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Tax Income 
Does Not Cover   

Government 
Spending

Government   
Borrows to 

Fund  Deficit

Borrowing  
Adds Interest  

Cost to 
Government  

Spending 

Ability to 
Borrow and 

Pay Back Loans 
are Diminished

Options are 
Evaluated

-Raise Taxes
-Reduce Benefits
-Do Nothing

Healthcare Reform is NOT Just 

About Healthcare!?!?
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Projected Federal Spending by CBO

Medicare/Medicaid:        21% of Federal Budget                   

Medicaid:         17%  of State Budgets   

Requires:         39%  additional funding

ñMedicare costs will nearly double from $528 billion this year to   

more than $1 trillion in 2020.ò (assuming no SGR fix)
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ñU.S. Spends $650 Billion (30%) More Than 

Expected on Healthcare Without  Commensurate Benefits.ò 

~McKinsey, Global Institute Analysis 
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Will the System Really Change This Time?

No one is immune to arithmetic.
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Culture of Entitlement

(Based on Tradition)

Culture of Accountability

(Based on Results ñValueò)
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Governmentôs Response to Cost 
Escalation Under Fee For Service 

ÅIF it grows ïCut it! 

ÅIF it continues to grow ïCut it MORE!!

"Now that the baseline question of coverage has been 

answered, it would be irresponsible if we didn't come back and 

try to do more on costs," said Sen. Mark Warner, D-Va.
- AP April 25, 2010.
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Accountable Care Organizations

Rethinking the Organization of Care
Where is your place? What is realistic? What is achievable?

Source: The American Hospital Association (AHA)
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Cost Accounting
EMR
MPI (Master Person Identifier)
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Politicians are Unwilling to Address the 
ñThird Railsò of Healthcare Reform

Malpractice Reform

Á 93% practice defensive 
medicine to avoid 
lawsuit

Á59% often ordered 
diagnostic tests

Á52% referred to other 
specialists

Á33%  prescribed 
medications

~David Studdert, et al. 

June 2005, survey of  824 physicians

End of Life Care

Á 28% of Medicare 
spending/recipient 
occurs in the final 
year of life

Á12% occurs during 
the final two months

Health Insurance 
Anti-Trust Exemption 
& Interstate Sales

Personal 

Responsibility

Á 38 states have 

obesity rates over 

25% 

Á 42 states have 

diabetes rates 

over 7%

Á 1 in 5 adults 

smoke adding 

$100B of cost
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The New Winners:

ÁWell-capitalized health systems with high 
functioning, data driven, digitally 
connected, physician-lead TEAMS 
delivering evidence-based, patient-
centered healthcare

ÁAble to treat higher volumes of patients

ÁAt lower predictable costs per episode

ÁDemonstrating consistent measurable 

high quality
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MODEL Cost Based Reimbursement Managed Care Managed Reimbursement for 
Outcomes [Bundling (Hospital, MD, Post 

Acute), P4P, No $ for avoidable readmissions]

TIME 
PERIOD

Through Mid-мфулΩǎ мфулΩǎ ǘƘǊƻǳƎƘ нлмр2012 through ?

High Cost Rewarded
High Cost = High Reimbursement

Size and scale and advantage to 
leverage higher rates and better 
terms. High cost did not matter 
if size,scale and will present.

Highcost may be a disadvantage. Small to 
medium low cost, but profitable, organizations 
that create locally integrated care systems may 
be advantaged.

STRATEGIES More of everything was better 
and costs were passed on.

ÁGrow profitable programs
ÁControl,through ownership of 

physicians and hospitals, 
market share
ÁAggressively negotiate with 

MCOs rates and terms
ÁIncrease volume to 

compensate for decreased 
revenue per unit of service

ÁGrow profitable programs
ÁControl the continuum of care through 

ownership of physicians and hospitals, and 
sub-contracting for key postacute services 
(Home Care and Long Term Care).
ÁAdjust costs to be profitable under a 

Medicare dominated reimbursement model
ÁHave in PSA an integrated care model
ÁBe able to manage, measure, and 

demonstrate clinical and financial outcomes
ÁUtilize a community-wide medical record and 

Master Person Identifier
ÁIncreased reward for management of care  / 

prevention / outcomes

Care Delivery Model Timelines
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There is plenty of money for everyone if 

we work together to eliminate waste!

