towards 
global payment be 
effected? 

 

Three suggestions were offered: 
 

a)   Create a legislative requirement for change (one individual 
suggested initially requiring unorganized providers to form ACOs 
and perform care management with a shared savings arrangement, 
while requiring organized systems to move directly to global 
payment) 

 

b)   Hold down the growth of fee-for-service rates to motivate slow 
movement to global payment 

 

c)   Use carrots, such as offering infrastructure support and/or tort 
reform only to those providers who make the transition. 

 
   Consumer advocates and organized labor. Health Care for All 

provided its recommendations for the patient’s role in health care 
reform, including tying payment to performance on patient 
empowerment measures, and the need for patient education and 
involvement, among other ideas. The group noted in the discussion of 
ACO “downside risk”, that there cannot be any such “downside risk” 
for patients if the transition is to be successful. 

 
 

Question 
 

Response of Consumer Advocates and Organized Labor 
 

How should payment 
amounts be 
determined? 

 

There was universal support for a strong role for government, meaning 
either a quasi-public entity like the Connector setting rates, or a state 
agency operating with an advisory group that would do so. The 
methodology should be data-driven and transparent, and state-set rates 
would provide a simpler approach than payer-specific rates. There was 
some concern voiced about the implications of doing something contrary 
to Medicare. 

 

How should 
movement towards 
global payment be 
effected? 

 

Several suggestions were offered, with no consensus: 
 

a)   A bold strategy to motivate movement. 
 

b)   Holding down fee-for-service rates as an inducement to motivate 
movement. 

 

c)   In lieu of forcing providers to make the transition., use health 
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information technology dispersion as a reward to those willing to 
make the transition. 

 
 

   Community hospital executives offered the following concerns. 
Specific concerns regarding the creation of an ACO included: 

- Community hospitals lack the wherewithal to create the 
infrastructure required for an ACO. 

- Unintended consequences are likely to occur. 
 

   The hospital executives raised the following questions: 
- What would be the funding source for infrastructure creation? 
- What are the legal implications of ACOs accepting risk? 
- What would happen if an ACO performs poorly? 

   Hospital executives recommended the following to the Commission: 
- Don’t restrict all ACO services to a narrow geography. That 

is, allow ACOs to purchase tertiary care outside of their 
geographic region, should better value be available elsewhere. 

- Have ACOs fund infrastructure through savings. 
- Make ACOs small enough so that a large bureaucracy is not 

needed. Consider allowing ACOs with only one community 
hospital, and don’t force marriages between institutions with 
long-standing poor relations. 

 
 

Question 
 

Response of Community Hospitals 
 

How should payment 
amounts be determined? 

 

Several alternatives were offered, with no consensus: 
 

a) Government needs to set rates in order to ensure equity. 
 

b) Government’s role should be to set the parameters within 
which rates would be determined by payers and providers. — 
for example, setting a ceiling and/or a floor. 

 

c) No government involvement initially, with government 
intervention later only if a market-based approach was found 
to fail. 

 

How should movement 
towards global payment be 
effected? 

 

Several alternatives were offered, with no consensus: 
 

a) Provider education should be the primary strategy. 
 

b) Use incentives 
 

c) The state should set targets or requirements for transition by a 
defined date, with benchmarks along the way. 

 

 
   Large teaching and majority safety net hospitals. A couple of hospital 

executives questioned the basis for the Commission’s 
recommendation to pursue global payment, and the lack of evidence 
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to support the strategy (“this is just a religious belief”). However, 
most of the discussion focused on provider questions and specific 
concerns. 

- Specific concerns voiced by meeting attendees were as 
follows: 

o Potential cost savings should be modeled so that there 
is some confidence that the movement to global 
payment will produce savings. 

o The Commission should be less certain about where it 
wants to go, and initially just target ACO formation 
and a shared savings payment model. 

- The hospitals raised the following questions: 
- Would academic medical centers be able to be a part of 

multiple ACOs? 
- What anti-trust protection would be required to allow 

providers to form ACOs? 
 

   Hospital representatives recommended the following to the 
Commission: 

- The Commission must address benefit design changes for 
insured coverage, and recommend changes to self-insured 
employers so that the Commission’s recommendations address 
both demand and supply. 

- The Commission should ensure that health plan reserves and 
administrative costs decrease appropriately as the new 
payment system is implemented. One hospital executive felt 
that addressing administrative costs should be a top priority. 

- The Commission should have insurers fund efforts to help 
ACOs develop necessary infrastructure. 

- ACOs should explicitly be required to provide mental health 
services. 

- There must be active monitoring throughout the transition 
process, with scheduled pauses to evaluate progress and 
determine whether and how to proceed into the next phase. 
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Question 
 

Response of Large Teaching and Majority Safety Net 
Hospitals 

 

How should payment 
amounts be determined? 

 

Having government set rates would be necessary if uniformity of 
payment is a goal. A truly independent body should be formed to 
perform this function 

 

Additional opinions included the following: 
 

a) Rates should guarantee a profit and the ability to maintain 
capital plant and equipment. 

 

b) Consideration should be given to regulating hospitals as 
utilities, and studying how utilities are regulated. 

 

How should movement 
towards global payment be 
effected? 

 

Legislation with “teeth” is needed; no other approach would be 
viable. 

 
 
 

   Health plans felt that global payment was the preferred payment 
methodology, but were concerned about implementation issues. Their 
primary concern was that some providers might never be able to 
operate in a system of global payment. They recommended that fee- 
for-service payment be preserved as a payment option for providers 
who are unable or unwilling to move to join an ACO receiving global 
payment, or whose performance is already good on access, quality 
and cost. Should those providers not perform well on access, quality 
and cost, however, their fee-for-service rates should be regulated and 
allowed to grow over time only in a limited fashion. 

- Specific concerns voiced by meeting attendees were as 
follows: 

o A move to global payment will reduce health plan 
negotiation leverage and will drive an increase in unit 
price. 

o There is a need to determine how a non-compliant, 
socially complex patient would be served under this 
system. 

o Payment reform could drive primary care physicians 
out of Massachusetts. 

o Health plan product strategies might be compromised 
if every payer paid the same price. 

- The health plans raised the following questions: 
o What standards would be applied to ACOs? 
o What are the DOI implications for ACOs? 
o Would payers pass the entire global payment to the 

ACOs, or will health plans continue to pay claims? 
o What would be the source of funding for ACO and 

provider infrastructure support? 
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- Health plan representatives recommended the following to the 
Commission: 

o There needs to be financial and feasibility modeling to 
confirm the viability of the final proposed 
recommendations. 

o Noting that some providers are much better resourced 
than others, the health plans recommended that 
infrastructure support be provided based on need, and 
be delivered by the state, and not the health plans. 

o A new government entity should not be created to 
oversee implementation. Instead, responsibilities 
should be split up among existing agencies to ensure 
coordination, avoid duplication, and prevent the 
creation of a “runaway entity.” 

o The Commission should not wait 3-5 years to fully 
implement a payment reform change. Action should be 
taken to achieve some cost savings immediately. 

 
 

Question 
 

Response of Health Plans 
 

How should payment 
amounts be determined? 

 

Rather than leaving rate setting to the market or government rate 
setting, take a “middle position” such as government setting a 
default rate when a payer and ACO cannot reach agreement. 

 

How should movement 
towards global payment be 
effected? 

 

The health plan association has not yet decided on a position with 
respect to this question. However, one individual suggested that 
state government set targets for movement. 

 

 
c.   Commissioners’ Comments and Questions 

 
Comments and Questions Speaker’s Response 

Aren’t Community Health Centers (CHCs) already ACOs? CHCs do not usually have 
specialists. 

The definition of an ACO is very important. It is 
BCBSMA’s experience that physician practices are 
accepting payments and then contracting with hospitals. I 
think that CHCs could be ACOs. I worry about limiting the 
definition of ACO to a large integrated organization.  In 
many places in the state they do not exist and a limited 
definition will suppress innovation. 

 

Were you able to ascertain the views of small practices 
with 1 or 2 physicians? 

In general, there was concern 
about the level of effort necessary 
to create ACOs. The two biggest 
concerns are the need for 
infrastructure development and the 
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Comments and Questions Speaker’s Response 
 fear of financial loss. The practices 

were more comfortable with more 
time to develop ACOs and with no 
downside risk in the short-term. 

We are talking about changing culture. They may be losing 
the opportunity to practice in small practices. 

The implications to the day-to-day 
operations are not known at this 
point in time. Specific concerns 
might arise later. 

Old thoughts about global capitation may carry over. In each meeting with providers, 
there was a provider in the room 
who had experience with a global 
capitation and saw the benefits and 
discussed the resulting change in 
behavior. The impact on the 
discussion was notable. 

What form did the recommendations of the health plan to 
take immediate action to save money take? Do they need 
state involvement? 

They were thinking of limiting 
growth in FFS rates or capping 
them. Health plans are the only 
group making that 
recommendation. They said that 
they could not make these changes 
on their own and needed state 
involvement. 

Health plans voiced the opinion that infrastructure support, 
oversight and creating an uncomfortable status quo should 
not be exclusively done by the state or by the health plans. 
There should be a balance. Also, we are talking about two 
separate issues: what can be done about creating savings in 
the current situation, and what is the change in payment 
reform that should be made. These are two different 
problems that should be discussed separately. 

 

It is easy for health plans to recommend quick changes, but 
they do not need to make the structural changes and build 
infrastructure. 

 

 

 
d.   Michael made the following observations in conclusion: 

   The stakeholders are not focused on if there should be a transition to 
global payment, but rather focusing on how the transition to global 
payments will be completed. For providers, the more staged the 
transition process, the lower the level of anxiety. 

   The more thoughtful the process is managed the fewer concerns that 
exist. 
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2.   Review of Key Success Factors in Managing a Global Payment: Michael Bailit 
a.   Michael explained that at the last Commission meeting, the Commissioners 

requested that he interview providers that have been successful under a global 
payment system to learn what they thought were the key success factors. 
Michael reported that two types of research were undertaken. First, four 
groups were interviewed (Atrius, MACIPA, Fallon Clinic, and Sisters of 
Mercy Providence). Second, consultants synthesized national research on 
providers accepting global payment. 

 
b.   The top six critical factors that impacted success under a global payment 

system identified by the interviewed groups included: 
   Effective care management, including management between PCPs 

and ancillary care providers. 
   Strong hospital-physician relationships. In many parts of the 

Commonwealth, these do not exist. The state could help with the 
creation of these relationships by establishing parameters for these 
relationships and determining what to do with doctors who have 
relationships with several hospitals. 

   Access to timely, actionable data. 
   Reimbursement and incentives that include adequate payments to the 

ACO and providers within the ACO. 
   Consumer involvement strategies. 
   Every patient having an identified PCP. 

 
c.   The synthesis of the national research revealed some similarities and 

differences with the feedback received from the interviewed groups. The top 
five success factors according to the research are: 

   The nature of the provider affiliations – what is the nature of the 
organization, what is the range of services offered, what is the 
appropriate number of providers? The interviewees discussed none of 
these issues. 

   The need to develop new functional responsibilities. For example, 
who is responsible for handling complaints, etc? The Commission has 
not gone to that level of detail. 

   The need the management and leadership capabilities within the 
ACO. 

   The need for strong information systems and data. The Commission 
has discussed this need. 

   The need to develop care coordination capabilities. The Commission 
has discussed this need. 
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d.   Commissioners’ Comments and Questions 
 

Comments and Questions Speaker’s Response 

Did anyone who was interviewed talk about the 
accountability of the ACO? 

No, that is the internal 
business of the ACO. 
There was discussion 
about whether the 
distribution of the global 
payments was being done 
fairly. 

Did you ask about how to assure the fair distribution of 
global payments? 

No, we did not get that 
specific. 

Were any of the groups more fully integrated with ancillary 
providers? 

Sisters of Mercy 
Providence is the closest 
example. 

There was a question raised about the responsibility of the 
ACO. What is the responsibility of the health plan? We need 
to discuss this issue later. 

We have not discussed 
this topic. At this point in 
time, we are just sharing 
the results of the research 
we did. 

 

 
3.   Proposed Framework for Transitioning to a Global Payment: Michael Bailit 

 
Michael Bailit made the following presentation to the Commissioners, outlining a proposed 
framework for transitioning to a global payment system. 

 
a.   Review of Recommendations 

   Movement from predominantly fee-for-service (FFS) payment must 
occur to promote safe, timely, efficient, effective, equitable, patient- 
centered care and thereby reduce growth in per capita health care 
costs. 

   Massachusetts will transition to a payment system where global 
payments to provider networks are the predominant form of 
reimbursement. 

   Global payments should be adjusted for risk and other factors and 
incorporate common performance measures regarding access, quality 
and under use. 

   Provider networks are “Accountable Care Organizations” (ACOs), 
which include doctors, other community-based providers, and 
hospitals collectively capable of providing a full range of services. 
Relationships among providers can vary (ownership, 
virtual/contractual). 
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   Since some Massachusetts providers will face challenges moving 
away from FFS, a careful transition must occur and offer adequate 
infrastructure support for providers. 

   The transition will occur over a period not to exceed 5 years, though 
some providers may transition sooner, such that everyone does not 
wait until year 5 to make the transition. 

- The preferred transition payment model, shared savings, 
should provide either no risk or limited downside risk for 
providers that are unable to assume full risk. 

- Transition will include financial incentives for more rapid 
movement (upside potential increases with movement toward 
global payment). 

- 
b.   Commissioners’ Comments and Questions: 

 
Comments and Questions Speaker’s Response 

Do ACOs include Medical Homes? While ACOs do not 
inherently have to include 
Medical Homes, 
functioning as a Medical 
Home may prove to be a 
key success factor for 
ACOs under global 
payment. 

I recommend adding a glossary to the report. There is 
considerable angst around the term “uniform payments.” 

This is a great suggestion. 

The US Senate Finance Committee is developing 
guidelines as to what the nature of the sharing should be. 
To the degree that we can align ourselves with what is 
coming out of the Committee that would be good. 

 

Transition is dependent on infrastructure development 
occurring. We may need a mid-course correction built into 
the process, so that adjustments can be made if the 
infrastructure support is not moving as quickly as hoped. 

 

If the unit price is high enough, there will be little incentive 
for ACOs to become efficient. We need to wrestle with this 
issue. Every hospital currently has a P4P quality initiative 
to earn additional payments. To transition to global 
payments there needs to be something different – 
incentives for efficiency. If we don’t do this there will not 
be a new way to practice. 

We could not afford for the 
transition to be stuck in 
shared savings. We need to 
develop protections against 
this happening. Transition 
only works if it is 
inevitable that all providers 
move to global payment. 

Shared savings should not become too comfortable of a 
resting place. 
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c.   Shared Savings 
   The principal features of a “shared savings” model include: 

- Payers and ACOs establish budget targets for the total health 
spending of ACO’s members. Members are assigned to an 
ACO based on who they select as their PCP. 

- Payers may continue to make payments on a FFS basis. 
- At the end of the year, the actual and target spending are 

reconciled. If the actual spending is less than the target, and if 
the ACO has performed adequately on access and quality 
metrics, the ACO, payers, employers, and consumers share the 
difference “(shared savings”). 

 
d.   ACOs 

   Formation of ACOs 
- Provider role: Providers will come together to form ACOs that 

will manage patient care, accept global payments, and allocate 
payments among its providers. 

- Payer role: Health plans, MassHealth, Commonwealth Care, 
and Medicare (pending waiver) will contract directly or 
indirectly (e.g., public payers contract with health plans and 
health plans) with ACOs in global payment arrangements. 

- Consumer role: Patients will select a PCP of choice to ensure 
care coordination and support the creation of medical homes. 

   Support for ACOs 
- Shared commitment and responsibility are needed among 

health plans, providers, government, employers, and others to 
support the formation of ACOs and the transition to global 
payments. This will include: 

o Technical assistance and training on best practices in 
key competencies, such as governance and contracting, 
patient-centered care management, health information 
technology, data analysis, and medical home primary 
care practice redesign. 

o Access to and analysis of claims data for an ACO’s 
covered population to support analysis of member 
health, care management, predictive modeling, 
performance measurement, etc. 

o Patient, provider and employer education regarding the 
new payment system and its implications for patients. 

 
e.   Commissioners’ Comments and Questions: 

 
Comments and Questions Speaker’s Response 

I would like the shared savings concept tied to the 
consumer. The question is how much of the savings trickle 
down. 
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Comments and Questions Speaker’s Response 

I do not want the suggestion that shared savings be tied to 
the consumer to suggest that the goal is for enrollees to pay 
more. 

We will use the term “ACO” as 
a placeholder for the type of 
organization we are talking 
about, rather than having a fixed 
definition. 

We are also talking about profoundly changing how 
providers practice. When we talk about the mechanism 
through which global payment can occur, I do not want to 
be absolutely wed to one concept of an ACO. I want us to 
remain flexible. 

 

I agree, there needs to be great versatility of what an ACO 
does. There should eventually be shared savings given to 
employers to reduce premiums at some point. 

 

The definition of an ACO is critical to the other 
conversations, because it is tied to what type of 
infrastructure is offered (is the organization a mini insurer 
versus a community health center). The question is - 
providers are transitioning to what? 

 

Transparency is important and it breeds trust. At some level 
the data should be transparent to all. As ACOs partner-up or 
change partners, access to data would be helpful. 

Transparency is very important. 
We need to identify the 
appropriate matrix to monitor 
and they need to be transparent. 

It is important that the report make it clear that ACOs do not 
need to do the data analysis themselves, but that this should 
be provided by an organization that has the capability and 
expertise to analyze claims data. 

Agreed. 

 

 
f. Transition Oversight 

   A new independent Board will be charged with guiding 
implementation of the new payment system. Board members must be 
independent, subject-matter experts (e.g., finance, provider payments, 
delivery system design, etc.) 

   Responsibilities of the Board include: 
- Defining parameters for ACOs. 
- Analyzing health system data, and providing transparency 

around this data. 
- Establishing transition milestones, including the possible need 

for a mid-course correction. 
- Monitoring and determining transition progress. 

   The Board will be supported/staffed by existing state entities or 
agencies and make decisions in an open and transparent manner. 
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   The Board will seek broad stakeholder input from providers, health 
plans, government, employers, and consumers. How this will be done 
is yet to be defined. 

 
g.   Commissioners’ Comments and Questions: 

 
Comments and Questions Speaker’s Response 

Establishment of this board is critical to success. An 
independent board may need to consist of either people who 
are not from Massachusetts and have no stake in the market 
here but have an understanding of the issues, or the Board 
needs to be composed of subject-matter experts that 
represent stakeholder interests. There needs to be a balance, 
which ever model is adopted. Having ‘not too much’ 
government is important regarding the trust-o-meter. 

We will address these issues in 
the next phase of development. 

The board also needs to collect data, develop a data 
warehouse and make it available. 

Or this could be done by one of 
the existing agencies. 

What is the role of health plans? Health plans can provide 
innovation in this area around providing support and 
information. 

 

ACOs will have different levels of expertise, so the support 
role provided by health plans is important. 

 

At our next meeting, I think we need to work through 
whether the board members are paid, hired as consultants, 
etc. Governance issues are critical. We will want to look 
carefully at how the Connector works and we may want to 
emulate it, since it has good characteristics. 

This may require significant 
investments. 

 

 
h.   Development of Global Payments 

   The Board will develop parameters for a standard global payment 
methodology, including adjustments for: clinical risk; socio-economic 
status; geography, if appropriate; core access and quality incentive 
measures; and other adjustments, including for unique circumstances 
such as determining compliance toward transition. 

   The market will determine global payment amounts consistent with 
the Board’s methodology. 

   Payers may need to utilize residual FFS payments to providers in 
certain limited circumstances, such as: out-of-ACO provider services, 
including care delivered to non-MA residents; and a subset of health 
services that the Board may determine are inappropriate for ACO 
inclusion. 

 
i. Commissioners’ Comments and Questions: 
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Comments and Questions 
 

I raise a cautionary note when developing a list of exceptions. We don’t want an escape tunnel 
that is bigger than the house. The pressure for exceptions is huge. 

 

There are unique circumstances – graduate medical education and stand-by capacity – that need 
to be included and paid for. 

 
 

j. Defining an ACO 
   The Board will define the parameters of ACOs, such as: 

- Composition and participation (e.g., which scope of services 
must be available in/through ACOs, “rules” for participation) 

- Scale of ACO (e.g., market share) 
- Stop-loss and reinsurance protection (risk considerations. 

 
k.   Commissioners’ Comments and Questions: 

 
Comments and Questions Speaker’s Response 

I do not think that we need to get into this level of detail. 
This is the responsibility of the new Board. 

We should include only the 
minimum required to assure 
financial viability and 
continuation of operation.  These 
were offered only as examples. 
In the report, we will clearly list 
these as examples, not as 
prescriptions. 

 

 
l. Collecting and Analyzing Data 

   In the first year, the Board will collect and analyze data to inform 
policy-making and the establishment of transition milestones. 

   Analysis will include: 
- Percentage of payments made under global payment 

arrangements; 
- Per capita health care cost trends, including medical vs. 

administrative cost trends; 
- Payment rate variation among providers and health plans; 
- Financial performance of ACOs, health plans, and sub- 

providers; and 
- Metrics on access to care, especially for underserved 

populations. 
   The Board will also adopt core common performance measures, e.g., 

quality, patient satisfaction, and monitor trends. 
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m.  Commissioners’ Comments and Questions: 
 

Comments and Questions Speaker’s Response 

This is written as though there is no need for a Board after 
year one. 

The responsibilities of the Board 
include transition and on-going 
oversight. 

 

 
n.   Milestone: Progress to Global Payment 

   The Board will develop guidelines for shared savings and set annual 
targets for the market to advance to global payments. Sample metric: 
Percent of payments made under shared savings and global payment 
arrangements. 

   The Board will monitor market progress to these targets. 
   The Board will have authority to intervene if targets are not met. 

Interventions could include establishing payment rate parameters 
(e.g., constraining FFS rates). 

 
o.   Commissioners’ Comments and Questions: 

 
Comments and Questions Speaker’s Response 

I offer a friendly amendment. The Board should make 
recommendations first and intervene only if necessary. We 
want the market to have the opportunity to make its own 
corrections. 

 

We need to consult with legal counsel to determine what is 
their power to intervene. This may mean legislation and 
regulations. 

This is homework that we will 
have to table for this meeting. 

I support having benchmarks to show progression. The 
authority needs to be balanced with “if the necessary 
infrastructure support is there, then…..” We already have a 
crisis in primary care, so we don not want to chase PCPs 
away. 

 

If we are talking about a powerful board, we need to talk 
about steps. When there is a strong regulatory role, there 
needs to be solid technical assistance. There is a need have 
the continuing ability to offer technical assistance. 

There is a need to track progress 
on an ACO-specific basis, 
similar to what is being done in 
Pennsylvania on a practice- 
specific basis. 

This would not be a board that meets year 1 and lays out a 
5-year plan. The board monitors on an on-going basis and 
annually revisits its metrics. 

 

The Board should have the authority to have both financial 
and non-financial intervention. 
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Comments and Questions Speaker’s Response 

I do not oppose phasing technical assistance. Chapter 58 
asks individuals to do something with penalties – gradual 
penalties over time. Shared responsibility means penalties 
for willful non-compliance. 

 

The consequences under Chapter 58 and consequences for 
providers under global payment are not the same. Physicians 
have a choice to leave Massachusetts. We are at the mercy 
of the providers. We need to make this a nurturing 
environment. 

Penalties are only one tool. The 
other is in how the parameters 
for making shared savings are 
set. They can be set to make 
shared savings a less attractive 
alternative. The upside potential 
goes down. 

There is little in this presentation about quality. If there is a 
limited upside because there is a limited downside, it is hard 
to reward for quality. This is the most important message. I 
am worried that if we don’t talk about quality, we will get 
stuck in conversations about rationing. 

Wasn’t there a comment here 
about how limited upside would 
only occur in shared savings (i.e. 
during transition) so that 
providers aren’t too comfortable 
there? Were limits in full global 
payment discussed? (I didn’t 
think so…but) 

I agree. So many people at the end of the day will say this is 
about denying care. If there is more emphasis on quality, we 
will get more provider buy-in. We need to look ahead before 
hospitals get into trouble or practices leave. We need a 
nurturing environment with teeth. 

 

We know that there are community hospitals in trouble and 
that if more care moves to an ambulatory setting, the area 
will be in trouble (for example, Quincy, Carney, and 
Milton). I think that even if there are no savings in the short- 
term, it is ok if quality is maintained. You cannot close a 
hospital and reopen it in the same way it was. 

 

Many hospitals in the state are in financial trouble, and we 
still spend more than any other state in the US on health 
care. 

 

Maintaining financial health of providers is the wrong focus. 
We need to hold organizations accountable and if they 
aren’t, then they close. Technology does damage to 
providers, if they do not adapt. Affordability and quality are 
the goals. 

We need to make sure that we 
have tools and measures to 
evaluate the impact of decisions 
made. 

 

 
p.   Milestone: Payment Equity 

   The Board will set targets for the market to promote greater payment 
equity. Sample metrics include risk-adjusted global payments to 
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ACOs; payments to providers within ACOs; payments for lines of 
service (e.g., primary care, behavioral health, etc.) 

   The Board will monitor market progress to these targets. 
   The Board will have authority to intervene if targets are not met. 

Interventions could include establishing payment rate parameters 
(e.g., constraining FFS rates.) 

 
q.   Commissioners’ Comments and Questions: 

 
Comments and Questions 

Is the market commercial? Public too? We need to clarify this. I think of equity in terms of 
levels of payment, which is difficult to discuss with the current financial picture. 

Are we talking about payments within the ACOs. The Board should not micromanage the ACO. 

There are pockets in the state where specialty hospitals will be part of the ACO. There needs to 
be flexibility for innovation. We need to look at licensure requirements and what different 
providers are allowed to do. We can take pressure off of acute care by allowing post acute care 
providers to do more. 

Global capitation removes the need for regulatory silos. 

Once the ACO is performing, we still need some high level monitoring. Initially the Board 
needs the authority to decide how funds are spent within the ACO. 

I think there is a need for innovation, so the Board should monitor for early warning signs that 
there are problems. If PCPs are disadvantaged, they all might leave the ACO at once. ACOs 
will be very different, so we can’t make one rule that applies to all. We want to hold ACOs to 
higher goals, such as paying for care management within the ACO. 

If the payment is risk adjusted, that should address some of these problems. 
 

 
r. Milestone: Per Capita Cost Growth 

   The Board will analyze baseline per capita cost trends to set target 
market growth levels. Sample metric: rate of per capita cost growth; 
implementation of infrastructure support. 

   The Board will monitor market progress to these targets. 
   The Board will have authority to intervene if targets are not met. 

Interventions could include establishing payment rate parameters 
(e.g., constraining FFS rates.) No state has done this, so we can expect 
unanticipated consequences. The way to respond is to intervene and 
make adjustments. 
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s. Commissioners’ Comments and Questions: 
 

Comments and Questions Speaker’s Response 

Earlier we talked about providing assistance with 
infrastructure. We also have to keep an eye on over- 
development of resources/facilities/overbuilding. Our own 
Nancy Kane has done research on the cost of construction 
on future health care costs. 

 

How many hospitals have been built in the Commonwealth 
in the last twenty years? 

 

The question is not how many hospitals have been built, but 
how many have been rebuilt. We need to set goals regarding 
capital payments. 

 

There are problems of mal-distribution of hospital resources 
within the state. 

 

I predict that in the long run that more building will be PCP 
and community based resources. We need to look at the type 
of care capacity that is being built. 

 

Per capita cost trends are not the only measure to use. 
Premium trends are important to employers. 

The milestone should be cost 
growth. The question is whether 
there should be a milestone 
regarding access and quality. 

We know that certain populations do not receive appropriate 
care. 

 

Access is a key issue along with patient outcomes.  

The fastest way to lose access is to lose health insurance. 
Slowing growth may result in more access. 

 

There is a huge investment in the health care delivery 
system to develop capital. There is no need for new 
resources, but redistribution of resources. We are not adding 
more dollars, but redistributing them. 

 

The question is how many capital projects will be put on the 
shelf when this report comes out? 

 

 

 
t. Monitoring 

   The Board will closely monitor transitions to global payment and 
have the capacity to make mid-course corrections, if needed. 

   The Board will consider implementation of infrastructure support for 
providers in previously discussed milestone targets. 

 
u.   Complementary Strategies 
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   The following strategies have been identified as important 
complements to payment reform. These are areas of activity that are 
beyond the scope of the Commission, but are ones with a potentially 
large impact on cost: 

- Health plan design: Convene a multi-stakeholder process 
examining health plan design and promoting the use of high- 
value care (e.g., no co-pays for chronic care management 
visits and medications) and discouraging inappropriate care. 
Aligning provider and consumer incentives was a consistent 
message from providers. 

- Evidence-based coverage: Convene a multi-stakeholder 
process to review comparative effectiveness evidence and 
develop consensus coverage policy based on findings. 

- Consumer engagement: Coordinate and expand existing 
community, employer, health plan and state efforts to activate 
patients and promote healthier lifestyles, and improved self- 
management of chronic illness. 

- Administrative simplification: the important efforts underway 
(Chapter 305 task force, HealthyMass initiative, voluntary 
efforts involving MMS, MHA, MAHP and EACH) should 
continue through to fruition. 

- Medical malpractice reform: Providers have cited the need to 
reform medical malpractice as an important goal to reduce 
costs in the health care system. Health care costs associated 
with “defensive medicine” have been cited as a concern. 
Providers have also indicated that activity on this front will 
help them support payment reform. 

- Primary care workforce development: With an increased 
emphasis on medical homes and primary care, efforts are 
needed to attract and retain PCPs. 

- End-of-Life care: Many stakeholders have cited the need to 
address end-of-life care and decision-making. The efforts 
underway through the EOL Expert Panel should continue. 

 
v.   Commissioners’ Comments and Questions: 

 
Comments and Questions 

Please don’t convene another taskforce. 

I look upon these complementary strategies as a way to consider and diffuse anticipated 
objections. If we move ahead in the manner we are discussing, so much of it needs legislative 
action. Hopefully this Commission will play a leadership role in maintaining focus. 

Maybe the urgency of payment reform will cause disparate efforts to become more focused. 
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w.  Differences from Prior Capitation Models 
   Careful transition period with extensive provider support 
   Robust monitoring activities to guard against unintended 

consequences 
   Linked to performance measures with emphasis on patient-centered 

care 
   Improved risk adjustment models 
   Health information technology infrastructure support 


x.   Commissioners’ Comments and Questions: 
 

Comments and Questions Speaker’s Response 

Coalescing around an ACO is also different.  

There is not much in here about what is expected to health 
plans. What role do they play? Should there be health plan 
metrics on how they work with ACOs. There is nothing to 
show that they are playing a role and what role they need to 
play. 

In the report, we will make clear 
the responsibilities of all the 
players under the concept of 
shared responsibility 

 
 
 

4.   Closing Remarks 
 

Co-Chair lselin stated that the Commission is in a good place. The report will include important 
refinements, including how payment reform is framed. She told the Commissioners that she 
expected that the report will go through several iterations and it will be important for everyone 
reviewing the papers to meet the timelines. Co-Chair Kirwan expressed appreciation for 
everyone’s participation and about the remarkable coming together around these principles. 

 
The meeting was adjourned at 1:15 p.m. 



 
 
 

Recommendations of the 
Special Commission on Health Care Payment Reform 
July 16, 2009 
 
Appendix F.I: 
Public Input Statements 
 
Appendix F.II: 
Stakeholder Engagement Memos 
 
 
 

 
Recommendations of the Special Commission on the Health Care Payment System – Appendix F 



A P P E N D I X  F . I  

P U B L I C  I N P U T  S T A T E M E N T S   
 

 

http://www.mass.gov/Eeohhs2/docs/dhcfp/pc/testimony/Sager.pdf
http://www.mass.gov/Eeohhs2/docs/dhcfp/pc/testimony/Sager.pdf


A P P E N D I X  F . I . 1  

J U D Y A N N  B I G B Y ,  M D   
S E C R E T A R Y ,  E X E C U T I V E  O F F I C E  O F  H E A L T H  

A N D  H U M A N  S E R V I C E S  
 

 



Testimony of Secretary JudyAnn Bigby 
Executive Office of Health and Human Services 

Special Commission on Health Care Payment System 
February 6, 2009 

 

Good afternoon Chairwomen Iselin and Kirwan and other members of the 

Commission.   

I appreciate the opportunity to testify before you today.  The task at hand is 

challenging, but now is the time to make major changes to the health care 

system as Massachusetts has achieved near universal coverage.  While 

this is an amazing accomplishment in and of itself, we must address how 

care is delivered in order to address inconsistent quality in care; rates of 

errors and other adverse events; and the costs of medical care.  Simply 

put, we must change the system to deliver high-value health care that is 

less costly, more efficient, more equitable, and produces better health 

outcomes.   

The fee-for-service (FFS) payment system in which doctors and other 

providers are paid for each service provided is increasingly seen as a 

barrier to effective, coordinated, and efficient care. FFS rewards the 

misuse, overuse and duplication of services and favors costly, specialized 

treatment over preventive and primary care. It does not reward providers 

for keeping patients from being hospitalized, or rehospitalized, or for 

helping patients control and monitor their chronic conditions.  Changing the 

way we pay for health care by moving away from a primarily fee-for-

services system is the only way we can achieve transformation to a better 

system of care. 
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Payment reform should push the system away from disorganized, poorly 

coordinated, and inefficient care; away from care that fails to take into 

consideration patient preferences resulting in unnecessary and unwanted 

procedures and interventions, away from policies that result in an 

undersupply of primary care providers and an oversupply of specialists, 

and away from care that is delivered without attention to clinical science.  

As the whole nation has learned from the work of the Dartmouth Atlas 

Project, there is huge variation in medical practice that drives up the cost of 

health care. This variation is due to care that is determined by the 

physicians who are offering the care. The frequency of discretionary 

procedures depends less on informed patient choice but more on physician 

opinion.  This leads to the misuse of care.  Another contributor to variability 

in medical practice is the phenomenon of supply-sensitive care. The use of 

specialists, technology, surgeries, and ICU beds, for example, is strongly 

influenced by capacity, rather than medical evidence of value and improved 

outcomes.  Much of supply sensitive driven care has no impact on health 

and can lead to poorer health outcomes, such as health care-associated 

infections and other adverse events. 

We must reform the way we pay for care to move away from these costly 

realities about our current system. It is imperative that we address 

misalignment of incentives in our fee-for service system by aligning 

incentives with quality and efficiency. 

An All-Payer Provider Payment System represents a dramatic change in 

the way we pay for care that could align incentives toward a more 

integrated health care delivery system, more equitable distribution of 
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payments to specialist and non-specialist providers within systems, as well 

as more equitable payments across systems all based on efficiency and 

quality. In this system, all payers would adopt the same payment rates and 

methods for hospitals, other institutions, and physicians. Ideally, 

Massachusetts would have the authority to control Medicare payment rates 

and methods, as well, in acknowledgement of the important role that 

Medicare plays in setting policy and standards for both payment and 

quality. This option could provide higher payments for Medicaid patients 

and reduce cost shifting to private insurers to offset Medicaid and other 

shortfalls. It would also address the fragmented system under which 

providers must deal with numerous payment mechanisms and reporting 

rules. In order to protect safety net providers, some of the cost savings that 

arise from this method would have to be directed to providers who care for 

more vulnerable populations and provide a disproportionate share of 

mental health and other historically under reimbursed services. This model 

recognizes a pluralistic system in which private payers and public payers 

collaborate to pay for care in a variety of settings both public and private. 

With this methodology, payments to providers would be made based on 

Episode-of-Care Payment, a fixed prospective payment per episode of 

care.  This policy would change payment methods to reward and 

encourage more efficient, coordinated care and promote an integrated 

delivery system where providers are working in partnership to care for 

patients across the system, instead of each provider being paid for the 

piece of care he or she delivers in isolation.   Payment for episodes of care 

— the total cost of hospital services, physician services, and other services 

required for treating acute conditions or the total cost for all the care 
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required during a given year for a patient with chronic conditions — with 

adjustment for complexity of the case mix of patients would reward 

providers who have lower costs while penalizing higher-cost providers. The 

Commission should explore how payments to teaching hospitals or other 

providers for additional services, such as teaching, research, or care of the 

uninsured, would be addressed by a global fee. 

The major issue in designing payment systems for care episodes is 

assigning accountability for care across different settings and over time. 

Having a regular source of care and continuous care with the same 

physician over time have been associated with better health outcomes and 

lower total costs. The cost of care and rates of medical errors, by contrast, 

are greater when patients are cared for by many physicians.  In this model 

there is an opportunity to strengthen primary care and care coordination. 

Reimbursement to primary care physicians would reflect the increase in our 

understanding of the value of prevention and chronic care management 

over the last two decades.  Instead of paying a provider to see a patient 

every 15 minutes, reimbursement would support enhanced primary care 

services, such as care coordination, care management, and easy access to 

appropriate care. Physicians and practices would be rewarded for providing 

care that is accessible, centered on patients and families, comprehensive 

and continuous, coordinated, equitable, and culturally sensitive.   

In the end, incentives should support full vertical and horizontal integration 

of providers and services, with patients having access at multiple, 

connected points. Care is more coordinated for patients who seek it from 

more organized delivery models, such as integrated delivery systems and 

large physician group practices, or from practices where physicians or 

 4



community clinicians serve as medical homes and take the responsibility 

for care coordination.  Delivery of care within and among provider 

organizations, and ensuring care coordination across sites of care, 

especially when transitioning from the hospital to other settings, should be 

a key objective of system redesign. 

We cannot take full advantage of the use of computer order entry (COE) 

and electronic health records (EHR) unless we have an integrated system. 

COE and HER developed at the organizational level can help to reduce 

costs and improve safety and efficiency. In order for the health system to 

maximize benefits from these individual systems, however, all pieces must 

be linked into an interoperable network. 

 

Our current system, where most patients with complex health problems 

must arrange for the care they need, does not serve people well. Failure to 

improve the health care system will result in continued preventable 

mortality and morbidity, excess costs and unnecessary, wasteful 

expenditures. 

 

Thank you for your attention. 
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Co-chairs Kirwan and Iselin, and Honorable Members of the Special 
Commission— 
 
Thank you for the opportunity to speak with you this afternoon.  I speak only for 
myself and for my fellow Health Reform Program director, Deborah Socolar.   
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Your “mission is to evaluate the health care payment system and recommend 
reforms to be used by all payers to provide incentives for cost-effective and 
patient-centered care.”   We offer four main points— 
 
1.  With the costliest health care in the world, we already spend enough to win 
medical security for all in Massachusetts.   
 
 
2.  Most people increasingly agree that health care cost control is essential.  At 
the same time, most people recognize that containing costs is very hard.   
 
Almost nothing tried to contain health care costs in this nation since 1972 has 
worked—not changes in units or methods or formulas of payment, not 
competitive market solutions, and not government regulatory solutions.   
 
Other wealthy nations rely on political-financial-clinical negotiations among public 
and private payers, caregivers, and government to set health care spending 
levels.  It would be difficult to establish the levels of confidence required to 
support such negotiations in the U.S.  U.S. cost controls have failed largely owing 
to lack of political support.  One way to win that support will be to enlist primary 
care and other physicians on behalf of cost controls that are part of a 
comprehensive peace treaty that benefits doctors.  That same package deal can 
help to rebuild primary care itself, promote patient-centered health care, and 
stabilize all needed hospitals.   
 
 
3.  Generally, hospitals make more money by admitting more patients or by 
providing more intense services.  Generally, physicians make more money when 
they do more for patients.  Doing pays doctors more than does listening, thinking, 
counseling, examining, or diagnosing.   
 
Tinkering with mechanical, partial, and formula-driven solutions like changing 
units of payment—specifically by merging payments to a certain hospital and 
physicians during one admission or episode of illness—could be helpful, but 
won’t do much by itself.   
 
Although they appear to make logical sense, similar steps have generally failed 
in the United States.  Unfortunately, such solutions are prone to gaming and 
evasion and marginalization if doctors, hospitals, and other caregivers are not 
enthusiastic about adopting them wholeheartedly and conscientiously.   
 
 
4.  The health care we get depends heavily on the caregivers we’ve got.  Delivery 
of care has to be reformed along with payment mechanisms.  The state and 
nation face an accelerating meltdown of the primary care foundation of our health 
care.  If we don’t move more forcefully to improve primary care and care 
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coordination, costs will remain high.  Past efforts to train more primary care 
physicians, while well-motivated, have simply not been commensurate with the 
gravity or severity of the problem.   
 
As well, many needed hospitals have closed throughout the nation, 
disproportionately hospitals serving black/African-American neighborhoods.  
Hospitals and emergency rooms that are needed to protect the health of the 
people of Massachusetts should be identified and assured revenues adequate to 
finance high-quality care, as long as those hospitals are operated efficiently.  It is 
noteworthy that hospital costs in Massachusetts are highest in the nation even 
though our bed-to-population ratio is below the national average.  Because the 
very hospitals likelier to close are the ones whose costs are typically lower, no 
one should imagine that closing more hospitals here will save money. 
 
 
 
1.  As a nation and as a state, we already spend enough to win medical 
security for all.   
 
As you know, U.S. health spending per person, projected to reach $8,342 this 
year, is roughly double the average of the world’s wealthy nations.   
 
Those other nations cover all of their people for acute care and most people for 
long-term care, generally live longer, and are happier with the care they get.   
 
They do so even though they typically smoke and drink more than Americans.  
They spend less even though their populations are typically much older than our 
own.   
 
Across wealthy nations, health care’s share of GDP correlates closely with GDP 
per citizen.  But U.S. health care spending’s share of GDP is much greater than 
anyone would predict from the inter-nation correlation.   
 
Worse, according to our analyses of the latest projections for U.S. health care 
spending and for GDP nationally, health care will absorb 18 percent of the U.S. 
economy this year and almost 19 percent next year.  Please see the exhibit that 
follows.   
 
If we imagine that health care is a car, it is now crashing into a stalled economy, 
and we are all at risk of being thrown through the windshield.  No contingency 
plans are available, and no effective cost controls are available.   
 
 
According to the latest accurate numbers from CMS, for 2004, health care 
spending in Massachusetts per person was one-third above the U.S. average, 
having risen from one-fifth higher in the early 1980s.1   
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That makes costs in Massachusetts this year about $11,100 per person, or about 
$72 billion statewide.  And there are two new, separate reasons to fear that the 
Massachusetts excess has risen measurably higher than one-third above the 
national average spending per person. 2  
 
This year, if we spent here at the national average, we would save $18 billion, 
enough to pay the total cost of the Big Dig, and enough to buy two laptops for 
every school-age child in the Commonwealth, and probably enough—though I 
am not exactly sure of this—to extend the Green Line to Toronto.   
 
 

Health Share of GDP, 1960-2010
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Sources are provided. 3 
 

 
 
 
Some people will say that we spend more on health care in Massachusetts 
because we serve many patients from other states, nations and continents—and 
planets—but those numbers are actually very small, especially after making 
offsetting adjustments for Massachusetts residents served in hospitals in 
Providence, Albany, and other locations.   
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Other people will say that our state’s higher spending buys us better health 
outcomes—but our age-adjusted mortality rates are almost exactly equal to 
Utah’s, which has the lowest spending per person in the nation, while we spend 
exactly 75 percent more per person than they do.4   
 
People will say all sorts of things, but couldn’t we start by agreeing that $72 
billion statewide and $11,100 per person should be enough to finance medical 
security for everyone who lives here?   
 
Medical security means well-grounded confidence that we will get needed, 
competent, and timely care without having to worry about the bill when we are 
sick—or about losing our insurance coverage—ever.   
 
 
 
2.  Why have past efforts to contain costs failed, and why does anyone 
expect to do better this time?   
 
a.  Half of health care spending is wasted but cost controls seldom targeted 
waste.   
 
 
b.  And cost controls were designed so that any savings would simply diffuse 
back to payers, like a rainstorm disappearing into desert sand.  Payers would 
enjoy a negative benefit—spending less, but no one would enjoy a positive 
benefit.  In other words, cost controls were not tightly linked to specific concrete 
benefits for identifiable people—benefits those people would fight for politically.   
For example, money saved through past cost controls was not targeted to cover 
specific groups of uninsured people or to better protect under-insured people with 
specific benefits such as dental insurance.   
 
That is, no one expected a new concrete benefit for anyone.  Cost control has 
languished as an abstract good government principle, on the order of “I really 
should lose weight.”   
 
Under these circumstances, cost control has no strong political constituency.  
Why should it?  There were no important new potential beneficiaries from cost 
control who could mobilize politically to offset the constant demands of the 
caregivers, who naturally sought more money for business as usual.  That 
powerful political demand, which is totally understandable and reasonable from 
caregivers’ viewpoints, has been instrumental in defeating or neutralizing many 
cost control proposals.     
 
c.  Caregivers, always closer to the money than other parties, have often 
neutralized or successfully gamed the new regulations or competition or pricing 
method.   
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d. Throughout the United States, very little effective government cost control 
regulation exists today or is politically attainable today.  This contrasts radically 
with the state of affairs in all other wealthy nations.5   
 
There, public and private payers come to general agreement with caregivers 
about the approximate amount of money to be made available to finance health 
care services in a given year.  In nations with single payers, the agreement is 
overt and political:  government collects taxes and appropriates the specified 
sum.  In nations with multiple payers, representatives of public payers and 
private sickness funds or other bodies negotiate with hospitals or with doctors.   
 
Either way, a political accommodation is made.  It reflects the balance of the 
political vectors at play.   
 
Given the absence of such a political understanding in the U.S., public regulation 
resorts to discrete gimmicks or mechanisms or formulas that seem to promise 
cost controls that are painless or rational.  These don’t substitute for an effective 
political consensus.  All fail for lack of political support.  Viewed another way, 
caregivers subvert, undermine, or plow under the cost control mechanisms.  For 
example, certificate of need is an interesting theoretical barrier, but, over the 
decades, politically powerful caregivers drove through it like an 18-wheeler 
through a paper billboard along a highway.     
 
Certificate of need is a very useful and reasonable way to help implement a prior 
political agreement (among governments, payers, caregivers, and patient 
advocacy groups) to contain health care costs but, absent such political 
agreement, it is a frail mechanism.  It does not by itself change much.   
 
 
e.  Nothing close to a functioning free market exists or is attainable in health 
care—except for eyeglasses and contact lenses (and maybe generic meds).   So 
market forces can’t successfully rein in health costs.   
 
After the state deregulated hospital payments in 1988 and 2001, in hope that 
hospitals would compete, some hospitals closed and some survivors merged.  
The merger between Mass. General and the Brigham, for example, won official 
acquiescence (without even a public hearing), promising to save hundreds of 
millions of dollars through greater efficiency, but never offering even a 
hypothetical spreadsheet to show how their imaginary savings were calculated.  
In reality, these hospitals merged to win market power that would allow them to 
raise prices—as our Program warned in 1994.   
 
More generally, looking across 52 of the nation’s cities over the past seven 
decades, hospitals that survive tend to be no more efficient than those that close.  
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Were a freely competitive market present, the more efficient hospitals would be 
likelier to survive and the less efficient would be likelier to close.   
 
 
f.  The desperate belief that price competition can cure health care cost problems 
has inspired efforts to push patients to get and use information about different 
caregivers’ price and quality.   
 
This is very difficult to do and also probably not worth it.  First, imagine that you 
could collect valid information about price and quality.  Second, imagine you 
could somehow coerce patients to read, assimilate, and use that information 
about where to seek care.  Even then, you still would not address the important 
question, which is not where to get the CT scan or the knee surgery, but whether 
that care is needed to diagnose and treat the patient effectively and efficiently.   
 
After all, today, half of all patients leave their doctor’s office without 
understanding what their doctor has just told them, and half don’t take their 
medications as prescribed. 6   And 70 percent of Americans are unable to name 
either of their two United States senators.   
 
To define the nation’s 300 million patients as health care consumers is largely a 
heroic and ideological leap of folly.  It willfully ignores both medicine’s complexity 
and the laws that allow only about 900,000 physicians, graduates from medical 
or osteopathic schools, to diagnose, perform surgery, and prescribe drugs.   
 
Why would advocates of competition rely on patients rather than on physicians?   
Probably because they believe it is easier to mobilize patients than to change 
doctors.  But if patients can’t be mobilized as informed consumers and if doing so 
would not contain costs in any case, changing doctors’ behavior must be 
attempted.   
 
This is not a trivial matter.  Because both competent government regulation 
and functioning free markets are absent from U.S. health care, anarchy 
prevails.  It is pervasive anarchy in U.S. health care that explains soaring 
costs, declining coverage, uneven quality, and comprehensive lack of 
responsibility and capacity to address any of these problems.    
 
 
g.  Doctors have been squeezed on fees, manipulated or marginalized, or 
outright ignored by past attempts to contain costs through regulation and 
competition.  Far from being centrally and positively involved in past cost control 
efforts, physicians have been generally alienated and excluded.   
 
In retrospect, this has been silly for at least two big reasons.   
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First, doctors’ decisions essentially control some 87 percent of personal health 
care spending—services and goods received by individuals.  This 87 percent 
includes doctors’ own gross incomes;  spending on hospital care, which only 
physicians can provide or authorize;  spending for prescription drugs, which only 
physicians can prescribe;  spending on nursing home and  home health care, 
which physicians generally must authorize;  a share of durable medical 
equipment, and similar items.  Dental care, over-the-counter medications, and 
other items not under doctors’ control are excluded from that 87 percent.  
(Personal health spending itself constitutes roughly 83 percent of total national 
health expenditures.)   
 
Second, cost control efforts to squeeze out clinical waste are essentially a retail 
job, patient-by-patient, lab test by lab test, imaging study by imaging study, 
specialist referral by referral, surgery by surgery, med by med.   
 
Squeezing out this waste requires the active, motivated, positive, and even 
enthusiastic involvement of individual physicians.   
 
Financial incentives might help.  Desire to do more clinical good with today’s vast 
resources will help also.  Professionalism will help.  So will better information 
about which patients really need which care, and which care is really worth the 
money.    
 