ñThe human mind treats a new idea 

the same way the body treats a 

strange protein, it rejects it and/or 

tries to destroy it.ò 

Waste of Resources on Administration: $100-150B

Provider Inefficiency, Poor Coordination, Unnecessary Use: $375-525B

Fraud and Abuse: $125-175B

Lifestyle Modification $150-200B

$750-1,050

Thomson Reuters

http://www.factsforhealthcare.com/whitepaper/HealthcareWaste.pdf
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ñEminence Based Medicineò
Making the same mistakes with increasing 
confidence over an impressive number of 
years.

~BMJ, Vol. 1 Sept 2001

ñEvidence Based Medicineò
Rapidly integrating individual clinical 

expertise with the best available external 

clinical evidence from systematic research.
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Prevailing Market Sentiment

VImprove quantity and quality of outcomes per unit of cost 

VPhase out fee for service-tie payment to óvalueô 
ïOutcome metrics

ïProcess metrics

ïHospital-acquired infections

ïReadmissions

ïBundled, Episodic, Capitated Payments

VPatients should have medical homes, especially chronically ill 

VProviders should collaborate and coordinate care

VTransparency on price and quality

VEliminate fraud, WASTE, and abuse
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Relationship to Payers

Accountable 

Care 

Organization

Plan Fiduciary

(Payer)

Assumes
Å Performance Risk
Å Utilization Risk

Assumes
Å Actuarial Risk

Shared Savings 
Based on 

Projected Budget
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Various Forms of Risk

Å Actuarial Risk

ï The likelihood that a given population will experience a 
prevalence and incidence of diseases that require the use 
of resources for treatment.

Å Performance Risk

ï! ǇǊƻǾƛŘŜǊΩǎ ŎƻƴŦƻǊƳŀƴŎŜ ǘƻ ŜǾƛŘŜƴŎŜ-based procedures 
of care.  (Did the patient get everything they needed?)

Å Utilization Risk

ï Does the provider provide appropriate clinical services 
without unnecessary use of resources? (Efficiency and 
avoidance of waste/complications)

Within the 
scope of 
control of 
healthcare 
providers

The expertise 
of insurance 
companies
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Various forms of Performance Risk
(Applicable to providerôs entire book of business)

ÅConformance to evidence based practice
ï/a{ ά/ƻǊŜ aŜŀǎǳǊŜǎέ ςMyocardial infarction, pneumonia, heart 

failure, surgical care

ïChronic care registry data

ÅHCAHPS Patient Satisfaction scores

ÅComparative mortality rates

ÅReadmission rates

ÅComplication rates ςhealthcare acquired infections and 
ŎƻƴŘƛǘƛƻƴǎΤ άbŜǾŜǊ ŜǾŜƴǘǎέ

ÅLong-term outcomes?
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Mechanisms to Address 

Performance and Utilization Risk

ÅPerformance Risk

ïPay for performance
ÅFuture rate increases (or decreases)

ÅComplexity of auditing process

ÅUtilization Risk

ïBundled Payments

ïUtilization targets for expensive diagnostic testing

ïUtilization review of expanded services

ïTie future rate increases to population budget
ÅAre these actions actuarial or utilization risk?
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Disproportionate Spends
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Those who are well or 
think they are well

Those with chronic 
illness

Those with severe, 
acute illness or 
injuries
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Patient Populations
Å Cardiovascular procedures

Å CABG/Valves
Å Electrophysiology

Å Malignancies
Å Acute: Chemotherapy, Surgery, XRT
Å Imaging, Medications

Å Trauma
Å Complicated Obstetrics
Å Orthopedics

Å Joint replacements
Å Back procedures

Å Chronic diseases with biologic pharmacology
Å Inflammatory bowel disease
Å Rheumatoid arthritis
Å Alpha 1-antitrypsin deficiency
Å Multiple Sclerosis
Å Hematologic conditions