 
 
3.  Generally, hospitals make more money by admitting more patients or by 
providing more intense services.  Generally, physicians make more money 
when they do more for patients.  Doing pays doctors more than does 
listening, thinking, counseling, examining, or diagnosing.   
 
Tinkering with mechanical, partial, and formula-driven solutions like 
changing units of payment—specifically by merging payments to a certain 
hospital and physicians during one admission or episode of illness—could 
be helpful, but won’t do much by itself.   
 
Although they appear to make logical sense, similar steps have generally 
failed in the United States.  Unfortunately, such solutions are prone to 
gaming and evasion and marginalization if doctors, hospitals, and other 
caregivers are not enthusiastic about adopting them wholeheartedly and 
conscientiously.   

 
It is helpful to appreciate that doctors in other wealthy nations—that cover all 
people and live longer while spending half of what we do—are generally paid fee-
for-service (where fees are set to achieve a target income for a productive 
physician) or salary, and hospitals are generally paid by budgets or per diems or 
other arrangements.   
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But aggregated payments to hospitals and doctors together are rare, 
experimental, and not yet well-evaluated.  So why should they be expected to 
make a big difference here?   
 
Other nations have shown that large-scale reforms—reforms that win substantial 
improvements in coverage or that contain costs—generally require doctors’ 
enthusiastic support or at least their peaceful and trusting acceptance.   
 
Back in the U.S., today, many doctors are angry and may not be particularly 
inclined to cooperate with payers or hospitals to change their behaviors and 
marshal and allocate the new aggregated payments in ways that save money 
without harming patients—and without harming doctors’ own incomes.     
 
Today, some doctors are angry about the paperwork they must complete to get 
paid.  Other doctors are frustrated by the different insurers’ rules about what care 
is covered, about the financial burdens that patients will face, about which 
caregivers are in which networks, and other barriers to securing proper care for 
their patients.  Still other doctors are afraid of being sued for malpractice.  And 
fearful people usually get angry after a while.   
 
 
To address these problems, five general approaches or principles for reforming 
payment are worth considering.   
 
a.  A peace treaty with doctors.  Since doctors essentially control some 87 
percent of health care spending, the challenge is to put the money in their hands 
under arrangements that allow us to trust them to spend the money very carefully 
to care for all of us—arrangements that we craft with them, and that they 
embrace happily.   
 
Effective health care cost control in the United States must, for the foreseeable 
future, be a retail job.  Doctors are the only people who can perform that job, so 
they must be asked to carefully spend today’s vast but still-finite health care 
resources.   

 
Many doctors will say yes to that request and embrace reform happily if it 
eliminates the threat of being sued, if it eliminates or radically slashes payment-
related paperwork, if it liberates physicians to use the best available evidence to 
spend money effectively on behalf of patients, and if—for primary care 
physicians—it boosts incomes substantially.  (To address the nation’s shortage 
of primary care physicians, it is essential to substantially narrow the wide and 
growing income gap between most primary care doctors and most other doctors.)   
 
This approach addresses cost and coverage in ways that change health care 
politics.  It cuts waste to contain cost and recycles savings to protect people who 
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are uninsured or under-insured today.  And it mobilizes many physicians on 
behalf of reform because it radically and tangibly improves their professional 
lives.   
 
 
b.  Malpractice litigation fails at both of its jobs, so it should be eliminated.  
One of the provisions of a health care peace treaty would be an end to 
malpractice litigation.   
 
Malpractice today is like a heavily-drinking person at a party who tries to sit down 
but falls heavily between two chairs.  Malpractice today does a terrible job of 
identifying, re-educating, or extruding dangerous doctors.  And it does an equally 
terrible job of fairly compensating victims of medical error or other harm suffered 
in the course of diagnosis and treatment.   
 
These two jobs are very different.  They should be separated and each should be 
addressed by distinct tools.  For example, compensation through litigation should 
be replaced by a combination of universal coverage of health care costs to pay 
for initial and restorative care, no-fault insurance to finance lost earnings, and a 
new mechanism to decide on compensation for pain and suffering. 
 
 
c.  End payment-related paperwork.  Another provision of the health care 
peace treaty would be the elimination of almost all payment-related paperwork.  
How can that be done?    
 
Several approaches to eliminate payment-related paperwork have been 
proposed or can be imagined.   One is single payer.  Another is to require billing 
by standardized electronic forms.  Here, we suggest a different approach, one 
stemming from our views of the two causes of administrative waste.   
 
Complexity is an important cause of administrative waste in health care.  It stems 
from the need to determine who is eligible for what services, provided by which 
caregivers under what circumstances.   Allowing hundreds or thousands of plans, 
eligibility categories, covered services, networks of doctors and hospitals, 
formularies, and other variations makes for an administrative sickness that 
plagues both patients and their caregivers.   
 
But as bad a mess as it is, we think it likely that the greater source of payment-
related paperwork is mistrust.  In the U.S., in the absence of reasonably simple, 
politically negotiated caps on spending, payers seek to trim costs by finding ways 
to withhold payment from caregivers.   Doctors and hospitals seek creative ways 
to extract more money from payers.   
 
There are many opportunities.  Insurers, managed care organizations, and public 
programs mistrust doctors and hospitals, and the latter fully reciprocate.  
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Ongoing fights about which services are needed, units of payment, coding of 
episodes of care, unbundling, fairness of fees, payment formulas, and similar 
matters stem from mistrust and reinforce it.   
 
We call this, death by a thousand paper cuts.   
 
Clearly, payment-related paperwork stemming from mistrust can be slashed only 
when payers and caregivers essentially trust one another.  This requires different 
thinking about money at different times.  Today, too often, doctors and hospitals 
think about money in the wrong ways and at the wrong times.  They think about 
what care, how much care, and care for which patients, covered by which 
payers, will benefit them (the caregiver) financially.  Doctors rarely act as 
fiduciaries for the patient, for the payer, or for the public interest in affordable, 
effective, high-quality care.    
 
In the absence of either competent government or a functioning free market, as 
described earlier, anarchy prevails in health care.  Some naïve free market 
economists and others hope to overcome anarchy by imposing on health care 
enough of the requirements for genuine competition.  This is impossible but 
theirs is still a well-motivated (though incompetent and doomed) quest for a 
health care system that can be trusted to regulate itself.  Reliance on the market 
is doomed.  Government cannot competently micro-managing cost control 
through regulation or through changes in units of payment like bundling of 
payments to hospitals and doctors for episodes of hospital care.  Therefore, the 
challenge is to pay doctors (and hospitals) in ways that are inherently 
trustworthy.   
 
It is helpful to recognize that a competitive free market is not the only mechanism 
for attaining self-regulating, equilibrium-seeking, and trustworthy health care.   
 
One key to building trust is financial neutrality for doctors so they make decisions 
on clinical grounds—how to do as much clinical good for patients as possible 
with the money available.  The peace treaty sketched in this statement aims to 
persuade doctors to act as fiduciaries, not as businesspeople.   
 
A second key is a structure for paying doctors and other caregivers that is 
inherently trustworthy.  This year, some $2.6 trillion will be spent by doctors.  
When doctors themselves are financially neutral in their clinical decisions about 
how to marshal finite but vast dollars, and when they are motivated to cut waste 
to ensure coverage for all people, both patients and payers will have greater 
confidence that doctors will spend money well.   
 
One specific way to promote trust is by capping revenue available to pay for 
care.  Then, physicians must carefully marshal finite resources.  From the 
standpoints of caregivers and payers, providing more care does not generate 
more revenue or less revenue for themselves.  From the standpoint of patients, 
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caregivers are not motivated to give more care or less care to make more money 
for themselves.  Rather, the only motive is to be able to afford care that offers 
greater clinical benefit.  Patients will need reassurance that the money available 
will be sufficient to care for all people well.  Doctors will be able to provide that 
reassurance if they believe in the peace treaty’s package of reforms.    
 
A second way is to provide adequate and fair amounts of money through risk-
adjusted capitation.   
 
A third way is to make it impossible for caregivers to make more money or less 
money by providing more care or less care or different care.  Instead of relying 
on financing incentives to squeeze out waste, doctors and hospitals would be 
paid in fair, adequate, and predictable ways.  Decisions about care and its costs 
are made to do as much clinical good as possible for patients with the money 
available.   
 
 
d. Cost control and universal coverage should mesh smoothly, the way the 
accelerator and clutch of a stick-shift car must be worked to manage the gears of 
the manual transmission.  Money saved is retained and recycled to finance 
services for previously uninsured and under-insured citizens.    
 
  
e.  Not only large, mandatory, focused, and top-down changes, but 
voluntary, small-medium, broad, and integrated reforms.  Congress’s 1983 
switch from cost reimbursement of hospitals to prospective payment by DRGs 
constituted a large, mandatory, focused, and top-down change.  We urge 
consideration of changes that are voluntary for both doctors and patients, 
reasonably small or medium-sized, thoroughly integrate payment for care with 
delivery of care, and are carefully evaluated.  One example of the second 
approach is sketched in the next section.  It will include both bottom-up elements, 
such as reform of primary care and physician payment, and top-down elements, 
such as Medicare, Medicaid, and ERISA waivers that allow the money to follow 
the patients.   
 
 
 
4.  The health care we get depends heavily on the caregivers we’ve got.  
Delivery of care has to be reformed along with payment mechanisms.  The 
state and nation face an accelerating meltdown of the primary care 
foundation of our health care.   
 
If we don’t move more forcefully to improve primary care and care 
coordination, costs will remain high.  Past efforts to train more primary 
care physicians, while well-motivated, have simply not been commensurate 
with the gravity or severity of the problem.   
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As well, many needed hospitals have closed throughout the nation, 
disproportionately hospitals serving black/African-American 
neighborhoods.  Hospitals and emergency rooms that are needed to 
protect the health of the people of Massachusetts should be identified and 
assured revenues adequate to finance high-quality care, as long as those 
hospitals are operated efficiently.  It is noteworthy that hospital costs in 
Massachusetts are highest in the nation even though our bed-to-population 
ratio is below the national average.  Because the very hospitals likelier to 
close are the ones whose costs are typically lower, no one should imagine 
that closing more hospitals here will save money. 
 
 
Ultimately, financing and delivery reforms are essential to save money.   
 
 
One useful step would be to recognize the extraordinary value of good primary 
care physicians in giving patient-centered care that is coordinated and 
continuous, and that saves money. 
 
It is a good idea to promise a medical home to each person who wants one.  But 
this benign rhetoric means little without adequate financial and organizational 
support.   
 
Primary care is dying before our eyes. 
 
Too few physicians are entering primary care, and not always the right 
physicians. 
 
Many are leaving. 
 
Primary care should be the wide and solid base of the health delivery pyramid.  
But today, increasingly, that pyramid is instead balanced on a primary care point.  
Primary care is being crushed by the weight of demands from the rest of the 
pyramid.   
 
Charts X and Y on the following page illustrate these views.   
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Chart X:  the traditional health care 
pyramid, resting on a broad and solid 
primary care base. 
 
 

Chart Y:  Today’s inverted primary 
care pyramid, in which growing 
pressure and disruption are imposed 
on primary care doctors by health 
care delivery and financing.   

 
 

  
 
 
 
 
In chapter 305 of the Acts of 2008, the Massachusetts legislature took a useful 
step to increase the supply of primary care physicians by assisting graduates of 
the University of Massachusetts Medical School with debts if they practice in 
primary care.  But much bigger steps—financial and non-financial—are essential.   
 
The value of tuition debt forgiveness, while large in absolute dollars, is small 
relative to doctors’ earning powers.  Please consider that the average total 
medical school debt of about $150,000 today is less than the difference in one 
year’s average earnings in 2004 between a primary care doctor and a 
cardiologist or diagnostic radiologist.  That is, in one year, the difference in 
before-tax income between a primary care doctor and a cardiologist or diagnostic 
radiologist is enough to extinguish the average medical school debt. 7  
 
 
Going back at least a half-century, primary care physicians have been 
systematically underpaid by non-market forces stemming mainly from peculiar 
types of private regulation.  Years of public responses have been far too weak to 
overcome this systematic bias against primary care physicians.  And market 
forces are too weak and scarce to bid up prices—incomes—for primary care 
doctors.   
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Shortly, we suggest ways to improve payment to primary care physicians that 
also contain cost by reducing clinical and administrative waste, thereby freeing 
up funds to finance equitable and durably affordable care for all Americans.   
 
In other nations, these various functions have long been separated.  Essentially 
all people are covered in all other wealthy nations, using a variety of mechanisms 
(social insurance, mandated coverage through the job, and other elements).  
Costs are contained through overt or subtle political negotiations.  Caregivers are 
paid sums adequate to keep them in business by fee schedules, payments per 
discharge, budgets, and other mechanisms—all generally designed to move 
agreed sums of money to agreed places.  Supplies of specialists are limited 
through various combinations of residency training slots and salaried positions at 
teaching hospitals.   
 
In all wealthy nations, primary care doctors’ incomes have been raised up toward 
specialists’ incomes.  Cutting specialists’ incomes has rarely been attempted and 
has succeeded even more rarely.8 
 
 
To attract more of the smartest, kindest, best-trained, and most energetic and 
personable medical students to primary care, and to Massachusetts, we propose 
that average before-tax incomes for primary care physicians in Massachusetts be 
raised to at least $250,000 per year.   
 
We also propose that more primary care physicians be trained to take care of the 
citizens of the Commonwealth.  The higher incomes are necessary to move 
toward a market-clearing price for primary care doctors.   
 
Please consider that, even if average panel size is dropped from today’s 2,000 – 
2,500 per FTE primary care physician to 1,000, only 6,400 FTE primary care 
physicians will be needed to care for the Commonwealth’s 6.4 million citizens 
(6,400,000 people/1,000 people per primary care physician = 6,400).   
 
At $250,000 per primary care physician, that’s a total of $1.6 billion annually, or 
2.2 percent of this year’s health spending in Massachusetts, and about 4-5 
months of the coming year’s rise in spending here.  If the average Massachusetts 
primary care physician makes $150,000 before taxes now, the average increase 
will be $110,000 per year, or a statewide increase of about $700 million in 
spending.   
 
The smaller panel size would allow substantially longer and more relaxed primary 
care visits, thereby addressing problems now associated with the lack of 
adequate primary care.  These include  
 
• the tyranny of the urgent problem, which can result in deferral or incomplete 

management of chronic problems;  9   
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• doctors’ tendency to quickly interrupt patients who are trying to describe their 
symptoms, worries, or aims (the 23-second rule);  10   

 

• the ability of only one-half of patients to be able to recall the doctor’s main 
recommendations; 11 12  and  

 

• the compliance of only one-half of patients with ordered medications.   
 
Just as important, doctors would have the time to engage in shared decision-
making with patients, thereby lowering the share of decisions controlled by 
doctors from the 91 percent now prevailing. 13   Physicians would also have the 
time to promptly respond to patients’ e-mails and telephone calls.  Physicians 
would also have time to assimilate evidence from history and physical exams, lab 
and imaging results, specialist referrals and hospital notes, and other sources to 
better diagnose and treat a patient.   
 
 
This year, 2009, is not a good time to discuss an increase in health care 
spending in the Commonwealth.  We raise this idea for four main reasons.   
 
First, we believe that higher incomes for primary care physicians are one of three 
key steps to mobilize powerful, enthusiastic, and durable support from primary 
care physicians and other physicians for effective cost control reforms.  (The 
other two are slashing payment-related paperwork and effectively ending the fear 
of being sued that engenders costly defensive medicine.)   
 
Together, these three steps will constitute a dramatic change in the professional 
lives of primary care physicians.  They will be three of the provisions of a new 
health care peace treaty.  Physicians will enjoy these three benefits if they are 
willing to take on the jobs of spending today’s vast but finite dollars more 
carefully, to care for everyone well, by providing or authorizing only needed care 
and by weeding out clinical waste in diagnosing and treating patients’ health 
problems.   
 
Second, we raise this idea today because we believe that primary care is so 
important and in such bad trouble, both in Massachusetts and nationally, that 
much bigger steps must be taken to avoid an accelerating down-spiral of primary 
care physician supply.  It is essential to work quickly to retain today’s primary 
care physicians and to begin to attract more.   
 
Third, we believe that financially effective and politically acceptable cost control 
requires much greater reliance on highly-trained, competent, self-confident, 
energetic, kind, and personable primary care physicians.   
 
Fourth, we believe that a number of voluntary, small or medium-size, and 
innovative options for care delivery and financing need to be pursued 
simultaneously to contain costs, sustain universal coverage, and improve 
appropriateness of care in Massachusetts.   
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The patient-centered medical home, sketched by Goroll and colleagues, is one 
such option. 14   It features capitation for primary care only.  Goroll and his 
colleagues propose capitation rates that would be adequate to boost primary 
care physicians up to the $250,000 level and also enough to hire other primary 
caregivers to work on teams with physicians.  These expanded primary care 
teams promise to better address patient needs for both chronic care and acute 
episodes.   
 
 
We suggest a somewhat different option.   
 
It would be to offer risk-adjusted full capitation through primary care physicians.  
In this option, capitation rates would be just about $8,000 yearly in 2009 in 
Massachusetts.   
 
This $8,000 yearly is the share of the $11,100 in this total state’s health spending 
per person in 2009 that is controlled by physicians.  We calculate it in this way.   
 
 
 

First, 83 percent of total health care spending 
is devoted to personal health spending;  15  
these are the services and goods provided to 
individual patients, including visits to the 
doctor, lab work, prescription drugs, or 
surgery.  Excluded are research, 
construction, government public health 
activities, and certain administrative costs 
and profits.   

83 percent of total health 
spending per person of $11,100 
 
= $9,213, personal health 
spending per person in 
Massachusetts in 2009 

  

Second, 87 percent of personal health 
spending is controlled by physicians;  this 
excludes excluding dental care, over-the-
counter medications, and the like.   

87 percent of personal health 
spending per person of $9,213 
 
= $8,015, average personal 
health spending per person 
that’s controlled by doctors 

 

 
 
The capitation rate would be adjusted to patients’ expected risk or cost of 
treatment.  This would make it unnecessary for physicians to try to cherry-pick 
inexpensive patients or to dump costly ones.   
 
Primary care physicians who sought to work under capitation would invite their 
patients to voluntarily enter into this arrangement.   
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Small clusters of 8-12-20 or so primary care physicians could agree to receive 
capitation in common.  They could then share certain overhead expenses 
associated with electronic medical records, decision supports, setting standards 
of care, managing budgets, and the like.   
 
This arrangement could attract some of the many solo, duo, and other very small 
primary care physician groups that otherwise are unattractive to organized 
systems of care.  
 
If patients did follow their doctors into these new capitated arrangements, the 
money would follow the patient.  Medicare, Medicaid, and ERISA waivers would 
be needed to allow this to happen.   
 
To ensure confidence that money would be spent carefully and flexibly to finance 
needed care, the $8,000 capitation would immediately be divided among three 
distinct budgets, each in its own water-tight compartment— 
 

1. one for the incomes of the primary care physicians themselves, and for 
salaries of  their support staff, rent and other office costs, and costs of 
technical assistance with management, budgeting, clinical guidelines, 
conflict resolution, and related functions;   

 
2. one for specialist physicians who consult, perform surgery, and the like;  

and  
 

3. one—the largest—to finance lab work and imaging studies ordered by 
primary or specialist physicians, hospital care, medications, long-term 
care, mental health services, and the rest.   

 
Confidence in this arrangement would rest in large part on its structure:  primary 
care physicians could not make more money by providing or authorizing more 
care or less care.   They would be financially neutral, though they might receive 
small bonuses for competence, kindness, and energy.  All of the money in the 
other two budgets would be authorized by primary care physicians and would 
spent annually, but those budgets could not be over-spent.   
 
This means that primary care physicians would need substantial management 
and financial support.   
 
Confidence in this arrangement would also rest on the aims and orientation of the 
primary care physicians who voluntarily participated in it.  Physicians would serve 
as fiduciaries, not as entrepreneurs.  They would be financially emancipated—
freed of financial incentives to under- or over-serve their patients, and they would 
therefore enjoy clinical freedom to serve their patients as well as possible in light 
of the both the best evidence about how to diagnose and treat patients and the 
total sums available.  They would face no financial incentives to provide more or 
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less care, or to otherwise distort their clinical judgments.  They would accept 
responsibility for balancing the books of health care.  In return for substantially 
higher incomes, an end to payment-related paperwork, and freedom from 
malpractice suits, they would take on these jobs of spending money more 
carefully and more productively. 
 
While there would be ample reasons to trust these groups to self-regulate and 
spend money carefully, robust and simple monitoring would be put in place to 
assure reasonable behavior.   
 
One is white collar crime prevention.  Every $100,000 stolen or otherwise 
misappropriated translates into a year in jail in a safe facility.   
 
A second is access and outcomes monitoring.  This would include measures of 
vertical equity of care in proportion to clinical guidelines and horizontal equity by 
income, race, language, and geography.   
 
 
Paying and protecting hospitals—and hospitals’ relations with the capitated 
physician groups 
 
First, the hospitals and emergency rooms needed to protect the health of the 
public would be identified by state government.  The baseline assumption should 
be that surviving hospitals are needed unless demonstrated not to be needed.   
That’s because  
• so many hospitals have been closed in recent years,  
• aging Americans are likely to need more hospital care,  
• further closings are unlikely to save substantial sums,  
• of the bias of current financing and past closings against generally lower-cost 

community/non-teaching hospitals (especially those located in black/African-
American or lower-income areas), and  

• there has been no correlation between efficiency and probability of closing. 16   
 
As has been done in Maryland since the 1970s, a flexible budget would be 
prepared for each needed hospital. 17  It would assure that revenues adequate to 
finance these hospitals would be available, subject to reasonable and efficient 
operation.  
 
Second, these hospital budgets would be flexible for both volume and case mix.  
This means that fixed costs are covered and variable costs are covered 
separately.  The result is that hospital revenues rise and fall in proportion with 
volume and case mix.  Financial incentives to give more care or less care, or this 
care or that care are eliminated.   
 
Third, all payers pay the same price for the same care, and all care is equally 
profitable, thereby eliminating cross-subsidies by payer or by type of patient.  
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More important, physicians’ and hospitals’ decisions about which patients should 
receive care—and the types of care they should receive—would not be distorted 
by artificially-set prices and profitability.     
 
Fourth, the capitated physician groups would contribute to covering hospital fixed 
costs using money from their third (non-physician) budget.   
 
Fifth, payment of variable costs would be in direct proportion to use of various 
types of hospital care.   
 
Small physician groups would not suffer disadvantageous prices, and large 
hospital groups would not be able to enjoy advantageous prices.  That’s because 
all payers—the new capitated physician groups and Medicare, Medicaid, 
managed care organizations, insurance companies, and other traditional 
payers—would pay the same price for hospital care.  That is the condition 
prevailing in genuine free markets.   
 
As doctors authorized inpatient or outpatient hospital care, their groups would all 
pay the same price for the same care.   
 
 
In conclusion, vast sums are already available to pay for health care in 
Massachusetts.  Today’s $72 billion is enough to pay for the care that works for 
the people who need it.   
 
Without cost control that squeezes out waste, it will be difficult to cover 
everyone—or to preserve and restore primary care or sustain all needed 
hospitals.   
 
The main lessons from decades of failure of efforts to contain health care costs in 
Massachusetts and throughout the U.S. are  
• that cost control through traditional free markets or traditional government 

actions is ineffective and so are gimmicks like tinkering with units of payment,  
 

• that cost control can’t work without solid political support,  
 

• that political negotiations that work to contain cost in other wealthy nations 
are not yet attainable here,  

 

• that better individual care decisions by doctors are the key to squeezing out 
waste, and  

 

• that a political deal or peace treaty needs to be struck with doctors—an 
arrangement that gives doctors an end to fear of being sued, an end to most 
payment-related paperwork, and (for primary care doctors) higher incomes.   

 
New capitation arrangements that are designed for trustworthiness, equilibrium-
seeking, and as much self-regulation as possible;  that combine payment reform 
with delivery reform;  that are voluntary;   and that combine top-down and 
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bottom-up reforms can be crafted to liberate and oblige doctors to act as clinical 
and financial fiduciaries for their patients.  
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Notes 
 
                                                 
1  Health Reform Program calculations from CMS data on personal health spending by state, 
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Thank you to the commission members and staff for this opportunity to share our 
experience with Harvard Pilgrim’s Pay for Performance Program; how it’s designed, 
what it rewards and lessons we’ve learned. 
 
First, some background about the financial models in our network. 
 
 10% PCP’s in Risk 
 60% PCP’s in P4P.  3-10% income at risk. 
 
 24% members with PCP’s in Risk 
 63% members with PCP’s with P4P 
 
 45% of hospitals now have P4P component 
 Expect most of the rest for 2010 
 
What does our P4P program consist of:  Physician Groups 
 
It has been built up over time to include the following elements: 
  
 Infrastructure 
 Process Quality Measures 
 Outcome Quality Measures 
 HIT adoption and use 
 Cost Efficiency 
 
Infrastructure 
 Medical Director Stipend:  Rules and Responsibilities contractually obligated 

Medical Group Stipend:  supports data reports and exchanges, registries, 
communication, individual physician measurement and feedback.  Business Plans 
and Quarterly Milestones reports required. 
 

HIT 
 Follows IOM Core Functions 



Evolved from having something to using it in specific domains on clinical care 
Includes participation in MAehealth Collaborative, NCQA Physician Practice 
Connector. 
Semi-annual survey. 
 

 
 
 
Quality 
 HEDIS measures 
 Change over time to reflect those needing improvement 

Control measures as available.  Current ones include Diabetes HbA1C Control  
(>9, lower is better), LDL < 100. 
Move to control measures a good example of collaboration with the provider 
community.  We piloted the program to ensure it was not overly burdensome, to 
test data collection tools and to be sure we could access necessary lab values. 
Process measures on Asthma, Depression and Appropriate Antibiotic Use 
 

Cost Efficiency 
 
 Generic prescribing 
 Lab Steerage 
 Weighted admits/1000 
 
What does our P4P program consist of:  Hospitals 
 
3 HQA categories:  Target:  90th percentile or 90% score 
 
 Heart Failure (4 measures) 
 Pneumonia (4 measures) 
 Surgical Care Infection Prevention (2 measures) 
 
 
So, does P4P do anything.  Well….  We pull many levers to improve performance, P4P 
is only one.  But we do see improvement almost across the board. 
 
HIT:  % with Maximum points on the survey:  Q207=51%  Q208=71% 
 
Generic:  2006=58%  2008=69% 
 
Weighted admits=3% reduction 07-08. 
 
HEDIS:  Nationally leading performance 
 
Keys for Success. 
 



Long term strategy 
Engaged physician leadership 
HIT as key enabler 
Data, technical and project support 
National benchmarks 
Nationally accepted measures 
Or at least straightforward ones 
Regular feedback on performance. 
 
 
 
But there are limits. 
 
Efficiency is tough as there are no real benchmarks.  Also hard to impact total spend. 
Few Specialist quality measures and existing ones have denominator issues. 
Not enough to overcome underlying majority payment dynamic:  throughput revenue 
stream based on FFS payment for activity. 
Not easily adaptable to PPO or SI accounts which make up over ½ of our membership 
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February 11, 2009 
 
Special Commission on the Health Care Payment System 
Division of Health Care Finance and Policy 
Two Boylston Street, 5th floor 
Boston, MA 02116 
 
Dear Secretary Kirwan, Commissioner Iselin, and Members of the Special Commission on 
the Health Care Payment System: 
 
The Massachusetts Business Roundtable (MBR), through our Health Care Task Force, has 
been engaged in health care reform discussions for more than two decades.  The Task Force 
operates on the premise that all constituencies – employers, consumers, providers, plans and 
the state – have the shared responsibility for addressing health care costs in Massachusetts.  
It is in that spirit that we provide these comments to the Special Commission on the Health 
Care Payment System (Commission).   
 
MBR’s Health Care Task Force has released two reports this decade that examine trends in 
health care spending and offer potential solutions to reduce costs, ideas that have focused on 
accelerating transparency and financial accountability in the marketplace.  The 
recommendations included in this submission draws heavily from Task Force deliberations, 
reports, and MBR’s long-term vision for the state’s health care system. 
 
The Task Force cites a vision for improving the value of the health system articulated by Dr. 
Robert Galvin (a former chair of the MBR Health Care Task Force) and Dr. Arnold 
Milstein, who envision a three-stage, decade-long evolution that will lead to substantial 
reductions in per-capita health spending and improvements in adherence to evidenced-based 
care.  The initial stage of this framework is built on performance disclosure that allows 
purchasers and consumers to evaluate differences in the cost and quality of competing 
hospitals and physicians.  The second stage envisions a substantial increase in the market’s 
sensitivity to hospital and physician performance.  The third stage involves broad-based 
clinical reengineering by hospitals, physicians and delivery systems.  By creating transparency 
and strong performance-based financial incentives, this strategy aims to create an irrefutable 
business case for the health care delivery system to engage in the types of clinical 
restructuring that will achieve significant leaps in quality and efficiency.  This is the strategy 
embraced by MBR’s Health Care Task Force. 
 
The work of the initial stage – transparency – is well underway through the creation of the 
Health Care Quality and Cost Council, the launch of the MyHealthCareOptions website, and 
other state initiatives.  The second phase – consumer and provider incentives – is the natural 



next step and consistent with the work of the Commission.  In fact, the two phases are not 
mutually exclusive. For example, financial incentives could play an important role in 
accelerating provider data reporting.      
 
Critical components for success during the second stage include the retooling of provider 
reimbursement systems.  Following are recommendations from MBR’s Health Care Task 
Force, drawn from its most recent reports.  These ideas are shared to both inform your 
current debate, while also keeping them in the context of a vision for longer-term reform: 
 

1. Pay-for-Performance.  Provider reimbursement should be retooled toward a Pay-for-
Performance model.  A major barrier cited by providers is the lack of a strong 
business case for providers under current reimbursement structures.1  For example, 
one academic medical center reported that a pilot project reduced annual expenses 
for patients with congestive heart failure from $23,000 to $14,000 – but had 
“strongly negative financial consequences because it reduced profitable inpatient care 
while increasing use of poorly reimbursed preventive services.”2 

 
Paying providers for performance relative to defined quality goals is a concept with 
widespread appeal and could lead to expanded investment in quality improvement.  
A major impediment is that individual health plans may have different standards for 
quality performance.  Moreover, each plan may represent only a small portion of a 
provider’s revenue, making it a difficult business case for individual providers to 
match performance to all the varying standards.  Unless payers can agree on 
consistent quality measures, reimbursement systems designed to reward quality may 
have little impact for all but the largest purchasers. 
 
Massachusetts has a highly concentrated insurance market, with three plans 
accounting for roughly 80% of commercial enrollment.  Financial incentives for 
improvement could be quite strong if the state’s health plans adopted consistent pay-
for-performance metrics.  The MassHealth program, which accounts for roughly 
13% of hospital care in the Commonwealth, does not use pay-for-performance 
reimbursement.  The provider business case for improvement would be strengthened 
if the state adopted performance incentives consistent with those now used by 
private health plans.   
 

2. MassHealth Reimbursement Rates.  MassHealth reimbursement rates have 
consistently fallen below the cost of treating Medicaid recipients.  When payments 
from Medicaid or Medicare are insufficient to cover the cost of services, providers 
attempt to negotiate higher rates with private plans – which may result in a “cost-
shift” to private insurance.  For each dollar of MassHealth spending, Massachusetts 
receives one dollar in federal matching funds.  From a state economic perspective, 
setting adequate MassHealth payment rates is more efficient than cost shifting due to 
federal reimbursement of Medicaid spending.  It is important to structure Medicaid 
reimbursement that creates incentives for economic and efficient delivery of care. 

                                                 
1 Solutions for Massachusetts Health Care:2006; Massachusetts Business Roundtable; January 2006. 
 
2 Ibid. 



  
3. Encourage Coordinated Care.  Encouraging change in consumer behavior generally 

requires financial incentives and consequences.  However, MBR’s Health Care Task 
Force supports other kinds of incentives as well, including provider incentives to 
direct high-risk patients to care management programs. Consumers rely on their 
physician for advice.  And while some may argue that managed care’s “gatekeeper” 
model did not work because it was too rigid and narrow, many consumers have 
benefited from the core concept of managed care, which involves preventive services 
and care coordination.  Certainly, any new payment models need to incorporate and 
encourage those important care components and care coordination.  Capitation 
programs, and other risk-sharing mechanisms, may best align incentives between the 
health insurance plans and the provider community.  With the proper controls and 
consideration for the provider's ability to assume risk, this model creates the 
potential to appropriately manage scarce medical resources and care coordination 
without compromising quality of care.   

 
4. Private Provider Incentive Systems.  A number of purchasers have set up systems to 

reward doctors and hospitals for excellent care and for investing in infrastructure 
that has been demonstrated to improve patient safety.  Perhaps the most notable 
program is Bridges to Excellence (BTE), established by General Electric and Verizon 
Communications.  BTE’s Board currently includes MBR members EMC, IBM, and 
Partners Health Care.  Physicians that meet the BTE office infrastructure standards, 
or that demonstrate excellence in specific areas of care, receive an additional 
payment for each covered patient annually.  Perhaps the Payment Reform 
Commission could find BTE’s model for pay-for-performance incentives instructive. 

 
As a group, employers and employees in Massachusetts paid roughly $15 billion for health 
insurance in 2005.  The business community, representing both employers and employees, 
has a significant investment in the success of health care reform in general, in cost savings 
initiatives and, more specifically, in the deliberations of your Commission.  MBR appreciates 
the aggressive timeline you have set and welcomes the opportunity to be part of the 
Commission’s deliberations while we collectively work toward a long-term vision for 
improving the value of the state’s health system.   
 
Sincerely, 

 
 
 

Alan G. Macdonald 
Executive Director  
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Testimony of Cambridge Health Alliance 
Special Commission on the Health Care Payment System 

February 6, 2009 
 
Secretary Kirwan, Commissioner Iselin, and Commission Members: My name is Gerald Steinberg. 
Thank you for the opportunity to present testimony today on behalf of Cambridge Health 
Alliance (CHA) where I serve as Chief Medical Quality Officer and Senior Medical Director. 
 
Before reviewing specific ideas about payment reform for the future, we think it is essential that 
the current assessment of today’s baseline health care reimbursement system continue.  As a 
major disproportionate share hospital and mental health provider, CHA aligns with the testimony 
presented by the Alliance of Massachusetts Safety Net Hospitals and the Massachusetts 
Association of Behavioral Health Systems.  
 
Recent news accounts have provided insights into the disparity that currently exists in private 
and public reimbursements across providers and services.  Strengthening the baseline 
reimbursement for many providers and services is a foundational step that needs to be taken 
prior to implementing new and innovative payment methods.  For example, episode‐based 
payment for mental health services is one approach for consideration, however, current baseline 
mental health rates across all payers do not adequately cover the actual costs of providing this 
care and would need adjustment.   
 
This Commission’s work is very important as we seek to sustain Massachusetts health reform’s 
gains in coverage and, especially in this economic climate, realize best value for our health care 
dollar.  This is an opportunity to evaluate health care processes and outcomes that are valued, 
and then construct the payment system to support those values.  At Cambridge Health Alliance, 
we value a primary care based health system.  Such systems are widely regarded as an efficient 
and equitable way to improve health, reduce the burden of illness, and optimize the use of 
resources devoted to health care.  
 
The payment reforms we recommend focus on creating a payment system for cost effective  
improvements in the health of our populations through a stronger, team based, primary care 
practice within a “medical home “ that is integrated within a delivery system.  In this context, 
new payment methods need to support health maintenance, team based care, valuing of 
patients with complex behavioral and social needs, and also encourage primary care training.  
Success will require shared accountability regarding outcomes and cost. 
 



PAYMENT MODELS FOR PRIMARY CARE, CHRONIC DISEASE MANAGEMENT IN THE MEDICAL 
HOME 
• Today’s health care financing system is largely driven by fee‐for‐service, with greater 

reimbursement tied to procedure‐based, complex care, and proportional to the number of 
services provided.  This volume driven system does not address the need for alignment of 
incentives between providers and payers, or between revenue and outcomes.  A new 
payment system must support the transition from volume to value, and create the 
alignments that increasing numbers of stakeholders recognize as essential.  

• We recommend consideration of reforms that align financial incentives with the goals of 
better prevention, wellness, coordinated patient‐centered care, best outcomes, and optimal 
utilization.  These reforms should include enhanced payments for primary care, chronic 
disease management, and integration of mental health and substance abuse services.  This is 
somewhat new terrain, with some progress thus far but no ideal system.  However, based 
upon what has been learned a variety of approaches could be considered, tested, and 
demonstrated. 

• CHA has some experience in these efforts beginning in 2001 as one of several sites involved 
in a national Robert Wood Johnson Foundation initiative.  We implemented a team based 
Planned Care Model for Chronic Disease across our primary care sites to improve outcomes 
for patients with childhood asthma, adult diabetes, and depression.   

• Our work for children with asthma illustrates the important gains that can be made in 
improving health, reducing avoidable hospitalizations and emergency room care, and, 
ultimately, cost savings.  As a result of this program:  

• Inpatient admissions for children enrolled in the asthma program decreased 90%, 
from 9% in 2001 to 1.2% at the end of last year (N=2,455). 

• Emergency department use declined 65%, from 20% to 7% during the same period, 
improving the patients’ health while saving payers the costs of the avoided inpatient 
stays and emergency department visits. 

• It is worth noting that these payer savings were lost revenues for hospital based care 
that CHA did not have the opportunity to provide.  Please understand that we are 
fully committed to care that keeps patients well.  This is noted only to illustrate the 
lack of alignment between current payments and quality of outcomes. 

• In addition, many primary care activities we provide today that are essential to health 
improvement are non‐reimbursable under the current system.  These include care 
coordination for chronic disease, increased access for patient visits, culturally and language 
appropriate visits, physician‐directed group visits, phone or personal outreach to hard to 
reach populations, and other team based functions essential to good care.  

• To achieve the goals outlined above, we support a “medical home” platform.  Episode‐based 
payments, global payments, and modified capitation with quality‐focused pay‐for‐
performance features are payment systems worthy of consideration, but it is critical that we 
be thoughtful in regard to risk and risk sharing given providers’ limited ability to bear risk at 
this point.  This is especially true of safety net providers.   

• Demonstration models might be the best next step.  CHA has some of the infrastructure and 
clinical expertise necessary to implement such models.  We have an integrated primary care 
based delivery system along with sizable patient panels covered in public programs 
(Medicaid, Medicaid Managed Care, Commonwealth Care, and Health Safety Net Fund).  We 
also are linked to a provider‐sponsored safety net health plan (Network Health).  CHA is 
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interested in partnering to further develop and demonstrate these new models for our 
patient population.  

 
CURRENT PAYMENT SYSTEM CASE‐MIX DOESN’T REFLECT RESOURCE INTENSITY 
• Whatever new models are considered, careful review of the “sensitivity” of the current 

payment system is needed.  While there are national efforts to improve the validity of 
traditional case‐mix payment adjustments, these efforts do not address the resource 
intensity required for and the “social complexity” of safety net populations.  Patients who 
lack means and face complex life circumstances like homelessness require extra social work, 
outreach, and cultural or linguistic support.  These aspects of health care are crucial to good 
health outcomes and deserve support. 

• The current case‐mix system for mental health and substance abuse, in particular, doesn’t 
work.  These services are categorized as "low case‐mix" even though the resource intensity is  
high, and increasingly patients present with multiple diagnoses, including mental illness and 
substance abuse together, and concomitant medical conditions.  

• In addition, these case‐mix systems figure into Medicaid, Commonwealth Care and Health 
Safety Net Fund rate development.  As referenced above, case‐mix system based Medicaid 
inpatient rates do not reflect the actual costs for core secondary care provided by 
disproportionate share hospitals and many community hospitals.  The Health Safety Net Fund 
is based on the Medicare model, which does not adequately reimburse for the high 
proportion of outpatient care utilized by the uninsured and for mental health services.   

• This places an added financial burden on disproportionate share providers with concentrated 
roles in caring for underserved populations who depend on government health care.  

 
GME PAYMENTS SHOULD BE DIRECTED TOWARD PRIMARY CARE  
• Finally, if we value a primary care based system, it’s important to have attractive and 

sustainable primary care training; otherwise, we will not have the necessary clinicians to 
build a system more dependent on primary care.  After trainees finish their education we 
also need to be able to provide adequate compensation. 

• Medicaid graduate medical education payments have historically been tied to that portion of 
physician training that is done in the inpatient hospital setting.  A significant proportion of 
the training for primary care is located in outpatient settings and, therefore, goes 
unreimbursed in the Medicaid GME reimbursement.  CHA has recently expanded its primary 
care residency program by 24 Family Medicine residents, yet this is not appropriately 
recognized in current reimbursement.  

 
Thank you for the opportunity to present testimony.  Cambridge Health Alliance is committed to 
be a partner in this work and is available to Commission members for follow‐up. 
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February 10, 2009 
 
 
Dova Romelus 
Division of Health Care Finance & Policy 
Two Boylston St., 5th Floor 
Boston, MA   02116 
 
Dear Ms. Romelus: 
 
I am writing in response to a meeting notice passed on to me by the CFO and Senior Vice 
President of Northeast Health Systems (see attached).  I was unable to attend the 
February 3rd meeting, but do wish to provide some comments in writing to you. 
 
As a preface to my comments, please be aware that the organization that I am the 
Executive Director of was affiliated with Partners Community Health Plan (PCHI) from 
2000 to YE 2006.  Currently, and since 2007, the Northeast PHO is an independent 
Physician Hospital Organization (PHO), non-affiliated with any major network and 
jointly owned by a Physician Organization (New England Community Medical Group) 
and Northeast Health Systems.  My comments are as follows: 
 

• From 1990-2000, the major health plans of Massachusetts had substantial market 
penetration and power.  Throughout that decade they kept physicians’ payments 
flat with no increase. That was the background for the discussions between 
Partners and BCBSMA. 

• The Commonwealth has the distinction of having a very high cost of living 
including, but not limited to, the cost of housing. 

• As a result of this market power, the fees paid to physicians (practicing in 
Massachusetts during this decade) were below the rest of the country when taken 
at face value.  When the cost of living in MA, and the related cost of financing 
and managing a practice and employing staff in MA were included, the payment 
rates were not sufficient to support most practices, especially Primary Care 
Practices. 

• Recruitment of physicians to practice in Massachusetts became almost impossible 
and is still difficult.  Salaries offered in other parts of the country are higher and 
the cost of living lower. 

• Physicians are being encouraged to adopt new technology in their practices.  The 
cost of purchasing and implementing an Electronic Medical or Health Record 
(EMR/EHR) is borne with few exceptions by the provider and/or the health 
system with which the practice is affiliated.  Eighty-eight (88%) of the PHO’s 
Primary providers and 66% of PHO Specialties have paid for and implemented 
this technology. 
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• Hospitals are likewise required to adopt new technology that increases patient 
safety, such as Computerized Provider Order Entry (CPOE), Smart Pumps, and 
bar coding of pharmaceuticals.  No one disagrees with the goals and the need to 
improve patient safety; however, there is no increase in payment to support the 
purchase or the resources needed to implement the technology. 

• Hospital margins in Massachusetts are very thin. 
• The major HMOs in Massachusetts are among the highest quality providers 

nationally and have very high levels of consumer satisfaction.  This is a result of 
provider (physician and hospital) performance, provider affiliations with health 
plans, as well as the quality of health plan administration.  Do not throw the baby 
out with the bath water as you seek to lower costs. 

• The Alternative Quality Contract (AQC) model offered by Blue Cross Blue 
Shield of Massachusetts is a global capitation model which removes the risk of 
the cost of care from the insurer and puts that risk entirely onto the providers.  
The majority of providers do not have sufficient reserves or infrastructure to take 
on the risk of this payment form without considerably more investment.  Forcing 
this on providers will be a disaster for consumers as well as providers.  Only a 
small portion of the contract relates to Quality Care. 

• The health plans do not provide cost data to providers unless they have assumed 
full risk for their population.  Therefore, the majority of providers do not have the 
comparative data to be able to determine where excess costs are, and how to 
wring costs and utilization out of the system. 

• Excess costs in the health care system can be better controlled via technology 
implementation coupled with the right incentives.  Paying providers less is not the 
correct solution.  Rather incentives in the form of shared savings for reducing 
costs make far more sense, as well as requiring transparency of data and costs by 
the health plans. 

• The migration of well financed Academic Medical and Tertiary Centers into the 
community marketplace creates an unfair competitive model and will only serve 
to increase capital spending and the cost of actual care delivery, in addition to 
duplicating services and technology. 

• Academic/Tertiary Medical Centers are paid more to care for complex, very sick 
patients, and that is as it should be.  They should not be paid more than the 
community providers to provide the same secondary services in a community 
setting that are currently being provided by local provider systems located within 
that community. 

• The Commonwealth must be careful that whatever cost control methodology it 
adopts, it does not reduce the current quality of care provided.  The model should: 

o Ensure that a sufficient volume of cases are available to be able to 
demonstrate cause and effect in the analysis.  For example, in the GIC 
tiering of specialists, the vast majority of specialists default to the middle 
tier due to the insufficient of data in the treatment groups the GIC has  
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chosen; the tier is not based on performance.  Also, each health plan uses 
it’s own data and benchmarks versus MHQP or Mercer data which are 
more valid and robust.   

o Recognize that the goal needs to be to improve systems of care and 
therefore evaluate providers’ performance in aggregate to demonstrate 
improved quality and lowered costs 

o Focus of change needs to be system and population-based and not the 
individual provider and individual patient 

o Avoid penalizing small independent provider systems while rewarding 
larger employed physician systems.  Improvements over baseline should 
be the goal and goals reset in reasonable timeframes. 

 
• Consumers need to have responsibility for controlling health care costs either 

through education, incentives or benefit design.  However, the Commonwealth 
needs to realize that large deductibles result in more bad debt for providers. 

• The Commonwealth of Massachusetts has legislated a large number of mandates 
to be included in health insurance plans offered in Massachusetts. Removing or 
modifying these, as well as some of the other benefit design requirements in MA, 
would be a good place to begin the evaluation process for lowering costs.   

 
Thank you for taking the time to review my thoughts. 
 
Sincerely, 
 
 
 
Jeanne M. Holland 
Executive Director 
 
JMH/ss 
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Path To Payment Reform in Massachusetts 
adapted from charts by 
Norbert Goldfield, MD 

 
1. Payment Methodology 

Year 1: Objective 
• Reduce inpatient payment resulting from preventable post admission complications 
• Reduce payment for preventable readmissions 

 
Year 1: Implementation 

• Reduce payments if you are above a pre‐determined (ie 25th) percentile of performance for 
either potentially preventable complications or readmission. 

• Alternatively may elect to utilize admission DRGs to address complications and identification 
of readmission rates. 

• Development of Episode of illness payment system to include hospitalization and physician 
payment and 60 days post discharge. Risk needs to be transferred steadily rather than 
rapidly so as not to create barriers for low income populations and/or serious chronically ill 
and not imperil hospital finances. Implication: build corridors to determine max/min 
financial change year on year. 

 
Year 2: Objective 

• Implement a visit based bundled outpatient payment system with incentives for the 
efficient use of ancillary services. Can be accelerated to year 1. 

• Bundle inpatient physician payments into hospital payment 
 

Year 2: Implementation 
• Implement outpatient PPS (EAPGS) similar to NYDOH implementation which packaged 

(bundled) in many ancillary services into each outpatient visit. This can be implemented in 
Year 1 if politically feasible. 

• Completion of Episode of Illness payment system to include LTC payment for hospitalization 
and 60 days post discharge and 30 days pre hospitalization for elective hospital procedures.  

 
Year 3: Objective 

• Transition to best practice pricing for inpatient and outpatient care directly or by allowing 
hospitals to discount payment amounts and share part of discount with patients in order to 
attract increased patient volume. Can be accelerated to year 2.  

• Episode of illness payment begun defined as hospitalization and 60 days post discharge. (see 
under year 1 and 2 implementation)  

 
Year 3: Implementation 

• Pricing for Inpatient and Oupatient Care at the best 25th percentile price and allowing 
competetive discounting. This can be done in year 2 if politically feasible 

 
Year 4: Objective 

• See Year 4 under Managed Care Plans and Disease Management  
 

Year 4: Implementation 
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• Pay by capitation for entities that are able to organizationally as long as providers, payers 
and patients have available information pertaining to preventable readmissions, avoidable 
initial hospitalizations, expensive ancillaries including pharmaceuticals, consumer 
engagement/confidence and other appropriate outcomes measures     

 
2. Alignment of Incentives across Payers 

Year 1: Objective 
• Notify payers they must reduce any payment increase due to complications and 

readmissions in year 2 
• Require payment systems of all payers to provide inpatient financial incentive for lowering 

length of stay and cost  
• Begin four year transition to an episode/global payment system  
• Begin four year transition to medical home payment system 
 

Year 1: Implementation 
• Legislation specifying rules for all payers specifying that, for example, potentially 

preventable readmissions needs to be decreased. 
• The second legislative option is that a methodology is mandated to decrease readmissions 

for all payers. 
  

Year 2: Objective 
• Reduce payments for preventable post admission complications 
• Reduce payment for preventable readmissions 
• Implement outpatient payment system 
 

Year 2: Implementation 
• See Year 2 Payment Methodology 

 
Year 3: Objective 

• See under Year Three for Payment Methodology 
 

Year 3: Implementation 
• See Year 3 Payment Methodology 

 
Year 4: Objective 

• See Year 4 under Managed Care Plans and Disease Management  
 

Year 4: Implementation 
• See Year 4 Payment Methodology 

 
3. Managed Care Plans and Disease Management 

Year 1: Objective 
• Provide incentives with respect to the classification system to Managed Care Plans and 

Disease Management to focus on improving coordinated care rather than simply increasing 
risk score 

• Use metrics than can then be equally applied to the Medical Home and finances.  
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Year 1: Implementation 
• Discontinue current use of HCC's and move to a categorical model non gameable model 

similar to DRGs. 
• Provide reports to Manage Care Plans specifying rates of  preventable readmissions, 

avoidable hospitalizations, use of expensive ancillaries. As with hospitals/physicians lower 
rates of utilization, with appropriate risk adjustment, deserves reward 

 
Year 2: Objective 

• Provide feedback and payement  incentives to Managed Care Plans, Disease Management 
focused on preventable readmissions and avoidable initial admissions 

 
Year 2: Implementation 

• Adjust capitation payment rates for Managed Care based on excess preventable 
readmissions, avoidable initial hospitalizations and excessive expensive ancillaries 

 
Year 3: Objective 

• Integrate Managed Care, Disease Management, Medical Home using common categorical 
metrics for each kind of health care encounters: year long person based episodes, 
ambulatory visits, hospital stays (including readmissions).  