Å Preventable Complications

> $10,000

Different Strategies for Different 
Healthcare Spend Segments



23

0

10

20

30

40

50

60

70

80

90

100

0 10 20 30 40 50 60 70 80 90 100

Those with severe, 
acute illness or 
injuries

% Total 
Healthcare 

Spend

% of Members

Different Strategies for Different 
Healthcare Spend Segments

23

Strategies for Managing Value in this Group
Å Focus on reducing errors and waste
Å Bundled Payments
Å Pay for Performance
Å Pharmacy Benefit Management
Å Case Management
Å Highly selected group of providers



2424

0

10

20

30

40

50

60

70

80

90

100

0 10 20 30 40 50 60 70 80 90 100

Those with chronic 

% Total 
Healthcare 

Spend

% of Members

Different Strategies for Different 
Healthcare Spend Segments

24

Patient Populations
Å Chronic Disease Management

Å Diabetes mellitus
Å Osteoarthritis
Å Obesity
Å Hypertension

Å Minor surgical procedures
Å Simple orthopedic care (fractures)
Å Uncomplicated obstetrics
Å Unnecessary ED visits
Å Any advanced Imaging or Diagnostic Study

Å MRI
Å CT
Å Nuclear or Echo cardiovascular procedure
Å Sleep studies

$1,000 - $10,000
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$1,000 - $10,000 Strategies for Managing Value in this Group
Å Primary Care Medical Home with $ Incentives

Å Coordinate specialists
Å Control diagnostic testing
Å Control ED utilization
Å Chronic disease management

Å /ƭƛƴƛŎŀƭ !ƴŀƭȅǘƛŎǎ ǘƻ ƛŘŜƴǘƛŦȅ άǳƴŘŜǊ-ǳǎŜǊǎέ
Å Enhanced utilization management

Å Pharmacy
Å Imaging procedures
Å Cardiac diagnostics
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Other Reform Initiatives Will have Greater 

Impact than ACOs Over the Next Five Years

Rate 
Pressure

Rate 
Bundling

(DRGs)

Population-
based Payment 
Adjustments

(ACO)

Episode
Bundling/

Tiered 
Networks

(Acute Care 
Episode 
Demo)

Outcome
Based FFS 
Payment 

Adjustment

(VBP
Readmission)

2011-2014

Degree of 
Difficulty

Narrow 
Networks

(Medicare
Advantage)

άMedicare is likely to continue using its 
current [FFS] payment systems for some 
ȅŜŀǊǎ ƛƴǘƻ ǘƘŜ ŦǳǘǳǊŜΦ ά

-Glenn M. Hackbarth, J.D. , Chairman 
MedPac Report to Congress, March 

2010

2016-2018
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Which Animal Best Describes an ACO?

άaŀǊƪŜǘ ǊŜǿŀǊŘǎ [from  

Medicare ACOs] may not 
materialize for a long 

time, 
IF EVER!

~Center for Studying Health 

System Change 

January 11, 2011
28



Medicare Promotes ACOs

Å The Patient Protection and Affordable Care Act calls for the creation of an 
!/h ǇǊƻƎǊŀƳ ŀŘƳƛƴƛǎǘŜǊŜŘ ōȅ /a{ ōȅ мκмκмнΦ  ¢ƘŜǎŜ !/hǎ Ƴǳǎǘ άōŜ 
willing to become accountable for the quality, cost, and overall care of 
Medicare fee-for-ǎŜǊǾƛŎŜ ōŜƴŜŦƛŎƛŀǊƛŜǎ ŀǎǎƛƎƴŜŘ ǘƻ ƛǘΦέ

Å These ACOs must:

ï Have a formal legal structure to receive and distribute shared savings

ï Provide leadership and management structures

ï Have sufficient PCPs to treat a minimum of 5,000 beneficiaries.