 
Year 3: Implementation 
 
Year 4: Objective 

• Provide similar feedback and payment incentives to all organizations providing coordinated 
care (i.e. taking risk for any type of bundle including LTC organizations). This similar 
feedback and incentives includes preventable readmissions, avoidable initial admissions, 
discretionary ancillary services, and episode bundled payments. 

• Pay by capitation ‐ see implementation 
 
Year 4: Implementation 

• Pay by capitation for entities that are able to organizationally as long as both providers and 
payers have available information pertaining to preventable readmissions, avoidable initial 
hospitalizations, expensive ancillaries including pharmaceuticals, consumer engage‐
ment/confidence and other appropriate outcomes measures  Can be done in Year 3 if 
politically and organizationally feasible.   

 
4. Medical Home  

Year 1: Objective 
• For primary care physicians with efficient use of ancillary services and specialist referrals 

increase fee for service payments 
 
Year 1: Implementation 

• Retrospective Adjustment prospective applied. PCPs within a geographic area must be able 
to choose (as a group ‐ could be led by MMS for example) which ancillary services are 
initially bundled. There should be upside risk only in initial implementation. 
 

Year 2: Objective 
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• Provide additional fee for service payment increases to primary care physicians with 
efficient use of hospitalizations, readmissions and emergency room visits 

 
Year 2: Implementation 

• Identify a starter set of avoidable hospitalizations, readmissions, emergency rooms with 
quantifiable savings. These are placed firmly within the world of ambulatory sensitive 
conditions ‐ ie things PCPs can impact. This starter set MUST be adjusted for the overall 
burden of illness of the PCP population and then list must be agreed to by PCPs. Upside risk 
only in initial implementation. 

 
Year 3: Objective 

• For primary care physicians with inefficient use of ancillary services and specialist referrals 
decrease fee for service payments 

 
Year 3: Implementation 

• Share of savings for best performers funded by annual performance gains and 
resdistribution from poor performers. 

 
Year 4: Objective 

• Provide additional fee for service payment decreases to primary care physicians with 
inefficient use of hospitalizations, readmissions and emergency room visits  

•Also see Year 4 under Managed Care Plans and Disease Management  
 
Year 4: Implementation 

• See Year Four Managed Care Plan 
 

 
5. Consumer Empowerment/ Engagement  

 
Year 1: Objective 

• Produce public comparative hospital reports that include length of stay, cost, mortality, 
complication rates and readmission rates 

• More closely link selection of services to member costs (benefit design). 
• Increase Consumer Confidence/Empowerment via both primary care physicians (medical 

home) and overall within the state   
 
Year 1: Implementation 

• Pilot testing of two instruments: one in PCP offices and one via DPH/ Health Care for All  
 
Year 2: Objective 

• Produce public comparative reports on outpatient care.  
• Confidential reporting of empowerment results to PCPs and public reporting of DPH/ HCFA 

empowerment results by geographic area together with intervention results.  
 
Year 2: Implementation 

• Implementation of educational interventions in 10 sites throughout the state to increase 
consumer confidence 
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• Feedback of consumer confidence results w interventions  to ALL PCPs participating in 
medical home 

 
Year 3: Objective 

• Produce public comparative reports on episodes of care 
• Upside Payment potential for PCPs based on increased patient empowerment or 

confidence.   
• Upside payment potential for greatest percent improvements by regional geographic areas 

 
Year 3: Implementation 

• Higher co‐pays for ED utilization for non emergent care (etc) once consumer confidence/ 
empowerment reaches a certain level (.e.g patients with schizophrenia are exempted).  

 
Year 4: Objective 

• Downside risk possible for PCPs.  
• Downside risk possible for consumers who have achieved a certain level of confidence/ 

empowerment (i.e. tiering)  
 
Year 4: Implementation 

• See Year 4 Payment Methodology 
 



Reform Objective Year 1 Year 2 Year 3 Year 4

Pay for Performance

▪Reduce inpatient payment resulting from 
preventable post admission complications
▪Reduce payment for preventable readmissions

▪Implement a visit based bundled outpatient 
payment system with incentives for the 
efficient use of ancillary services. Can be 
accelerated to year 1.                         
•Bundle inpatient physician payments into 
hospital payment

▪Transition to best practice pricing for inpatient 
and outpatient care directly or by allowing 
hospitals to discount payment amounts and 
share part of discount with patients in order to 
attract increased patient volume. Can be 
accelerated to year 2. •Episode of illness 
payment begun defined as hospitalization and 
60 days post discharge. (see under year 1 and 2 
implementation) 

See Year 4 under Managed Care Plans 
and Disease Management 

Alignment of Incentives 
across Payers

▪Notify payers participating in Connector or 
Private Payers, they must reduce any payment 
increase due to complications and readmissions 
in year 2
▪Require payment systems of all payers in 
Connector to provide inpatient financial incentive 
for lowering length of stay and cost                         
•Begin four year transition to an episode payment 
system consistent with government payers
▪Begin four year transition to medical home 
payment system consistent with government 
payers

▪Reduce payments for preventable post 
admission complications
▪Reduce payment for preventable 
readmissions
▪Implement outpatient payment system 
consistent with government payers

See under Year Three for Pay for Performance ▪See Year 4 under Managed Care Plans 
and Disease Management 

Managed Care Plans and 
Disease Management

▪Provide incentives with respect to the 
classification system  to Managed Care Plans and 
Disease Management  to focus on improving 
coordinated care rather than simply increasing 
risk score.                                                          
•Use metrics than can then be equally applied to 
the Medical Home and finances. 

▪Provide feedback and payement  incentives 
to Managed Care Plans, Disease 
Management focused on preventable 
readmissions and avoidable initial 
admissions

▪Integrate Managed Care, Disease 
Management, LTC, Medical Home using 
common categorical metrics for each of the four 
kinds of health care encounters: year long 
person based episodes, ambulatory visits, 
hospital stays (including readmissions). 

•Provide similar feedback and payment 
incentivees to all organizations providing 
coordinated care (i.e. taking risk for any 
type of bundle including LTC 
organizations). This similar feedback and 
incentives includes preventable 
readmissions, avoidable initial admissions, 
disceretionary ancillary services, and 
episode bundled payments. 
•Pay by capitation - see implementation



Reform Objective Year 1 Year 2 Year 3 Year 4

Medical Home 
▪For primary care physicians with efficient use of 
ancillary services and specialist referrals increase 
fee for service payments

▪Provide additional fee for service payment 
increases to primary care physicians with 
efficient use of hospitalizations, 
readmissions and emergency room visits

▪For primary care physicians with inefficient use 
of ancillary services and specialist referrals 
decrease fee for service payments

▪Provide additional fee for service payment 
decreases to primary care physicians with 
inefficient use of hospitalizations, 
readmissions and emergency room visits 
•Also see Year 4 under Managed Care 
Plans and Disease Management 

Consumer 
Empowerment/Engagem
ent

▪Produce public comparative hospital reports that 
include length of stay, cost, mortality, 
complication rates and readmission rates               
▪More closely link selection of services to member 
costs (benefit design).                                             
▪Increase Consumer Confidence/Empowerment 
via both primary care physicians (medical home) 
and overall within the state  

▪Produce public comparative reports on 
outpatient care.                              
•Confidentail reporting of empowerment 
results to PCPs and public reporting of DPH/ 
HCFA empowerment results by geographic 
area together with intervention results. 

▪Produce public comparative reports on 
episodes of care.                                                 
•Upside Payment potentyial for PCPs based on 
increased patient empowerment or confidence.  
Upsidepayment potential for greatest percent 
improvements by regional geographic areas

•Downside risk possible for PCPs.  
E4Downside risk possible for consumers 
who have achieved a certain level of 
confidence/ empowerment (i.e. tiering) 



Implementation

Reform Objective Year 1 Year 2 Year 3 Year 4

Pay for Performance
Implementation

•Reduce payments if you are above a pre-
determined (ie 25th) percentile of 
perfomance for either potentially 
preventable complications or readmission.
•Alternatively may elect to utilize admission 
DRGs to address complications and 
identification of readmission rates.
•Development of Episode of illness 
payment system to include hospitalization 
and physician payment and 60 days post 
discharge. Risk needs to be transferred 
steadily rather than rapidly so as not to 
create barriers for low income populations 
and/or serious chronically ill and not imperil 
hospital finances. Implication: build 
corridors to determine max/min financial 
change year on year.

•Implement outpatient PPS (EAPGS) similar to 
NYDOH implementation whch packaged 
(bundled) in many ancillary services into each 
outpatient visit. This can be implemented in 
Year 1 if politically feasible.
•Completion of Episode of Illness payment 
system to include LTC payment for 
hospitalization and 60 days post discharge and 
30 days pre hospitalization for elective hospital 
procedures. 

•Pricing for Inpatient and Oupatient Care at
the best 25th percentile price and allowing 
competetive discounting. This can be done 
in year 2 if politically feasible

•Pay by capitation (including LTC services)
for entities that are able to organizationally as 
long as providers, payers and patients have 
available information pertaining to preventable 
readmissions, avoidable initial hospitalizations, 
expensive ancillaries including pharmaceuticals, 
consumer engagement/confidence and other 
appropriate outcomes measures    

Alignment of Incentives 
across Payers
Implementation

•There are two options, broadly speaking 
for Connector and/or All Payer 
implementation: legislation needs to be 
implemented specifying rules for all payers 
specifying that, for example, potentially 
preventable readmissions needs to be 
decreased. 
•The second legislative option is that a 
methodology is mandated to decrease 
readmissions for all payers.

See Year 2 P4P See Year 3 P4P See Year 4 P4P



Reform Objective Year 1 Year 2 Year 3 Year 4

Managed Care Plans and 
Disease Management
Implementation

•Discontinue current use of HCC's and 
move to a categical model non gameable 
model similar to DRGs. 
•Provide reports to Manage Care Plans 
specifying rates of  preventable 
readmissions, avoidable hospitalizations, 
use of expensive ancillaries. As with 
hospitals/physicians lower rates of 
utilization, with appropriate risk adjustment, 
deserves reward

•Adjust capitation payment rates for Managed 
Care based on excess preventable 
readmissions, avoidable initial hospitalizations 
and excessive expensive ancillaries

•Pay by capitation for entities that are able to 
organizationally as long as both providers and 
payers have available information pertaining to 
preventable readmissions, avoidable initial 
hospitalizations, expensive ancillaries including 
pharmaceuticals, consumer 
engagement/confidence and other appropriate 
outcomes measures  Can be done in Year 3 if 
politically and organizationally feasible.  

Medical Home 
Implementation

•Retrospective Adjustment prospective 
applied. PCPs within a geogrpaphic area 
must be able to choose (as a group - could 
be led by MMS for example) which 
ancillary services are initially bundled. 
There should be upside risk only in initial 
implementation.

•Identify a starter set of avoidable 
hospitalizations, readmissions, emergency 
rooms with quantifiable savings. These are 
placed firmly within the world of ambulatory 
sensitive conditions - ie things PCPs can 
impact. This starter set MUST be adjusted for 
the overall burden of illness of the PCP 
population and then list must be agreed to by 
PCPs. Upside risk only in initial 
implementation.

•Share of savings for best performers 
funded by annual performance gains and 
resdistribution from poor performers.

See Year Four Managed Care Plan

Consumer 
Empowerment/
Engagement
Implementation

•Pilot testing of two instruments:  one in 
PCP offices and one via DPH/ Health Care 
for All 

•Implementation of educational interventions in 
10 sites throughout the state to increase 
consumer confidence.            
▪Feedback of consumer confidence results w 
interventions  to ALL PCPs participating in 
medical home

•Higher co-pays for ED utilization for non 
emergent care (etc) once consumer 
confidence/ empowerment reaches a 
certain level (.e.g patients with 
schizophrenia are exempted). 

See Year 4 P4P



Reform Objective Year 1 Year 2 Year 3 Year 4

.
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TO :    Special Commission  on Health Care Payment Reform 
 
FROM:   Patricia M Kelleher 
   Executive Director, Home Care Alliance of Massachusetts 
 
DATE:    February 6, 2009 
 
RE:    Comments on Payment and Purchasing Reform  
 
 
 
In response to the request for comments, ideas, and recommendations regarding new 
payment models and implementation strategies to reduce the growth in overall state 
spending on health care, the Home Care Alliance of Massachusetts is pleased to provide 
these comments and suggestions. 
 



 
Comments to the Special Commission on Health Care Payment Reform 

Submitted by: the Home Care Alliance of Massachusetts 
 
 
Home health care spending represents only a small part of overall state and MassHealth 
spending.   Yet,  home health agencies provide nursing, therapies and supportive services 
annually to more than 130,000 needy Massachusetts citizens, including nearly 1 in 10 people 
over 65,  as well as to some of the state’s most complex MassHealth clients.  For medically 
complex, technology dependent children, home health is a needed lifeline. For clients with 
chronic diseases such as multiple sclerosis, HIV and diabetes, home health is one of the few 
health care services that assists with both acute medical and long term care “daily living” 
needs.  
 
Yet at present, with the exception of certain managed care models (Senior Care Options),  
the incentives are simply not aligned to maximize home health care’s potential as a sentinel 
service, that could aggressively work with physicians to avoid costly inpatient or nursing 
home care.  Currently,  a physician-ordered trip to the Emergency Room while a patient is 
receiving home health services and has exacerbation of their COPD or infection happens far 
too often; but, it doesn’t have to.   Within this antiquated fee for service, non-performance 
based, fractured delivery system, there are already examples of home health 
agency/physician partnerships that lead to cost effective services to a very medically 
complex cohort of patients in a manner designed to keep them out of the hospital or nursing 
home (See some attached case examples.)   It is our belief that if community based care 
were more creatively utilized,  compensated and incentivized, home health would 
become much more important to the Commonwealth’s efforts to reduce overall costs 
and improve outcomes.    Among our suggestions are the following:  
 

 To encourage care coordination across the delivery spectrum and promote and  
reward efficient, high quality care, the Commission should create a hospital 
readmission reduction bonus pool to be shared by physicians and home health 
agencies. This “gain-sharing” model would incentivize a medical home-like system 
without needing to move immediately to a radical change in payment structure.  
Funds from the pool could come from – and be dependent on – a percentage saving 
on reduced nursing home or hospital days 

 
 To promote better, rather than more care, the Commission should support 

Masshealth expanding the current (single agency) home health episodic payment 
demonstration for certain types of patients or condition.  While moving to episodic 
payment universally for home health would be difficult given that some home 
health is post acute and some is chronic long term care (depending on patient and 
diagnosis), the Alliance believes that the Masshealth could expand the current (single 
agency) home health episodic payment demonstration for certain types of patients or 
conditions.   Getting out of the fee for (nursing, aide, therapy) service box could 
allow agencies to use alternative disciplines, such as medical social workers as 
needed, and new technologies such as remote monitoring.   Episodic payment also 
lends itself to built-in pay for performance incentives. 



 
 To couple payment reform with new delivery models , the Commission should 

recommend that Massachusetts amend it Community First waiver application to 
include coverage for HomeTeleCare remote vital signs monitoring. Home tele 
monitoring is proving effective at reducing costs, and improving compliance for 
clients with certain chronic conditions and histories.   Local and national studies, 
including one just published by the New England Healthcare Institute have shown that 
such telemonitoring can improve patient health outcomes, reduce nursing time spent 
on travel and tasks, reduce hospitalization rates even more effectively than disease 
management programs, and help patients to effectively self manage, ultimately 
preventing the types of adverse events that lead to hospital and nursing home 
admissions. By including the service in the waiver, it would be available to “nursing 
home eligible” and “nursing home at risk” citizens. TeleHomeCare could be part of a 
cash and counseling package where a MassHealth client could “buy” a self directed 
aide for supportive and also benefit from remote medical monitoring by a nurse-led 
team.  

 
 To couple payment reform with evidence based purchasing strategies, the 

Commission should look to home health – and work done for Medicare - for 
support with clinical care management, disease management and patient self 
management.   Already, a number of home health agencies have been certified in the 
Stanford patient self management model.  Others have hired and trained Certified 
Diabetes Educators to bring patient self management strategies to homebound  
community elders.  These models have been tested and hold great promise for 
medically complex patients with multiple co-morbidities and compliance issues,  
especially if expanded in a PCC/home health care management partnership.   

 
 To more broadly support systemic change, the Home Care Alliance would 

recommend that the Commission also consider supporting a change in Nurse 
Practice Act to allow for home health aides to assist with and administer medications 
at home to patients with medically stable conditions.  Replacing just 5% of nursing 
visits with home health aide visits could produce significant savings, possibly enough 
to fund a pay for performance pool.     

 
Thank you for this opportunity to comment on this important work. The member agencies 
of the Home Care Alliance would be happy to provide the Special Commission more detail 
and industry support to work on any of these potential payment or purchasing reform 
suggestions.     
 
 
 
 
1.   Remote Physiological Monitoring: Innovation in the Management of Heart Failure - A 
NEHI report (January 2009)  
http://www.nehi.net/publications/36/remote_physiological_monitoring_research_update 
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Dova Romelus 
Division of Health Care Finance and Policy 
Two Boylston Street, 5th floor 
Boston, MA 02116 
 
Dear Special Commission Members: 
 
Thank you for this opportunity to submit written comments regarding the Special Commission on the 
Health Care Payment System’s implementation strategies and payment models.  In our qualitative 
research report and below we highlight the health care barriers faced by individuals with intellectual 
and developmental disabilities (ID/DD).  This patient population’s health outcomes and costs should 
be considered in discussions of health care system or payment reform. 
 
Considering this population is smart planning due to the following reasons:  

 there is an aging population of individuals with ID/DD with many chronic illnesses  
 individuals are forced to access medical care through emergency room settings     
 failure to identify problems early and the poor management of chronic illnesses may increase 

our overall health care costs.  
 
Four out of the seven key findings or themes in our research report directly relate to the Special 
Commission’s mandate: care coordination, insurance, quality of care, and access. 
 

a. Because of haphazard care coordination practices for adults with ID/DD, individuals 
miss scheduled appointments and/or do not follow up on health treatment plans (lab 
work, filling prescriptions, paying medical bills, scheduling appointments, etc).  The lack 
of care coordination is a major barrier because of the inability of some adults with 
ID/DD to effectively recognize, understand, communicate, and advocate their health 
care needs.   

b. Due to low reimbursement rates, individuals with ID/DD and their caregivers or 
providers have difficulties locating health care professionals who accept publicly 
insured adult patients.  Typical or routine visits with this patient population are not 
short.  In turn, some individuals with ID/DD are referred to emergency rooms (ER). 

c.    Patients with ID/DD are told to go to ERs because of the shortage of community health 
care professionals who are knowledgeable and equipped to deal with specific health 
care and mental health needs of this patient population.  After entrance into the ERs, 
individuals are released and re-enter the ER within a short period of time – sometimes 
the following day.  Respondents reported that individuals in hospitals may be abruptly 
discharged before the weekend if doctors realize there will be no reimbursement for the 
weekend. Patients are improperly discharged without adequate supports in place and 
sometimes sent back to emergency rooms.  

d. As mentioned previously, due to advancements in medical technology, individuals with 
ID/DD are living longer and have multiple health conditions, such as chronic disease.  
A high percent of individuals with ID/DD present complex health conditions, which 
require access to multiple health care specialists and other providers.   Despite this 
fact, individuals with ID/DD lack proper and preventative health care, such as routine 
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physical examinations (some never even are weighed due to lack of equipment) and 
cancer screenings. 

 
Addressing both this population’s health care needs and the report’s findings would result in more 
effective use of the health care system’s funds.  Three of the report’s six recommendations are to 
 

1. Develop and provide formal care coordination for all adults with ID/DD.  Implementing the 
medical home model for individuals with disabilities – including children, youth, and adults with 
ID/DD – would improve quality of care and provide preventive primary health care through 
measures of enhanced communication and coordination between patients and their families, 
staff, and health care providers (comprehensive, primary, and patient-centered care).   

 
2. Reduce reimbursement barriers of health care professionals and community support staff. 

Restructuring reimbursement rates would increase patients’ access to preventive care – not 
ERs.  Rates must reflect actual time spent providing high-quality medical care to this patient 
population.  This will require collaboration between health care professionals, insurers, and 
health systems to determine how current billing codes could be used without creating 
unintended consequences.   

 
3. Improve access to high-quality care at medical practices and hospitals.  Establishing 

safeguards for medical practices and hospitals regarding admission, discharge, and treatment 
planning for individuals with ID/DD would reduce improper, speedy discharges and increase 
patients’ quality of care.  Safeguards would also save the health care system money in the 
long-term.  In addition, the availability of primary care physicians and other health care 
professionals must be increased through various strategies, including special insurance 
programs, reimbursement schedules, and outreach.  

 
Again, an increasing number of individuals with ID/DD are living longer with chronic illnesses and 
continue to face multiple barriers and obstacles in terms of accessing proper preventive care.  
Implementing the above recommendations would provide an avenue so that more individuals with 
ID/DD could access preventive high-quality health care – and many chronic diseases are preventable 
– rather than reactive, poor quality – and more expensive – care through ERs.  Less costly, preventive 
health care services are an integral component of comprehensive care that would reduce the current, 
astronomical costs of the health care system.  Poor management of chronic illnesses, along with this 
patient population’s current improper utilization of health care services, certainly contribute to the most 
expensive and rising costs of the health care system.  
 
Sincerely, 
 
Mandy Nichols, Director of Health Care Policy 
 
Leo V. Sarkissian, Executive Director 
 
 
Inserted on the next page are four of our report’s findings for your review.  If you would like to 
examine the additional identified barriers or findings, please access the full report through the 
following link: 
 
 
http://www.arcmass.org/ArcMassHome/WhoWeAre/ServicesatTheArc/HealthCareProject/HealthCare
ProjectReport2009/tabid/848/Default.aspx 
 
 
 



Insertion of Report’s Findings: 
 
 
VI.  CARE COORDINATION 
 
Care coordination is not a standard practice for patients with intellectual and/or developmental 
disabilities (ID/DD).  Although parent/guardian and community support and health care professional 
respondents had varying definitions for care coordination, they all felt as if care coordination was 
lacking.  For some participants, care coordination was about formal processes that helped patients 
navigate the health care system.  For others, care coordination involved informal systems or 
individuals who stepped in from time to time to facilitate connections between health care providers 
and patients.  Regardless of the formal or informal attributes of care coordination, it was noted by 
many respondents that the complex nature of the health care needs of patients with ID/DD warrants a 
more sophisticated level of care.  In addition, the health care professional interviewees identified good 
models of care coordination. 
 
 
Informal care coordination 
Although self-advocates were not able to identify professional components of care coordination, they 
revealed informal practices they sometimes sought in order to receive help with their medical needs.  
Most often, self-advocates asked for or received help from family members, neighbors, friends, and/or 
service coordinators.  These individuals performed various tasks: (a) paying medical bills, (b) making 
appointments, and (c) filling prescriptions.  In one instance, a self-advocate described how a neighbor 
took matters into her own hands and worked out a solution to his medical needs. 
 

Yeah, Mike’s [alias name] wife.  These are the people that lived on the second floor under us 
... And when she heard about this, she kissed me because I'm like family to her.  And so she 
took—She says, “Martin [alias name], stay, and I’ll take you.  She took me down herself, and 
not only that, they took care of the problem that day.  (Self- Advocate) 

 
Parents/guardians commented that when their adult son or daughter received medial care from 
pediatric health care professionals, care was almost always coordinated.  However, since transitioning 
from pediatric to adult care, all parent/guardian focus groups reported that they experienced a 
fragmented system of care in the adult medical care system. 

 
There's a care coordinator in the [pediatric] office[s].  …I think that makes a huge difference in 
the kind of care that kids get, and I don’t see why it wouldn't work for adults, for this 
population.” (Parent/Guardian) 
 
I think the biggest problem for us, for the parents especially as we're getting older, is the 
system is so fragmented, the adult system.  We were used to a system where the issues were 
coordinated by the medical profession and you could speak to a team, everything was a team 
effort.  And suddenly, they reach the adult world and it’s not.  It's not, it’s an individualized 
thing.  So, I think that the thing we have to really strive for…is to almost force the doctors to 
work as a team.  Now, it took us quite a few years to do that, but we got a team of people that 
talk to each other.  (Parent/Guardian) 
 

Parents/guardians who found a missing or fragmented system of care in the adult medical care 
system stepped in to coordinate their adult son’s or daughter’s medical care.  Parents/guardians 
reported juggling phone calls and various medical appointments. 
 

…I think I have three or four envelopes just on maintaining it [insurance applications and bills], 
plus the yearly physicals, the yearly dental visit, [there are] so many things in managed care.  
(Parent/Guardian) 



 
Balancing a patient’s medical needs is a very difficult task.  As such, parents/guardians who assume 
the role of care coordinator can sometimes feel overwhelmed. 
 

…in the meantime, I’m a parent. I have an allergist, a dermatologist, a gastroenterologist, a[n] 
urologist, a pediatrician. I don’t know if there’s something I left out-- a psychiatrist and a 
dentist. And I have respite staff I’m managing at home. …  And I am looking for my fifth 
behavioral consultant.  (Parent/Guardian) 

 
 
The need for formal care coordination 
Three community support professional focus groups and some health care professional interviewees 
also expressed a need for care coordination.  Patients who do not have an individual to act as their 
care coordinator sometimes missed scheduled appointments or arrived for appointments that had to 
be rescheduled due to a breakdown in communication between providers.   
 

Another story is about a situation with [a] residential provider who set up [a] psychiatric 
meeting but left [the] service coordinator (regional Department of Mental Retardation [DMR] 
case manager) out of loop, which meant a second meeting with consult[ants] had to be set up 
since all information hadn’t been gathered (day, residential, and family); this type of thing does 
happen due to staff from home or day program[s] holding back information and not 
coordinating.  (Community Support Professional) 

 
We just want to make sure they [patients] can keep their appointments….   And coordinate 
their care with other specialists.  (Health Care Professionals) 

 
In situations where community support or health care professionals played the role of care 
coordinator, they found themselves assuming the role of detective, advocate, educator, and/or liaison.  
In some instances, these professionals had to demand services from different providers.  

 
You have to advocate for them.  You sometimes even have to fight for them, basically.  
(Community Support Professional) 

 
Many health care professional interviewees stated the need for care coordination because they did 
not have the time to perform the service.  Care coordinators were described as persistent and 
consistent and viewed as the crucial piece needed in the adult medical world to reinforce coordinating 
care – e.g. follow-up on referrals, prescriptions, and lab work – for patients with ID/DD living with their 
families and in group homes.   

 
I think sometimes when you have someone, when you have a family that is not very involved 
whether because of problems in the family or because, you know, the patient is older and the 
parents have passed on, or because the patient has been institutionalized, [then] there is 
usually less than adequate follow-up in the patients… [They] need support from others in order 
to be able to carry out…recommendations with another physician.   
Health Care Professional) 

 
 
Strategies for care coordination  
In the health care professional interviews, some respondents mentioned other programs that used 
good models that emphasized care coordination.  

 
…Commonwealth Care Alliance has been designated through Medicare Part D to be a special 
needs program.  This is a specific program whose foundation is care coordination. They can 
develop networks and either provide the nursing coordination from their own base or they can 



have health centers or other practitioners work with them to do care coordination.  (Health 
Care Professional)  

 
Personally I use [the] volunteer advocacy program [at BMC] and at this point I have an 
advocate involved with all of my independent patients.  I can say to the advocate, can you 
meet so and so and walk them over to cardiology to see whether they do have an appointment 
and make sure they get in and all that stuff.  (Health Care Professional) 

 
A few of the health care professional interviewees who were familiar with the challenges patients and 
families faced as they entered or continued in the adult medical care world implemented their own 
systems of care coordination.  In some instances, health care professionals assigned a staff member 
to act as the liaison between patients and other providers.   
 

To be honest, nothing worked well until I had our care coordinator because adult doctors and 
pediatricians are never trained; we’re never given any information on what’s available as far as 
…the care coordination [piece]….  The parents will come to me and say what do I do? They’ll 
say I don’t understand what I have to do next. That is what very much triggered me to hire our 
care coordinator to have her become a specialist in all these areas to help the families.   This 
has proven to be extremely helpful not just to me, but obviously more so [for] the families 
themselves.  (Health Care Professional) 

 
 
V.  INSURANCE 
 
Insurance coverage alone does not guarantee access to qualified health care professionals and 
necessary medical services.  Insurance barriers were identified across all focus groups.  Self-
advocates, parents/guardians, and community support professionals revealed two salient concerns:  
patients experience difficulties accessing medical care due to the differences in types of health 
insurance coverage and patients experience difficulties obtaining needed medical care services due 
to the service gaps in health insurance coverage.  In addition, health care professional interviewees 
echoed the shortage of health care professionals and attributed one of the causes to low 
reimbursement rates.  Furthermore, parents/guardians identified their lack of understanding of the 
insurance system as a key issue.  
 
 
Shortage of health care professionals accepting public insurance 
Adults with intellectual and/or developmental disabilities (ID/DD) and their caregivers or providers 
have a difficult time locating health care professionals who accept patients insured through public 
health coverage, such as MassHealth (Medicaid).  Respondents across all focus groups struggled to 
find qualified and knowledgeable health care professionals who accepted new adult patients insured 
through public coverage.   
  

The problem, too, is that our folks are on MassHealth, and that a lot of the primary care 
providers that I’m calling aren’t taking MassHealth.  (Community Support Professional) 

 
I noticed that in most cases, they wouldn’t take MassHealth.  (Self-Advocate) 

 
Some respondents reported choosing a health care professional based solely on their willingness to 
accept publicly insured patients.  Many of those respondents reported that health care professionals 
who accepted MassHealth tended to have limited knowledge and experience working with the ID/DD 
population.  The inadequate number of MassHealth health care professionals created additional 
logistical and geographical obstacles for some respondents.   
 



Some of them said, Yes, I take MassHealth, but I won't take adults.  [Others said,] Yes, I take 
MassHealth, but I only take certain disabilities.  (Parent/Guardian) 

 
It’s hard to find enough doctors…as well as MassHealth physicians.  I searched to find a 
doctor 40 miles away that, finally, was accepting MassHealth patients.  Everybody seems to 
be maxed out and not accepting MassHealth clients.  (Community Support Professional) 

 
Other respondents were left without appropriate and timely specialty medical attention because health 
care professionals, ones they were referred to or located on their own, would not accept their type of 
insurance coverage.  
 

…the dermatologist that we had to make an appointment with wouldn’t make an appointment 
because the [reimbursement] rates were too low, they didn't take MassHealth clients.  So we 
[my daughter and I] had to wait another two months with a mole that could have been a 
melanoma; thankfully it wasn’t.  (Parent/Guardian) 

 
Some respondents reported that their health care professional had once accepted publicly insured 
patients, but then suddenly dropped those patients due to dissatisfaction with the insurance process 
and/or reimbursement rate.  In turn, these patients and their families were responsible for beginning 
the search for and finding another health care professional.  
 

We got a letter one day [from our doctor’s office] that … [stated that they were not taking 
MassHealth patients any more].  [I] called the doctor, …[and] said I'm willing to pay for a while 
until I find somebody else, just keep—[They said,] No, we don’t want any part of it.  [I said,] 
Well, does your — [And they said,] No, we don’t want any part of it.  (Parent/Guardian) 

 
Many community support and health care professional respondents identified the extremely low 
reimbursement rates set by insurance companies as a key barrier.  These respondents said that the 
ID/DD population requires more in office time; thus, reimbursement rates should be adjusted to reflect 
the additional time needed to provide appropriate care. 
 

Typically visits [with individuals with ID/DD] are not going to be short.  Even the sick visits are 
much longer than the usual.  I think it is true for a lot of physicians that it’s not worth it from a 
time perspective point of view.  (Health Care Professional) 

 
…it does take more time.  It is more work. And they [health care professionals] probably 
wouldn’t be so averse to it [seeing patients with ID/DD] if they were reimbursed properly for the 
time it’s really going to take.  (Community Support Professional) 

 
If the patient is covered by MassHealth, the [dental] reimbursement rates are much lower—
about 1/3 to ½ lower.  (Health Care Professional) 
 

In addition to the extended time needed to properly care for patients during medical appointments, 
some community support and health care professional respondents reported that caring for patients 
with ID/DD requires additional administrative time for follow-up or care coordination and time-
consuming billing issues: lengthy waits for reimbursement, e.g. up to one year, and difficult and 
challenging billing processes.  These disincentives caused some health care professionals to drop 
publicly insured patients and others to set caps on the number of patients with ID/DD on their panel.  
 

…some of them, I don’t receive payment ever.  They don’t have the correct family care 
provider, or for some reason or another, things just don’t work out.  It’s a loss.  (Health Care 
Professional) 

 



Systems started to change and we were demanding more paperwork and he [doctor] wasn’t 
willing to… [do a] new way of … business.  (Community Support Professional)  

 
To provide necessary medical services, a few of the health care professional interviewees – those 
who were very knowledgeable of the ID/DD population – were creative when it came to coding their 
performed medical service.  This creativity allowed the health care professionals to receive 
reimbursement for the medical services they felt their patients needed.   

 
…sometimes you have to choose a diagnosis to justify a certain blood draw…it doesn’t always 
fit the paradigm available.…For example, for [individuals with] Down syndrome it is very 
common for them to have hypothyroidism, so it’s routine that you check…and it’s 
recommended that you check, a minimal screening of TSH every year. Also it’s crucial to 
check for vitamin B12 because it’s pretty common they have deficiency.  If Down syndrome is 
the diagnosis … [and] the reasoning [for testing] is for TSH or B12, then Medicare wouldn’t 
pay for it because they don’t consider Down syndrome a reason to get TSH. I leave in the 
diagnosis for Down syndrome, but for the TSH I have to put in another reason to get it.  Like if 
they have chronic constipation, I can use constipation as a reason to get the TSH.  You can 
find other diagnosis that the patient might have to justify the TSH.  (Health Care Professional)  

 
 
Lack of adequate insurance coverage 
In addition to a deficiency in the number of knowledgeable and appropriate primary care providers, 
respondents identified several specialty areas that were also deficient: sign interpreters and language 
translators; nontraditional screening procedures; adaptive equipment; medications; and mental health, 
dental, ophthalmology, and mammography/gynecological health services.  Other insurance 
constraints revolved around limits on the number of times patients could receive certain medical 
services within a one year period, for instance it was reported that MassHealth has stringent limits on 
psychiatric and dental visits in a one year period.   

 
It’s unfunded.  Medicaid should truly pay for the [sign language] interpreters, because we can’t 
have [health care] access without it.  …it’s just a simple reality.  (Community Support 
Professional) 

 
… MassHealth won’t pay for [a] CAT scan if a person is unable to go through with a 
mammogram.  (Community Support Professional) 

 
I have had three cases of breast cancer and one case of rectal cancer in the past year 
because the persons were afraid of or unable to complete a “traditional” screening and 
MassHealth would not pay for other screening.  (Community Support Professional) 

 
Because of gaps in coverage, some individuals and families were forced in to difficult financial 
constraints.  One self-advocate and all parent/guardian focus groups identified costly co-pays and/or 
out-of-pocket expenses as a significant problem.  In turn, some of the adults with ID/DD went without 
needed medical services.   
 

[I am] not going to have [cataract] surgery because [I] can’t afford it.  (Self-Advocate) 
 

…it’s our wages. …I’m going to give … [a psychiatrist] $150 dollars, and then … pay for the 
medicine too?  (Parent/Guardian) 

 
Lack of consumer knowledge of insurance system 
Some parent/guardian respondents reported a lack of understanding of the insurance system as a 
major barrier.  They reported facing many difficulties as they navigated the insurance system.  
Moreover, some respondents felt stigmatized by difficulties experienced using public health insurance.   



 
The [insurance] conversation makes my head spin.  (Parent/Guardian) 
 
…if you have private insurance and you pay for the insurance, [does] that means the doctor 
would take care of you better [when insured by private coverage rather] than having 
MassHealth or having free care?  (Parent/Guardian) 

 
 
III.  QUALITY   
  
Appropriate and positive attitudes, interactions, and processes performed by health care professionals 
and residential staff were essential to receiving high-quality medical care.  Across all self-advocate, 
parent/guardian, and community support professional focus groups, two salient categories were 
identified:  poor and good quality medical care.   
 
 
Poor Quality Medical Care  
 
Every focus group and members from each grouping1 identified different types of negative 
experiences resulting in poor quality medical care.  The five main themes identified were (a) bias 
about and insensitivity to patients’ needs, (b) lengthy waits and rushed medical practice atmosphere, 
(c) negative impact of quality of care based on patients’ behavior, (d) inadequate medical care 
received by patients, and (e) lack of resources. 
 
 
Bias about and insensitivity to patients’ needs 
All self-advocate and parent/guardian focus groups pinpointed different ways that health care 
professionals, including office staff, were insensitive to patients’ needs.  It seemed that some of the 
poor medical care and attention received was connected with negative attitudes and beliefs about 
individuals with intellectual and/or developmental disabilities (ID/DD) and their overall health and 
quality of life.    
 

I  get  a  phone  call  from  her  [secretary at the doctor’s office]  saying   pay   the $3,688.99.   
[And  I  said,]   But    I    don’t    have    that     kind   of    money.   [The Secretary said,]    
Okay,     you’re     not     coming     back     anymore,    you’re     not     coming    back.    (Self-
Advocate) 

 
What I find that is often uncomfortable and awkward is the types of things that they [health 
care professionals] will talk about in front of him [son] with me. …his behavior, they will ask me 
about that-- embarrassing for him.... And most of the time, they won’t even ask or 
acknowledge that this may be awkward… [or say] could we do this in a different way?  
(Parent/Guardian)   
 
I made the mistake of saying that she was at Perkins School for the Blind in a behavioral 
[program]….   So what happened was the nurse and the doctor stood at the door and I held 
my daughter in my arms, took her temperature, helped with the BP cuff and nobody actually 
came and touched her.  (Parent/Guardian) 

 
Self-advocates’ and parents/guardians’ accounts were supported by community support professional 
respondents.  
 

                                                           
1 Grouping include all self-advocate, parent/guardian, and community support professional focus groups 



I’ve met people who have had cataracts that needed to come out.  And the doctor didn’t see 
the need, because the person didn’t read….  (Community Support Professional) 

 
 
Lengthy waits and rushed medical practice atmosphere 
Across all self-advocate and parent/guardian focus groups, lengthy waits and untimely appointments, 
both in emergency rooms and medical offices, were identified as insensitive and not conducive to 
patients’ medical needs.  Irritation arose from some respondents after lengthy waits; some patients 
walked out of waiting rooms before they were seen by nurses or doctors. 
 

Scheduled appointments, they make you sit there for three or four hours.  .... You should take 
me at 12:00.  Instead, they make you wait four or five hours.  They don't care if you die in their 
waiting room.  (Self-Advocate) 

 
…how dare you make this person, who my doctor had already called to say he was coming, 
make him wait?  [The receptionist said,] Well, the emergency room is filled.  I said, I don't 
personally care if it’s full.  I said, Can you see the behaviors he’s having?  He is a wreck.  So I 
whispered in his ear, calmed him down, and they saw him right away, but it was a nightmare. 
(Parent/Guardian) 

 
A good number of respondents felt some patients’ medical needs were not fully understood because 
medical visits were rushed (highlighted previously in communication finding section) and some health 
care professionals did not take time to build relationships with patients before performing medical 
procedures.  In turn, some respondents were reluctant to schedule future medical visits. 
 

Sometimes when you get to the hospital, you don’t even sit down very quick.  He is already 
writing a prescription.  (Parent/Guardian) 

 
…how…they interact with her when she’s sitting in a chair.  I watch everything. So that 
experience, you’re just not in a rush to go...again. So we just pushed that [dental] appointment 
off a little bit more….  (Parent/Guardian) 
 

Others “pushed back” appointments and went without medical care attention due to the lack of 
alternative and more comfortable medical procedures and forms of screening.   

 
 
Negative impact of quality of care based on patients’ behavior 
Three parent/guardian and four community support professional focus groups pointed out that some 
health care professionals had negative assumptions about patients with behaviors, did not know how 
to care for these patients, and/or feared for their safety or that of others.    

 
Some respondents reported that patients were labeled as difficult and sometimes went without 
needed medical services, e.g. preventative and routine screenings, because of behaviors while others 
were heavily sedated in order to receive medical care.  Some patients were referred to emergency 
rooms because medical offices were not trained or equipped to work with them.  

 
…we had three week trials for our daughter at Tufts many years ago, and all it was [was] a 
cleaning, and every time she came in, she was fussing so much, they [dentist] said, she’s not 
cooperating, [and] you’ll have to make another appointment.  We did that three times in a row.  
(Parent/Guardian) 

 
…they [health care professionals] will say not cooperative. Re-see in two years. Well okay, so 
if that keeps going on; and, of course, I’ve done, in my career, lots of historical eye exam 



report studies, you can go back, and the person was not cooperative for five of their past visits, 
which translates into 10 years. (Community Support Professional) 

 
Some respondents stated patients’ behaviors were sometimes vital to uncovering and validating a 
medical condition as well as figuring out the medical problem, especially with patients who were non-
verbal.  Others questioned if behavioral protocols were available to all health care professionals. 

 
Behavior[al] changes are often overlooked that can indicate [a] health issue i.e. bathroom 
frequently, fever, increase in aggression and anxiety, pacing, humming, increase [of] injuries.  
(Community Support Professional) 

 
A few of the respondents reported patients who were prescribed new and different medications aimed 
at correcting those behaviors. 
 

The medication isn’t doing anything at all….  [They keep] putting the dose up and up.  All 
medications, he’s been on it.  (Parent/Guardian) 

 
 
Inadequate medical care  
Across eight focus groups2, many respondents identified that some patients had received incomplete 
or inaccurate medical care services.  Some patients did not receive “normal, routine” medical exams 
and timely, proper medical treatment.   
 

The doctor said, well, we can’t do any more for her.  She needs to go home [Puerto Rico], like 
to die.  …that’s why she made the decision to go to Puerto Rico to take her [daughter] to the 
church, [so] that she should go there and one of the pastors pray for her and [the pastor] told 
her to take her [daughter] to the hospital.  She had to leave the United States where there is 
more help here to go to another country to be able to save her daughter.  (Parent/Guardian) 

 
So they’re [doctors] not really receptive to creative solutions to enhance their care and give 
extra tests, you know, the regular tests that all of us have as we reach adulthood for 
preventative care, whether it’s bone density or mammogram or colonoscopy or whatever. And 
I just found that I run into that a lot.  (Community Support Professional) 

 
I had a woman who had a heart attack, and the ER made us [wait] in the waiting room for 
three hours.  The woman almost died because of the hospital’s neglect.  (Community Support 
Professional) 

 
Some respondents stated that patients did not receive adequate medical care because forms were 
not filled out properly.  Four community support professional focus groups reported the difficulties 
collecting state mandated medical forms – mainly for individuals living in residential homes – from 
health care professionals, and one self-advocate group in Boston described their difficulties collecting 
forms, including those needed for non-medical services.   
 

Oftentimes they [health care professionals] don’t want to give us that time that we need in 
order to have them fill out our forms.  There [are] a lot of things that come up in the course of 
working with a doctor that they need to sort of accommodate our requirements that are caused 
by the state.  A lot of doctors just won’t do it.  (Community Support Professional) 

 
She [health care professional] never mailed it [transportation form].  She never filled it out and 
mailed it back.  (Self-Advocate) 

 
                                                           
2 The groups include three parent/guardian and four community support professional focus groups and one mixed focus 
group of community support professionals and parents/guardians 



The lack of appropriate accommodations, such as examination tables that lower to the floor, in 
medical offices were identified by two parent/guardian groups as poor quality and incomplete medical 
care for patients.       
 

There's no way for them to weigh my son, they have no idea how much he weighs.  There's no 
way to weigh him.  (Parent/Guardian) 

 
Improper, speedy hospital discharges was identified by three community support professional focus 
groups as incomplete and partial medical care.  This resulted in problems when (a) discharge 
summaries and recommendations were not received by those who cared for the patients and (b) in-
home supports were not in place.  Without notice and by ambulance, some patients were discharged 
on Friday nights.  In these instances, many respondents reported that patients usually returned back 
to the hospitals’ emergency rooms within a short period of time.  Sometimes, the discharge summary 
would order patients to be returned to places, e.g. nursing homes, where they did not reside.  
 

…the doctors get it together and realize there isn’t going to be reimbursement for the 
weekend, so they want them out. ...unprepared and very often they're back in the ER by 
Saturday….  (Community Support Professional) 

 
I had a client that was in the hospital, admitted. They discharged him, sent him back to the 
group home one Saturday evening and notified nobody.  (Community Support Professional) 

 
 
Lack of resources 
Across four community support professional focus groups, many respondents identified the lack of 
available resources of agencies and community programs, e.g. residential, as having an affect on the 
quality of medical care for those patients who are served by them.  Funding seemed to be lacking and 
resources looked as if they were spread thin and squeezed to fit the needs of all clients.    
 
Some respondents reported residential staffing shortages.  Residential managers were sometimes 
forced to send relief direct care staff and/or fewer staff than needed to medical appointments with 
patients.   
 

Sometimes it’s just about the disability. If a patient is 200 pounds many [health care 
professionals] will say to the patient, don’t take your clothes off for the exam simply because 
there is only one staff and the [medical] provider doesn’t want to lift them. (Community Support 
Professional) 

 
When I hear about somebody coming out of a psychiatric admission and going back to their 
psychiatrist, and I hear that they have gone with the relief staff, somebody who’s never met 
that person before, and this person had been hospitalized because they were in crisis, first 
thing I say is there’s something really, really, really wrong with that. And it’s not the doctor. So 
we need to care about the people that we support enough to provide a proper advocate for 
that person.  (Community Support Professional) 

 
After going back and forth with them on several people, now, it came back that the hospital 
was baffled that we don’t have… a nurse in every [group] home.  …it’s their perception.  Their 
perception is off.  (Community Support Professional) 

 
The lack of resources available at medical offices also affected patients.   
 

…it’s true, there’s a lot of duplication, there’s a lot of that extra work that’s often required of a 
doctor.  (Community Support Professional) 

 



If we can’t get our own interpreter, we will actually do an appointment without an interpreter. … 
[We] absolutely don’t want to do it, but we will do it. Our nurse [in our program] does sign, 
although she’s certainly not going to be interpreting. But she can sign, so there [are] aspects. 
And obviously, our staff has good skills. But that’s your lowest bottom.  (Community Support 
Professional) 

 
 
 
Good Quality Medical Care 
 
Overall, two self-advocate and three parent/guardian focus groups reported different types of positive 
experiences resulting in good quality medical care.  One main theme emerged: satisfaction with 
overall practice atmosphere. 
 
 
 
Positive practice atmosphere 
Some of the self-advocate and parent/guardian respondents said they felt welcomed when members 
from the medical offices treated them with respect.  Those health care professionals were identified as 
“terrific” and “phenomenal.”  A few self-advocates reported happiness with their health care 
professionals, particularly due to the direct communication with and involvement of patients.      
 

He treats me wonderful and everything else.  He always controls the paperwork, controls 
everything.  He holds nothing back….  (Self-Advocate) 

 
…they took him for another emergency, everybody was on….  [There was a] … nurse… [and] 
two doctors in the room….  And everyone was saying, Sam [alias name], stay here with us.  
They were wonderful.  … it’s who’s on duty; it’s how busy the ward is….  (Parent/Guardian) 

 
Across two parent/guardian focus groups, some respondents pointed out health care professionals 
who spent the necessary time during and outside of appointments to attend to their adult 
sons’/daughters’ medical needs.  Some respondents reported patients who did not need to be 
restrained or medicated because they became comfortable with their health care professional.  A 
smaller number of respondents reported some health care professionals were sensitive and displayed 
patience during medical appointments.  
 

[The doctor] opened the record, and I felt as if there was no one in that waiting room.  She 
proceeded to leaf through the pages and ask us very appropriate questions and was as gentle 
with him on all his vitals, and I felt I was there to assist, and I literally was there, took it all in as 
an observer.  I would recommend anyone [to] see her, she was phenomenal.  I'm just hoping 
she stays in the area…she is great.  (Parent/Guardian) 

 
Many of the parents/guardians took it upon themselves to educate the health care professionals of the 
need to slowly accumulate themselves to the patient (as previously touched on in the knowledge 
section), and some reported health care professionals who were receptive to that message.  
 

When I went there [new dental office], I talked with the receptionist.  …I said that two of my 
sons have special needs.  …that’s basically what I told them [receptionist and dentist], … [that]  
they're shy, and he [one of my son’s] will get real defensive if they [the dentist] do[es]n’t 
explain to him, first, what they’re going to do.  (Parent/Guardian) 

 
Respondents from two parent/guardian focus groups identified some health care professionals who 
had accommodated to their adult sons’/daughters’ needs.  The positive experiences were associated 



with health care professionals who had flexible appointment times and learned to adjust their practice 
in order to accommodate patients.   

 
And now she has a new doctor, we've only been going to her for about eight or nine months, 
but she has been wonderful.  She takes Sara [alias name] in right away and there's no 
lingering.  (Parent/Guardian) 
 
Actually, our dentist accommodates us by giving her the first appointment in the morning.  He 
knows [to see her] before anybody else because she would scream [while waiting] anyway.  
(Parent/Guardian) 

 
…the hospital has been fantastic in how they [have] treated him.  …he had to have anti-
seizure [medication], [so] we stayed with him for every minute.  Then he had to stay overnight 
to be prepped for the colonoscopy.  They had what they call a sitter so we didn't have to stay 
all night with him.  (Parent/Guardian) 

 
 
 
IV.  ACCESS 
 
The ability to access timely preventative and as-needed medical services was vital and very important 
to all groups.  Across self-advocate, parent/guardian, and community support professional focus 
groups and health care professional interviews, respondents reported the barriers faced while 
attempting to access medical care.  The three key categories identified by the respondents were (a) 
problems finding health care professionals, (b) adults with intellectual and/or developmental 
disabilities (ID/DD) who continue to remain with their pediatricians, and (c) lengthy waits and delays 
experienced after locating health care professionals.  However, positive experiences of accessing 
medical services were described by one group (parents/guardians).   
 
 
 
Problems finding health care professionals 
One self-advocate, all parent/guardian, and three community support professional focus groups and 
some health care professional interviewees reported the difficulties of locating health care 
professionals as a salient barrier when attempting to access medical services.  For various reasons, 
all groups identified health care professionals, including primary care physicians (PCPs) and/or 
medical care specialists, as difficult and challenging to find, especially since there were only a limited 
number of adult health care professionals.   
 

…it is a barrier to find a physician for them.  If an adult patient decides to move to an adult 
provider [and]… find internal medicine or family practitioners who have an interest in this 
population, I have found [that to be] very difficult – in my area at least.  (Health Care 
Professional)   

  
It was very limited what I could find out there, who understood autism and [the] family, the 
whole dynamic of my family.  (Parent/Guardian)  

 
Across focus groups and health care professional interviews, multiple respondents reported difficulties 
in finding medical and non-medical care specialists, including dentists, gynecologists, mental health 
specialists, dermatologists, ophthalmologists, sign interpreters, and language translators.  These 
specialists were even more difficult to find if immediate medical attention was needed.  As a result of 
these difficulties, sometimes timely medical treatment was not available.   
 



Well the huge, the biggest issue, which is obviously no surprise to anybody, is … [the] issues 
with mental health – behavioral support – it’s just not there.  (Health Care Professional) 

 
If I have an adult who has development disabilities and they’re not on MassHealth, [then] I 
have no problem getting referrals to general dentists. I can refer them to Mass. General. But 
the minute they find out that … [the patient is insured by] Mass Health, I can’t do it.  (Health 
Care Professional) 

 
In addition to the limited number of available health care professionals, other difficulties faced during 
the search process were identified by many respondents.  These barriers related to health care 
professionals who would not (a) accept MassHealth, (b) work with adult patients with ID/DD, and/or 
(c) accept new patients into their practice.    
  

[There is a] lack of specialists on the adult level who are comfortable and skilled in treating 
adults with ID/DD.  Pediatricians are trained to work with children with disabilities, but not 
adults.  Some do not want to work with adult medical problems.  (Health Care Professional) 

 
To further compound the search, a mix of additional obstacles was faced by many respondents when 
trying to locate health care professionals.  Those barriers included the health care professionals’ lack 
of experience, inflexible appointment times, inaccessible equipment, unfit examination rooms, 
inaccessible buildings, and/or long travel distances, especially in rural areas.  Many were left to 
negotiate and deal with these access barriers. 
 

I’ve seen some people with disabilities who’ve never been examined on a table.  They’ve been 
examined in their wheelchairs.  (Community Support Professional) 

 
 
 
Adults with ID/DD remaining with their pediatricians 
Due to the shortage of qualified health care professionals who specialize in treating adults with ID/DD, 
some adults remain with their pediatrician as the only avenue available.  Multiple participants from the 
parent/guardian and community support professional focus groups and some of the health care 
professional interviewees reported that many adults with ID/DD continue to remain with their 
pediatricians.  One pediatrician reported caring for a patient who was 48 years old.   
 
Some respondents felt comfortable remaining with their pediatricians; however, concerns about 
getting appropriate, age-related medical care were very apparent.  Many respondents raised the 
question of how and/or when one would transition to adult medical care.  Others reported that the 
transition from pediatric to adult care occurred at later ages, for instance age 27 and 40.   
 

[My son is] twenty-five.  I go to neurology and I sit with babies and I’ll say to the neurologist, 
where should we go? [And the neurologist responded,] Really, you can stay here. The problem 
is he doesn’t know where to send us.  Who’s going to see this kid?  He sees…his orthopod, 
his GI, everything…at Children’s Hospital.  (Parent/Guardian) 

 
Some community support and health care professional respondents highlighted the consequent 
problems associated with adults remaining with their pediatric physicians instead of transitioning to 
health care professionals who specialize in adult medicine, including the (a) lack of knowledge of 
appropriate preventative tests and screenings for adults and (b) lack of proper training about issues 
related to aging.  Some of the pediatrician respondents acknowledged these issues; however, they 
were determined to do their best and keep the patient until he/she could locate an adult health care 
professional.   
 



[A] male with MR [mental retardation] came in with advanced bowel cancer symptoms. [This 
was] not discovered or acted upon... Do they see doctors preventatively?  (Community 
Support Professional) 

 
…we get [patients] referred in to us … Children’s Hospital has a huge adult congenital heart 
team….  And the patients are kept here at Children’s because they’re following them into their 
30s and 40s.  It’s unrealistic for pediatric dentists, who really specialize in three year olds and 
six year olds, to see someone who’s 40.  There are adult problems, adult gum problems.  …if 
they’re Mass Health, I have no one to see them.  (Health Care Professional) 

 
 
Lengthy waits once health care professionals were obtained 
After the exhaustive search for a health care professional, many participants across all focus groups3 
experienced another obstacle: additional delays.  If a health care professional was obtained, many 
participants described a delay between the date the appointment was scheduled and the actual 
appointment date.  The long waits were partly attributed to the limited number of available health care 
professionals who were knowledgeable and experienced in ID/DD and adult medicine.  
 

When a patient reaches 18, I [would] love [to] be able to transition them to an adult dentist who 
sees adults with special needs and takes MassHealth in Massachusetts.  And there is 
absolutely no one that I have, that I can refer them to. I have tried to refer them to Tufts.  New 
England Medical Center has a grant to provide dental care for adults with special needs and 
there’s a one-year waiting list.  (Health Care Professional)  

 
Lengthy waits caused concern for many respondents.  Some expressed frustration because there was 
no sympathy expressed from the offices of the health care professionals for those who had to 
withstand unbearable pain for long periods.  Others were worried because the medical care needs 
were further delayed, causing some to question whether the health condition would worsen or not.  
 

I had severe pain that I woke up four or five times a night for four days in a row.  And when I 
called [the receptionist], I said, I have an emergency wisdom tooth  and I found out it’s not just 
a tooth, its part of the actual gum line that's infected as well.  … [I called] some time in June 
and they wanted me to wait until August 30.  (Self-Advocate) 

 
 
Positive access experiences  
On the other hand, the parent/guardian focus groups varied slightly from the other groups because 
they reported some positive experiences while attempting to access care.  Across two 
parent/guardian focus groups, respondents reported that positive outcomes were associated with (a) 
parents’ doctors who “picked up” sons and daughters during the transition period from pediatric to 
adult health; (b) the ease of finding doctors due to multiple insurances, including private coverage; (c) 
the facilities that predominantly worked with individuals with disabilities, such as Tufts; and (d) doctors 
who somewhat identified with the families’ culture, for example health care professionals who were 
Latino/a.    

 
Because my husband and I had the same doctor, he was going to take [our son] on, sight 
unseen.  So that worked out fine… [The doctor] found out [about our son being insured by] 
Medicaid afterwards and [we] kind of…worked out those kinks too.  (Parent/Guardian)  

 
 

 

                                                           
3 Groupings include self-advocate, parent/guardian, and community support professional 
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MPHA Working Group on Public Health in Health Reform/Payment Reform 
Recommendations to Payment Reform Commission 

 
 
Public health is critical to monitoring and protecting the health of residents of the 
Commonwealth, working to prevent disease, injury and death.  Payment for health 
services is necessary but not sufficient for assuring the health of individuals and the 
public.  Medical care services are only responsible for 10% of the health outcomes of the 
public.1 Therefore it is critical that public health infrastructure at the local and state level 
be supported to promote health.   
 
The evidence is clear that environment, lifestyle and behaviors shape the health of 
individuals and populations to a significant degree. Acknowledgment of this fact requires 
provision of resources for a multiple component approach in multiple settings. Given this, 
we recommend that a higher percentage of total health care dollars be dedicated to local 
and state public health infrastructure than the current proportion of 1% or less.  This is 
not solely the charge of the Payment Reform Commission, but we urge you to integrate 
the principle of the significance of public health infrastructure and practice to positive 
health outcomes into your recommendations. 
 
Public health is responsible for assessment, policy development and assurance of health 
services and programs to promote health.  There is also an important role for public 
health in the delivery of health care. This includes, among other things, the benefit 
accrued to health care services from the ability of population-based and community-
based prevention to promote conditions and behaviors that actually reduce chronic 
disease, not just manage it. These efforts significantly increase the likelihood of success 
in clinical settings. In addition, public health has a critical oversight role in promoting 
health care quality.  
 
We offer the following recommendations to the Payment Reform Commission to 
acknowledge the role and expertise of public health in and also to maximize the access to 
and use of preventive clinical services and community-based preventive services.  
 

1. Separate from reimbursement for clinical services, dedicate a payer funding 
stream to help support regulatory, enforcement and traditional population and 
community-based public health services. Of particular relevance to this 
Commission, the Massachusetts Department of Public Health (DPH) has a 
regulatory and enforcement role in relation to the health care system. In 
addition, support for community-based community health workers and their 
training is critical to public health practice. 

 
Funds from this separate stream should go directly to the DPH for its work and 
to distribute to appropriate community-based non-clinical programs and 
initiatives, such as wellness promotion. 
 

                                                 
1 McGinnis JM, Foege WH. Actual causes of death in the United States. JAMA. 1993:270: 2207-2212. 
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2. Bundled payments should maximize meaningful preventive services 
 

● The Department of Public Health should be consulted in determining 
the services to include in bundled rate reimbursement 

● Some health care systems will be able to provide these services in-
house. However, there is a potential role for state and local health 
departments to organize provision of these services by region or 
municipality to support private physician practices. Consider 
Vermont’s current model in which payers contribute to provide 
regional public health nurses  

● Community health workers should be reimbursed as part of some 
bundled service teams. 

● Establish consistent definitions and reimbursement for preventive 
services such as patient education and chronic disease management – 
and assure an expansive definition of who is authorized to provide 
these services in order to maximize access.  

 
3. Adjust for risk in developing rates in order to help assure equitable access to 

quality care for all  
● Rates should reflect risk adjustment in order to enhance payment for 

patients who need additional social supports and more comprehensive 
care such as treatment for multiple diseases. Reimbursement should be 
enhanced for and include comprehensive psychosocial and behavioral 
services as needed. 

Other comments 
 

4. Design benefits to encourage use of preventive services 
● Use benefit design to eliminate co-pays and deductibles for prevention-

related and other critical services, including prescription drugs. 
5. Surveillance and Evaluation 

● Use the data from a) any pilots and b) all-payer claims collected to a) 
better understand impact of prevention interventions and b) to monitor 
health and any emerging health issues as well as access to appropriate 
care across sites of care, region and populations. 

● Assure that health information technology supports population based 
systems as well as individual electronic medical records. For example, 
support use and maintenance of MassCHIP, including an updated web 
based portal and mapping functions. 

● Support population based surveillance systems and their link to clinical 
health service systems. 
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Special Commission on the Health Care Payment System 

http://www.mass.gov/dhcfp/paymentcommission
 
 
TO:  Members of the Special Commission on Health Care Payment System 
FROM:  Michael Bailit 
DATE:  February 13, 2009 
RE:  Stakeholder Input 
 
Introduction 
During the two weeks preceding the Special Commission’s February 13th meeting, on your behalf, Commissioner 
Iselin, Secretary Kirwan’s staff, including Glen Shor, Kelly Driscoll, and Candace Reddy, and I met with a range of 
stakeholder groups.  The purpose of these meetings was to: 
 

• inform the stakeholders about the Special Commission, including its origins, scope and timeline; 
• describe the process by which the Special Commission seeks to engage stakeholders, and solicit their 

input at key junctures in the Special Commission’s work; 
• review the models to be reviewed by the Special Commission, and 
• solicit feedback on the draft payment reform principles discussed by the Special Commission during its 

January 16, 2009 meeting. 
 
We have met with the following stakeholder groups: 
 

• physicians: specialty societies and large independent physician groups; 
• physicians: groups affiliated with hospitals; 
• hospitals: community hospitals; 
• hospitals: teaching hospitals and large safety net hospitals; 
• consumer advocates; 
• organized labor groups; 
• health plans, and 
• community health centers. 

 
In addition, we have consulted with the Executive Director of the Commonwealth Health Insurance Connector and 
briefed the Cost Containment Committee of the Health Care Quality and Cost Council and the MassHealth Payment 
Policy Advisory Board.  Finally, we have scheduled future meetings with a group of employer representatives and with 
representatives of EOHHS and its agencies. 
 
General Observations 
All of the stakeholder groups to which we extended invitations to engage in discussion of the Special Commission’s 
work were eager to participate, and many expressed appreciation for the opportunity to help inform the Special 
Commission’s work.  We spent the majority of each meeting discussing the draft principles.  The stakeholders 
understood that the principles are intended to define a beginning framework for the Special Commission’s work to 
develop recommendations for changing how payment is made for health care in Massachusetts.  They therefore 
approached the task with thoughtfulness.  Understandably, the different groups voiced varying perspectives, although 
there were some themes that were not specific to just one type of stakeholder.   
 
 
 

http://www.mass.gov/dhcfp/paymentcommission


There were a few key points of understanding that we took from these meetings: 
 

1. It became readily apparent in the conversations that terminology was at times an impediment, as simple terms 
often carried different meanings for different groups.  On a couple of occasions stakeholders suggested the 
development of a glossary of terms in order to help avert misunderstanding. 

 
2. Stakeholders all recognized the importance of the work – almost every individual agreed that payment reform 

was critical.  They also, however, realized that a) payment reform by itself would be insufficient to address all 
of the health care cost drivers, and b) change will be extraordinarily difficult, and is not guaranteed to 
succeed. 

 
3. A few stakeholders recommended that the principles be accompanied by a vision statement that specifies the 

outcomes that are being sought through payment reform (e.g., improved patient safety, reduced variation in 
care delivery, etc.). 

 
4. While many feel that better integration of providers will produce better value, there is disagreement as to 

whether real or virtual integration will be necessary to respond to potential changes in payment and realize 
improvements in efficiency, continuity and outcomes. 

 
5. The stakeholders affirmed the notion that broad stakeholder involvement in payment system design will be 

essential to achieving success. 
 
Recommendations Regarding the Draft Principles 
There were a number of valuable recommendations made to improve upon the principles.  Some of the 
recommendation addressed the rewording of existing principles, while others introduced new concepts.  This section 
of the report highlights some of the new concepts that were suggested and which I recommend the Special 
Commission consider: 
 

1. No one payment model will work for all providers or in all regions of the Commonwealth due to the 
heterogeneity of the delivery system. 

2. Payment reform must address the problem of a shortage of primary care physicians. 
3. Payment reform should seek to balance payments for cognitive, preventive chronic and interventional care, 

and be sensitive to the current cross-subsidization occurring within provider organizations as a result of the 
lack of balance. 

4. Implementation should be phased with time and resources dedicated to evaluation, identification of 
unanticipated consequences, and mid-course corrections. 

5. Payment methodologies should be transparent to all, including patients and providers. 
6. Payment reform must be designed with an awareness of the interactive effective of payment model with 

delivery system organization and with health benefit design. 
7. Risk adjustment must contemplate not only differences in health status, but in socio-economic status, since 

lower income groups tend to have lower levels of adherence to clinical instruction. 
 
Based on this and other input, proposed revisions to the principles were drafted for Special Commission member 
review and feedback. 
 
We are scheduled for a second round of meetings with each of the same groups following the Special Commission’s 
fifth meeting, and I will report back to the Special Commission again with stakeholder input at the start of the Special 
Commission’s sixth meeting.   
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Special Commission on the Health Care Payment System 

 
TO:  Members of the Special Commission on Health Care Payment 
FROM:  Michael Bailit 
DATE:  April 2, 2009 
RE:  Stakeholder Input 
 
Introduction 
During the two weeks preceding the Commission’s April 3rd meeting, I met for the second time with 
a diverse array of stakeholder groups.  In some cases I was joined by Commissioner Iselin and her 
colleague Steve McCabe, and by members of Secretary Kirwan’s staff, including Glen Shor, Kelly 
Driscoll, and Candace Reddy.  The purpose of these meetings was to solicit recommendations from 
the stakeholders concerning the payment models that they would like to see the Commission 
recommend in its report to the legislature. 
 
The following stakeholder groups participated in this second round of meetings: 
 

• physicians: specialty societies and large independent physician groups; 
• physicians: groups affiliated with hospitals; 
• hospitals: community hospitals; 
• hospitals: large teaching and major safety net hospitals; 
• consumer advocates; 
• organized labor groups; 
• employers and employer organizations; 
• health plans, and 
• community health centers. 

 
In addition, we consulted with the Health Care Quality and Cost Council and with staff from the 
Executive Office of Health and Human Services.   
 
General Observations 
The stakeholder groups varied significantly in their understanding of the payment model options 
being considered by the Commission, and this affected the ability of the stakeholder groups to 
provide informed recommendations.  When they did formulate recommendations, these 
recommendations varied significantly.  As a result, rather than generalize findings, this memo will 
describe the highlights from my conversations with each of the groups. 
 
Stakeholder Recommendations Regarding Payment Models 
 
Community Health Centers 
Community health centers were most enthusiastic about the medical home model, and urged an 
incremental implementation over a number of years.  They feared effecting a change too quickly 
given the uncertain impact that it might have on CHCs and on low-income patients.  They were also 
supportive of P4P, but wanted it streamlined so that payers used common measures. 
 



While noting that some CHCs were faring quite well with global payment as part of the PACE 
program and with one expressing interest in BCBSMA’s AQC contract, they recalled negative 
experiences with global payment from the 1990s. 
 
The community health centers were more open to the idea of a shared savings reimbursement model, 
wherein providers would have a budget target and would share in the savings should actual 
expenditures fall below the target and access and quality measures be met.  They felt that there 
needed to be separate budget targets for commercial, Medicare, Medicaid and uninsured populations 
to protect providers serving low income populations, and urged a socioeconomic adjustment to 
targets. 
 
Health Plans 
Health plans felt that global payment was the only payment methodology that had been shown to 
address the inflationary tendencies of fee-for-service payment, and recommended it as a preferred 
payment model.  The health plans noted that there is significant variation among providers in their 
ability to manage care with a global payment, and therefore recommended a varied approach to 
implementation, with risk sharing between providers and health plans, risk-adjustment, possibly 
different services included within the payment, and some providers moving more quickly to global 
payment than others.  They further advocated getting provider support for the transition. 
 
The health plans felt that in order to motivate movement towards global payment, fee-for-service 
payments should be indexed to Medicare and capped so that they can be no higher than a percentage 
of Medicare.  Further, annual rate increases should be limited so that global payment is financially 
more attractive than continued use of fee-for-service. 
 
Health plans endorsed the use of a common set of pay-for-performance (P4P) measures from which 
health plans and providers would choose, both for fee-for-service and for global payment 
arrangements.  They felt that P4P amounts would need to exceed the correct scope of 2-4% of total 
payment and extend up to 10-12%, with greater emphasis on efficiency of care delivery. 
 
The health plans did not hold episode-based payments in high regard, feeling that their administrative 
complexity and inability to address the fee-for-service volume incentive were significant limitations. 
 
With regard to medical home, they felt that the concept held promise in theory, but needed to be 
tested, ideally through a multi-payer statewide collaborative.  They also felt that medical home would 
help primary practices build capacity to succeed under global payment. 
 
Finally, some health plans noted that because health plans commonly hold multi-year provider 
contracts, only government regulatory action could initiate and sustain the change process. 
 
Employers 
Employers and employer organizations were most interested in the concepts of medical home and 
global payment, and felt that if it were necessary to only offer providers “upside risk”, as in a shared 
savings approach, it would be worthwhile to do so in order to advance a transition away from fee-
for-service payment. 
 
Employers and employer organizations were of mixed opinion regarding the role of government, and 
focused on the Commission’s principle regarding uniform payment.  Some opposed the concept of 
payment equity, while others expressed openness to the concept, including if there was geographic 
adjustment and a consideration of the use of rate bands rather than common rates of payment. 
 



Finally, employers were interested in how to ensure that employers would realize any savings that 
might accrue from the changed payment methodology. 
 
Large Teaching and Majority Safety Net Hospitals 
With one exception, the representatives of this group of hospitals advocated a cautious, thoughtful 
movement away from fee-for-service payment, viewing global payment as a long-range goal.  They 
express nervousness about the potential impact of global payment on their institutions, and 
advocated multiple trials of other models first.  Their concerns were attributed, in part, to limitations 
to risk adjustment mechanisms and the need to build economic and clinical integration between 
physicians and hospitals in order to succeed. 
 
Consistent with the sentiment of health plans, they urged a movement towards common metrics in 
P4P programs. 
 
The teaching hospitals expressed considerable discomfort with the Commission’s principle regarding 
uniform payment.  This included not only concerns about teaching and research costs, but also the 
higher costs that hospitals have relative to community-based independent outpatient providers 
because of the need for hospitals to have 24-hour standby capacity 
 
Organized Labor 
Organized labor representatives advocated global payment as a preferred payment methodology with 
state regulation of the payment amounts to ensure equity.  They felt that in order to be successful, 
implementation would need to: 

• be phased in; 
• ensure that uniform rates didn’t translate to MassHealth (i.e., low) rates; 
• limit provider liability to protect against financial failure; 
• include technical assistance to providers to help them retool, and  
• contain explicit incentives for medical home investment. 

 
Finally, organized labor representatives felt that insurers should also be asked to change, and 
suggested administrative simplification and reduced administrative spending as areas for attention. 
 
Community Hospitals 
Like the large teaching and safety net hospitals, the majority of the community hospitals advocated 
slow incremental change.  In this case, they advocated the use of common DRG methodologies 
across all payers, and then gradually beginning to test episode-based payment.  The hospitals argued 
that the fee-for-service alternatives were not proven and needed to be tested and assessed before 
adoption.  As with the larger hospitals, the community hospitals worried about the potential financial 
impact on their institutions of a quick movement away from fee-for-service. 
 
As with the group of larger hospitals, there was one hospital that advocated adoption of global 
payment.  In both cases, these were hospitals that reported they currently were having a positive 
experience with global payment. 
 
Physicians from Hospital-Affiliated Organizations 
Physicians from hospital-affiliated organizations recommended a careful movement to global 
payment, and felt that in time it could succeed in all geographic areas of the Commonwealth.  They 
specifically recommended attention to: 
 

• risk adjustment; 



• countering incentives to undertreat with those for access and quality, using transparent 
performance measures; 

• addressing how the model would account for the prevalence of PPO products; 
• helping providers develop infrastructure to be able to manage under a global payment, and 
• adequacy of the rates. 

 
One physician suggested a “shovel ready hybrid” consisting of a portfolio of options for providers at 
different stages of readiness to transform. 
 
This group of physicians expressed the belief that rate equity was an important objective, and that the 
state should regulate payment rates in order to achieve it. 
 
Finally, like the organized labor group, these physicians felt that the health plans needed to “give 
something.”  They suggested either reducing health plan administrative costs as they delegate 
functions to providers, or having health plans invest in practice infrastructure. 
 
Consumer Advocates 
The consumer advocates professed to not knowing whether the end goal should be episode-based 
payments or global payments, but felt it was necessary to go slowly to ensure proper risk adjustment 
(including socio-economic adjustment) to protect high risk populations, and protections against 
stinting or gaming.  They suggested that a first step might be to reduce payment for potentially 
preventable inpatient complications and readmissions. 
 
Regardless of the method adopted, the consumer advocates recommended that methodologies and 
measures be clear to consumers, and fully accessible.  They felt that this meant not only making 
information available, but proactively educating consumers, or paying providers to do so. 
 
While not specific to payment reform, the advocates support efforts to activate and empower 
consumers, reduce benefit design cost sharing for primary care and high value services, and support 
integration with public health through payment reform. 
 
Finally, like many others, they endorsed the use of consistent measures and metrics across payer P4P 
programs. 
 
Physicians from Specialty Societies and Two Large Independent Groups 
This second group of physicians differed significantly in its perspective from the first group.  They 
felt that none of the models were proven, and all should be piloted and tested.  Only primary care 
specialty society representatives recommended one strategy for immediate adoption (the medical 
home). 
 
Some of the physicians expressed great fear of the unknown and unpredictable nature of selected 
alternative methodologies, and especially global payment.  They specifically cited the potential 
adverse financial impact of outliers on practices accepting global payment.  The concept of a shared 
savings approach with no downside risk for the provider was of interest to some, with one 
suggestion that it be tried using a hospital and its extended staff. 
 
In general, this group of physicians felt that efforts to achieve cost savings should focus attention in 
some areas not directly related to payment.  They felt passionately that malpractice reform was 
necessary to curtail significant overtreatment.  They also advocated making patients more 
accountable for managing their own risk factors (e.g., diet and smoking) and adhering to physician-
recommended treatment.  There was sentiment among a few that state action on malpractice reform 
would make physicians more open to payment reform. 



 
Conclusion and Next Steps 
These conversations were extremely enlightening, and should aid the Commission as it conducts its 
deliberations on recommended payment strategies. 
 
I am planning for a third round of meetings with each of the same groups following the 
Commission’s April 10th meeting, and will report back to the Commission again with stakeholder 
input at the start of the Commission’s first May meeting.  I will review the Commission’s draft 
recommendations with each group at that time.   
 
Please feel free to contact me with any questions or feedback. 
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TO:  Members of the Special Commission on the Health Care Payment System 
FROM:  Michael Bailit 
DATE:   May 8, 2009 
RE:  Stakeholder Input 
 
Introduction 
Following the Commission’s April 10th meeting, I met for the third time with a diverse array of stakeholder 
groups. The purpose of these meetings was to share the initial draft recommendations upon which the 
Commission appeared to have reached agreement, solicit reactions to those draft recommendations, and 
request their input in response to two questions yet to be resolved by the Commission: 
 

• How should the amount of global payment, and residual fee-for-service payment, be 
determined? 

• What should be done to help effect movement from the current patterns of health care payment 
to a system that is predominantly one of global payment? 

 
The following stakeholder groups participated in this third round of meetings: 

• physicians: specialty societies and large independent physician groups; 
• physicians: groups affiliated with hospitals; 
• hospitals: community hospitals; 
• hospitals: large teaching and major safety net hospitals; 
• consumer advocates; 
• organized labor groups; 
• employers and employer organizations; 
• health plans; and 
• community health centers. 

 
In addition, the Health Care Quality and Cost Council was consulted.  
 
In earlier meetings I used the term “provider entity” to describe the organization that would receive the 
global payment. In time it became clear that providers were more familiar with the concept of “Accountable 
Care Organization (ACO).”  For that reason, I began to use the term, although it is not clear that this 
conception of an ACO is exactly the same as that envisioned by Eliott Fisher when he coined the term. 
 
General Observations 
As with the prior rounds of meetings, the stakeholder groups varied significantly in their reactions to the draft 
recommendations and to the two questions posed to them. This memo highlights my conversations with each 
group, presented in the order in which the meetings occurred. 
 
 
Community Health Centers 
Community health centers (CHCs) were surprised at the direction taken by the Commission. They had many 
questions about how a system of global payment would work, and the operational implications for CHCs. 
Their greatest concern was the ability of the CHCs to obtain adequate fees from the ACO. CHCs feared that 
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hospitals would dominate ACO governance and would favor themselves when determining ACO payment 
terms. 
 
The CHCs raised the following concerns: 
• the impact of eligibility and enrollment churning in MassHealth and Commonwealth Care; 
• the need for health information technology to support providers so that they can report performance 

relative to measurement standards; 
• the implications for the federal requirement of CHCs that they have an independent board if they are to 

receive federal grant payments; and 
• that risk adjustment be performed not only at the ACO level, but within the ACO at the provider level. 
 
In addition, the CHCs raised the following questions: 
• What would be the implications for CHCs that refer to multiple hospitals? 
• How would the socio-economic adjustment to the rate be performed? 
• At what rate would non-ACO providers be compensated when patients receive care outside of the ACO? 
• How would the safety net be treated? (Two CHC executive directors urged that CHCs be exempt 

altogether.) 
 
The CHCs did not respond to the two questions that I posed before the meeting ended. 
 
 
Employers and Employer Organizations 
Employers and employer organizations generally support a movement from fee-for-service to global 
payment.  They had a number of questions, however, as they tried to understand the implications of the draft 
recommendations. Of great importance to them was whether a system of global payment would require 
changes to employer health benefit design. I explained that it would not, although voluntary employer benefit 
design changes could complement the payment design change.  
 
They also took note of the likely impact that the recommendations would have on the organization of the 
delivery system, and wondered what impact, if any, federal health reform efforts would have on the 
Commission’s recommendations. Finally, they noted that given the complexity of the transition, and the risk 
of unintended consequences, time should be taken to ensure a successful transformation. 
 

Question Response of Employers and Employer Organizations 

How should payment amounts be 
determined? 

A system of regulated rates is not preferred. Instead, a system that generated cost 
savings to employers should be pursued, without a lot of regulation. 

How should movement towards 
global payment be effected? 

Initial efforts should directly affect only government payers: 

a) Pursue a Medicare waiver 

b) Begin payment reform by government payers. 

 
 
Physicians from Specialty Societies and Two Large Independent Groups 
Like the CHCs, this group was similarly surprised with the Commission’s initial draft recommendations and 
concerned that they might cause a repeat of Massachusetts’ early experience with physician capitation.  
 
Specific concerns voiced by meeting attendees were as follows: 
• pending federal reform action may supersede any state-based initiative; 
• the lack of recommendations that address consumer-demand for services. The physicians feared facing 

financial incentives for efficient care delivery when patients lacked any of the same incentives, and were 
concerned about the resulting potential for conflict; 



• legal protections allowing physicians to create ACOs and enter into payment discussions with them; 
• being forced to pay excessive fee-for-service rates for care delivered by non-ACO providers; 
• the need to negotiate who would be a member of a given ACO; 
• expenses related to ACO formation; 
• an overly aggressive timeline without opportunity for first piloting and testing; 
• ACOs would save money, and then payers would decrease rates so that providers can no longer earn a 

margin; and 
• the creation of mini-bureaucracies at the ACO level. 
 
This group of physicians also raised some questions: 
• How would rates be determined? 
• What would be done to make primary care more attractive? 
• How would ACOs be defined? 
 
The physicians recommended the following to the Commission: 
• Create DOI regulations for insured products that support value-based benefit design concepts, including 

reduced or eliminated cost-sharing for primary care and screening, and increased cost-sharing for 
patients who receive care outside of the ACO. 

• Ensure that ACOs have a governing body with representative providers on it. 
• Stop the creep of large delivery systems into communities that already have sufficient service capacity. 
• Support the pursuit of administrative simplification, including adoption of common coding and billing 

procedures.  
 

Question Response of Physician Specialty Societies and Two Large Independent Groups 

How should payment 
amounts be determined? 

The state should set the global payment rates and residual fee-for-service rates, the latter 
to protect the ACOs in the event of patient “leakage” out of the ACO. Global payment 
rates should include common pay-for-performance metrics. 

How should movement 
towards global payment be 
effected? 

Four suggestions were offered:  

a) Encourage provider systems with capacity to transition to do so right away 

b) Assist newly formed ACOs to build capacity before having them transition 

c) Encourage pilots 

d) Use enhanced payment and EMRs as financial incentives for providers to form 
ACOs. 

 
 
Physicians from Hospital-Affiliated Organizations 
This group of physicians was more predisposed toward the Commission’s recommended direction. The 
group liked the idea of having an independent entity facilitate and oversee the transition and implementation 
process; they noted that getting physicians to trust a government entity would be a great challenge. The group 
also supported the notion of uniform performance measures and performance measurement. They noted that 
while global payment to ACOs might be the right direction, it would not be easy. 
 
Similar to other stakeholder groups, this group offered concerns, questions, and recommendations. Specific 
concerns voiced by meeting attendees were as follows: 
• Insurers may respond by staffing up and increasing administrative costs rather than by decreasing them. 
• Physicians who don’t like the new model may make disparaging comments regarding the reform to 

patients. 
• Physicians may not believe that state government will use the data effectively or accurately. 
 



This group of physicians raised the following questions: 
• What rates would apply for patients who reside outside of Massachusetts? 
• How soon can the change occur when existing insurer-provider contracts run up to five years? 
 
The physicians recommended the following to the Commission: 
• Address the need for tort reform, and use this as a “carrot” for physicians. 
• Effect changes in benefit plan design that will support the new payment model, such as a point-of-service 

benefit design organized around the ACO. 
• Stop tiering of providers as a means to gain the good will of physicians. 
• Pursue an educational campaign to garner provider support: 

o Have state government educate patents about the rationale for the change and that it is necessary to 
address the $18,000 annual cost for a family premium; 

o engage the Massachusetts Medical Society  to help get physicians and hospitals on board; and 
o develop a messaging strategy that identifies what physicians will gain through their participation (e.g., 

decreased “UM hassles”). 
• Have the Governor play a leadership role. 
 

Question Response of Physicians from Hospital-Affiliated Organizations 

How should payment 
amounts be determined? 

Provider payment should be uniform, with risk-adjustment. Opinions were mixed 
regarding whether: 

a) The state should set rates so that payment was uniform across payers and providers.  

b) The state should not set rates, but only ensure that every payer paid every ACO a 
common (risk-adjusted) amount. 

How should movement 
towards global payment be 
effected? 

Three suggestions were offered:  

a) create a legislative requirement for change (one individual suggested initially requiring 
unorganized providers to form ACOs and perform care management with a shared 
savings arrangement, while requiring organized systems to move directly to global 
payment) 

b) hold down the growth of fee-for-service rates to motivate slow movement to global 
payment 

c) use carrots, such as offering infrastructure support and/or tort reform only to those 
providers who make the transition. 

 
 
Consumer Advocates and Organized Labor 
Due to scheduling difficulties, organized labor elected to join the scheduled consumer advocacy group 
meeting. Noting that this was my last meeting scheduled with the group, the consumer advocates asked at the 
outset whether the Commission would allow stakeholder groups an opportunity to provide feedback after the 
Commission had completed its recommendations. I said that I would bring this question back to the 
Commission and the supporting state staff. 
 
After I provided an overview of the Commission’s draft recommendations to date, Health Care for All 
provided its recommendations for the patient’s role in health care reform, including tying payment to 
performance on patient empowerment measures, and the need for patient education and involvement, among 
other ideas. The group noted in the discussion of ACO “downside risk”, that there can not be any such 
“downside risk” for patients if the transition is to be successful. 
 
 
 



Question Response of Consumer Advocates and Organized Labor 

How should payment 
amounts be 
determined? 

There was universal support for a strong role for government, meaning either a quasi-public 
entity (similar to the Connector) should set rates, or a state agency operating with an advisory 
group should do so. The methodology should be data-driven and transparent, and state-set 
rates would provide a simpler approach than payer-specific rates. There was some concern 
voiced about the implications of doing something contrary to Medicare.  

How should 
movement towards 
global payment be 
effected? 

Several suggestions were offered, with no consensus: 

a) A bold strategy to motivate movement 

b) Holding down fee-for-service rates as an inducement to motivate movement 

c) In lieu of forcing providers to make the transition, use health information technology 
dispersion as a reward to those willing to make the transition. 

 
 
Community Hospitals 
The community hospital representatives attending the meeting focused their discussion on what it would take 
for a community hospital to help create an ACO. 
 
The hospital executives offered the following specific concerns: 
• Community hospitals lack the wherewithal to create the infrastructure required for an ACO. 
• Unintended consequences are likely to occur. 
 
The hospital executives raised the following questions: 
• What would be the funding source for infrastructure creation? 
• What are the legal implications of ACOs accepting risk? 
• What would happen if an ACO performs poorly? 
 
Hospital executives recommended the following to the Commission: 
• Don’t restrict all ACO services to a narrow geography. That is, allow ACOs to purchase tertiary care 

outside of their geographic region, should better value be available elsewhere. 
• Have ACOs fund infrastructure through savings. 
• Make ACOs small enough so that a large bureaucracy is not needed. Consider allowing ACOs with only 

one community hospital, and don’t force marriages between institutions with long-standing poor 
relations. 

 

Question Response of Community Hospitals 

How should payment amounts be 
determined? 

Several alternatives were offered, with no consensus: 

a) Government needs to set rates in order to ensure equity.  

b) Government’s role should be to set the parameters within which rates would be 
determined by payers and providers —for example, setting a ceiling and/or a 
floor.  

c) No government involvement initially, with government intervention later only if 
a market-based approach was found to fail. 

How should movement towards 
global payment be effected? 

Again, several alternatives were offered, with no consensus: 

a) Provider education should be the primary strategy 

b) Use of incentives 

c) The state should set targets or requirements for transition by a defined date, with 



benchmarks along the way. 

 
 
Large Teaching and Majority Safety Net Hospitals 
A couple of hospital executives from large teaching and major safety net hospitals questioned the basis for 
the Commission’s recommendation to pursue global payment, and the lack of evidence to support the 
strategy. However, most of the discussion focused on provider questions and specific concerns. 
 
Specific concerns voiced by meeting attendees were as follows: 
• Potential cost savings should be modeled so that there is some confidence that the movement to global 

payment will produce savings. 
• The Commission should be less certain about where it wants to go, and initially just target ACO 

formation and a shared savings payment model. 
 
The hospitals raised the following questions: 
• Would academic medical centers be able to be a part of multiple ACOs? 
• What anti-trust protection would be required to allow providers to form ACOs? 
 
Hospital representatives recommended the following to the Commission: 
• The Commission must address benefit design changes for insured coverage, and recommend changes to 

self-insured employers so that the Commission’s recommendations address both demand and supply.  
• The Commission should ensure that health plan reserves and administrative costs decrease appropriately 

as the new payment system is implemented. One hospital executive felt that addressing administrative 
costs should be a top priority. 

• The Commission should have insurers fund efforts to help ACOs develop necessary infrastructure. 
• ACOs should explicitly be required to provide mental health services. 
• There must be active monitoring throughout the transition process, with scheduled pauses to evaluate 

progress and determine whether and how to proceed into the next phase. 
 

Question Response of Large Teaching and Majority Safety Net Hospitals 

How should payment amounts be 
determined? 

Having government set rates would be necessary if uniformity of payment is a 
goal. A truly independent body should be formed to perform this function  

Additional opinions included the following: 

a) Rates should guarantee a profit and the ability to maintain capital plant and 
equipment.  

b) Consideration should be given to regulating hospitals as utilities, and studying 
how utilities are regulated. 

How should movement towards 
global payment be effected? 

Legislation with “teeth” is needed; no other approach would be viable. 

 
 
Health Plans 
Health plans felt that global payment was the preferred payment methodology, but were concerned about 
implementation issues. Their primary concern was that some providers might never be able to operate in a 
system of global payment. They recommended that fee-for-service payment be preserved as a payment option 
for providers who are unable or unwilling to move to join an ACO receiving global payment, or whose 
performance is already good on access, quality and cost. Should those providers not perform well on access, 
quality and cost, however, their fee-for-service rates should be regulated and allowed to grow over time only 
in a limited fashion. 
 



Specific concerns voiced by meeting attendees were as follows: 
• A move to global payment will reduce health plan negotiation leverage and will drive an increase in unit 

price. 
• There is a need to determine how a non-compliant, socially complex patient would be serves under this 

system. 
• Payment reform could drive primary care physicians out of Massachusetts. 
• Health plan product strategies might be compromised if every payer paid the same price. 
 
The health plans raised the following questions: 
• What standards would be applied to ACOs? 
• What are the DOI implications for ACOs? 
• Would payers pass the entire global payment to the ACOs, or will health plans continue to pay claims? 
• What would be the source of funding for ACO and provider infrastructure support? 
 
Health plan representatives recommended the following to the Commission: 
• There needs to be financial and feasibility modeling to confirm the viability of the final proposed 

recommendations. 
• Noting that some providers are much better resourced than others, the health plans recommended that 

infrastructure support be provided based on need, and be delivered by the state, and not the health plans. 
• A new government entity should not be created to oversee implementation. Instead, responsibilities 

should be split up among existing agencies to ensure coordination, avoid duplication, and prevent the 
creation of a “runaway entity.” 

• The Commission should not wait 3-5 years to fully implement a payment reform change. Action should 
be taken to achieve some cost savings immediately. 

 
Question Response of Health Plans 

How should payment amounts 
be determined? 

Rather than leaving rate setting to the market or government rate setting, take a 
“middle position” such as government setting a default rate when a payer and ACO 
cannot reach agreement. 

How should movement towards 
global payment be effected? 

The health plan association has not yet decided on a position with respect to this 
question. However, one individual suggested that state government set targets for 
movement. 

 
 
Conclusion  
These conversations helped to identify where there were points of agreement and disagreement across 
stakeholders, as well as to identify key questions and concerns that warrant Commission consideration. 
Finally, the stakeholders weighed in with their perspectives on two significant topics that will be discussed 
during the Commission’s May 8th meeting. 
 
Stakeholders were pleased to have had the opportunity to participate in the three rounds of meetings, and 
complemented the Commission for the openness of its process. 
 
Please feel free to contact me with any questions or feedback. 
 
 



Copies of this report are available from the Division of Health Care Finance and Policy, Office 
of Business Communications. 
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Table G.1 Special Commission Stakeholder Meetings – Summary of Activity 
 

Stakeholder Group Meeting Datesa 
 

Health Plans     February 4, 2009 

    March 19, 2009 

    May 4, 2009 
 

Physicians - separate meetings with: 

 Independent Groups and Specialty Societies 

 Hospital-Affiliated Physician Organizations 
 
 
 
 
 
Hospitals - separate meetings with: 

 Community Hospitals 

 Academic Medical Centers and Major Safety Net Hospitals 

 

    February 20, 2009 

    March 11, 2009 

    March 30, 2009 

    March 31, 2009 

    April 22, 2009 

    April 27, 2009 
 

    February 4, 2009 

    February 9, 2009 

    March 16, 2009 

    March 23, 2009 

    May 1, 2009 

    May 4, 2009 
 

Consumer Advocates     February 9, 2009 

    March 6, 2009 

    March 31, 2009 

    April 30, 2009 
 

Organized Labor     February 10, 2009 

    March 25, 2009 

    April 30, 2009 
 

Employers     February 19, 2009 

    March 20, 2009 

    April 21, 2009 
 

Community Health Centers     February 12, 2009 

    March 19, 2009 

    April 16, 2009 
 

Commonwealth Health Insurance Connector January 30, 2009 
 

a All but three meetings were held face-to-face. The three other meetings were held by telephone. 



 

Copies of this report are available from the Division of Health Care Finance and Policy, Office 
of Business Communications. 
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Recommendations of the 
Special Commission on the 

Health Care Payment System

July 16, 2009



Creation of the Special Commission

 Recognizing the nexus between health care payment 
models and the quality and cost of health care, the 
Legislature enacted Section 44 of Chapter 305 of the 
Acts of 2008, An Act to Promote Cost Containment, 
Transparency and Efficiency in the Delivery of Quality Health 
Care.

 Created the Special Commission on the Health Care 
Payment System to investigate reforming and 
restructuring the payment system in order to: 

 Provide incentives for efficient and effective patient-
centered care.

 Reduce variations in the quality and cost of care.



Source: Commonwealth Fund Health Care Opinion Leaders Survey, September/October 2008.

“How effective do you think each of the following policy 
strategies would be in improving U.S. health system 
performance (improving quality and/or reducing costs)?”
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While the U.S. has the highest health care expenditures 
per capita among other industrialized countries, MA 
has among the highest health care costs in the U.S.
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With no intervention, per capita health care spending 
in Massachusetts is projected to nearly double by 2020
MA Per Capita Health Care Expenditures: 1991-2020

Note: The health expenditures are defined by residence location and as personal health expenditures by CMS, which exclude expenditures on administration, public health, 
and construction. Data for 2005 – 2020 are projected assuming 7.4% growth through 2010 and then 5.7% growth through 2020.

Source: Centers for Medicare & Medicaid Services (CMS), Office of the Actuary, National Health Statistics Group, 2007. Projections by the Division of Health Care Finance 
and Policy.
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Though the quality of our health care is among 
the best in the U.S., even we can improve

Research on health care in Massachusetts highlights 
the problems of preventable illness and insufficient 
emphasis on primary and preventive care.
• Fewer than half of all adults over age 50 receive recommended 

preventive and screening care.*

• Fewer than half of adult diabetics receive recommended 
preventive care.*

• Nearly half of emergency department visits are potentially 
preventable.**

• 8 percent of hospitalizations and 7-10 percent of readmissions 
could have been avoidable with effective ambulatory care.**

*  Cantor et al. 2007
**  DHCFP, MA Health System Data Reference 2009



Specific potential savings opportunities in MA

Estimates of hospital costs incurred for conditions which may have been prevented or treated in 
a more cost effective setting.  These costs represent opportunities for improved coordination of 
care throughout the health care system, rather than hospital-specific issues. 

$582 millionPreventable Hospitalizations

$398.5 millionPotentially Preventable ED Visits

Opportunity Estimated Costs

Potentially Preventable 
Readmissions

$380 - $576 million1

1 The lower estimate assumes a 15-day window; the higher estimate assumes a 30-day window.



FFS payment drives health care cost growth 
and overuse of services

 Incentives for increased volume. Providers have a financial 
incentive to increase the number of services they produce.

 Incentives to deliver more costly services. Providers have 
a financial incentive to deliver services with higher financial margins 
– often more costly services.

 Little or no incentive for achieving positive results or 
for care coordination. Providers have no financial incentive to 
deliver the most effective care or to coordinate care.  

 Little or no incentive to deliver preventive services 
and or other services with low financial margins.
Providers have little incentive to provide services with low financial 
margins—including preventive care and behavioral health care.



A Vision of Higher Quality, More Cost-Effective 
Care

 The Commission defined its vision for:

“fundamental reform of the Massachusetts health 
care payment system that will support safe, timely, 
efficient, effective, equitable, patient-centered care 
and both reduce per capita health care spending and 
significantly and sustainably slow future health care 
spending growth”



Special Commission Process

1. Examine payment methodologies and purchasing strategies, 
including, but not limited to alternatives to fee-for-service models;

2. Recommend a common transparent payment methodology; and 

3. Recommend a plan for the implementation of the common 
payment methodology across all public and private payers in the 
Commonwealth, including discussing seeking a waiver from 
federal Medicare rules to facilitate implementation.

The Commission met nine times between January and July 
2009 to:



Stakeholder Engagement

 The Special Commission was committed to engaging stakeholders and the 
larger community during the process of evaluating the current health care 
payment system in Massachusetts and developing recommendations. 

 A public input session was held on February 6, 2009.

 Three structured rounds of meetings were also convened with nine groups 
of stakeholders: physician specialty societies and large independent physician 
groups, physician groups affiliated with hospitals, community hospitals, large 
teaching hospitals and major safety-net hospitals, consumer advocates, 
organized labor groups, employers and employer organizations, health plans, 
and community health centers. 

 Additional meetings and calls were conducted with the Health Care Quality 
and Cost Council, the Commonwealth Health Insurance Connector, and the 
Office of Medicaid. 



Special Commission’s Recommendation

The Special Commission recommends that global 
payments with adjustments to reward provision of 
accessible and high quality care become the predominant 
form of payment to providers in Massachusetts within a 
period of five years.  

Government, payers and providers will be required to 
share responsibility for providing infrastructure, legal and 
technical support to providers in making this transition. 



Current Fee-for-
Service 

Payment System

Patient-Centered Global
Payment System

The Problem
Care is fragmented instead of 
coordinated. Each provider is paid for 
doing work in isolation, and no one is 
responsible for coordinating care. 
Quality can suffer, costs rise and 
there is little accountability for either.

The Solution
Global payments made to a group of 
providers for all care. Providers are 
not rewarded for delivering more care, 
but for delivering the right care to 
meet patient’s needs.
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Key Components of Recommendations

1. Participation by private and public payers

2. Development of Accountable Care Organizations 
(ACOs)

3. Patient-centered care and adoption of medical homes

4. Patient choice

5. Common core performance measures and cost and 
quality transparency 

6. Appropriately balanced sharing of financial risk 
between ACOs and carriers

7. Strong and consistent risk-adjustment



Transition Oversight

 The oversight entity will:

 Define parameters for a standard global payment 
methodology—but the market will determine global payment 
amounts.

 Establish transition milestones and monitor progress, with a 
focus on the progress to global payments, progress to greater 
payment equity, and per capita health care costs.

 Make decisions in an open and transparent manner and seek 
broad stakeholder input from providers, health plans, 
government, employers, and consumers.

 The oversight entity will have authority to assist and 
intervene, and make mid-course corrections if needed.



Complementary Strategies and Issues 
Requiring Further Consideration

 The Commission recognizes that there are a number of strategies 
that are not payment models in their own right, but that are 
important complements to payment reform or issues requiring 
further consideration:

 Health plan design and coverage policy 

 Consumer engagement

 Review of existing statutory framework

 Administrative simplification

 Medical malpractice reform

 Primary care workforce development 

 End-of-life care 

 Payment for provider teaching and standby capacity



Difference from Prior Payment Models

 Careful transition period with extensive provider 
supports

 Robust monitoring activities to guard against unintended 
consequences

 Linked to performance measures with emphasis on 
patient-centered care

 Improved risk adjustment models

 Health information technology infrastructure support



Why Payment Reform, Why Now?

 Just as Massachusetts led the nation in expanding health 
insurance coverage to virtually all of its residents, it can and
should lead the nation in promoting high-quality, cost-effective 
care through payment reform.

 By showing leadership on payment reform, we can improve 
how health care is delivered to over 6 million Massachusetts 
residents and once again serve as a model for the nation. 

 The Special Commission believes that a careful, thoughtful, 
and transparent transition to global payment is the best 
solution for Massachusetts.
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