ï Agree to a minimum 3 years of participation

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

ï Produce reports demonstrating the adoption of patient-centered care.
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Care Management Strategies 

That Support the ACO Concept
ÅPatient-centered Medical Homes
ïLƳǇƭŜƳŜƴǘŜŘ ŀǎ άtƭŀƴƴŜŘ /ŀǊŜέ ƛƴ ǘƘŜ ²aD

ÅPopulation health risk assessment and wellness programs

ÅManaging the population of patients with specific chronic 
diseases
ïNeed to get beyond diabetes management

ÅUtilization management and Case Management

ÅCoordinating care across the continuum (transition 
management)

ÅUsing electronic health records as operational and analytic 
levers to promote reliable care.
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Organizational Competencies for ACOs

ÅLeadership

ÅOrganizational culture of teamwork

ÅRelationships with other providers

Å IT infrastructure for population management and care 
coordination

Å Infrastructure for monitoring, managing, and reporting quality

ÅAbility to manage financial risk

ÅAbility to receive and distribute payments or savings

ÅResources for patient education and support
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Three Rational Provider 

Strategies in Response to ACOs

ÅWait and see

ÅDevelop clinical integration skill and focus on 
reducing the current expense base

ÅJump in and assume the risk of being an ACO

32



Medicare Accountable Care 
Organizations (ACO) 

Hitting the ñspending reduction targetsò [in PPG] had 

more to do with coding than with actual cost reduction.
~Berenson, RA: Shared Savings Program for Accountable Care Organizations: 

A Bridge to Nowhere? Am. Journal of Managed Care, Oct 2010 721-725

- Based on where

they get the ñbulkò primary care.
ÅHow will Medicare patients be ñassignedò to an ACO?

- YES but participation is voluntary.ÅWill patients know they are in an ACO? 

- YES, no limits on choice. ÅCan patients seek care outside the ACO?   

- Yes $2-4M/YrÅWill the ACO have to invest in sophisticated infrastructure?     

- Nobody knows -- ACOs will   

have downside risk!

ÅHow much money can an ACO doctor make?
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Chronic Disease Management Programs and 
Post-acute Care are Critical for Medicare ACOs

ñFollowing the Money: Factors 

Associated with the Cost of Treating 

High-Cost Medicare Beneficiaries.ò
~Reschovsky, J.D., et al.  

Health Services Research  

2/9/2011

Medicare Population

High 

Cost

Low 

Cost

Percentof the Population 25% 75%

Total Cost to Medicare 69% 31%

Average Cost Per Person $48,000 $7,000

Percentof Total Institutional  

Expenditures
80% 20%

Percent of Total Physician  and 

Outpatient Expenditures
50% 50%
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Rules for ACOs Differ By Type

XMedicare ACO ïWait and see.. The risk is far 
greater than the reward
ù If you are going to take Medicare Risk-then JV/own a 

Medicare Advantage Plan

ùClinically Integrated NetworkïStart building 
competencies ïyou will need them

ùACOE ïDesign a clinically integrated network of 
physicians and hospitals for a hospital-employee 
health plan

sCommercial ACO ïConsider selective risk with 
payers (not full risk!) ïonly if you have developed 
clinically integrated competencies
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MODEL 1  -
Inpatient Stay Only

MODEL 2 ς
Inpatient Stay Plus 

Post-Discharge 
Services

MODEL 3 ς
Post-Discharge 
Services Only

MODEL 4 ς
Inpatient Stay Only

Eligible Awardees ÁPhysician group 
practices
ÁAcute care hospitals 

paid under the IPPS 
ÁHealth systems 
ÁPhysician-hospital 

organizations 
ÁConveners of 

participating health 
care providers

ÁPhysician group 
practices 
ÁAcute care hospitals 

paid under the IPPS 
ÁHealth systems 
ÁPhysician-hospital 

organizations 
ÁPost-acute providers 
ÁConveners of 

participating health 
care providers 

ÁPhysician group 
practices 
ÁAcute care hospitals 

paid under the IPPS 
ÁHealth systems 
ÁLong-term care 

hospitals 
ÁInpatient rehabilitation 

facilities 
ÁSkilled nursing facilities 
ÁHome health agency 
ÁPhysician-hospital 

organizations 
ÁConveners of 

participating health 
care providers 

ÁPhysician group 
practices 
ÁAcute care hospitals 

paid under the IPPS 
ÁHealth systems 
ÁPhysician-hospital 

organizations 
ÁConveners of 

participating health 
care providers 

Payment of Bundle and 
Target Price

Discounted IPPS 
payment; no separate 
target price

Retrospective 
comparison of target 
priceand actual FFS 
payments

Retrospective 
comparison of target 
priceand actual FFS 
payments

Prospectively set 
payment

Bundled Payments for Care Improvement Initiative
Key Features of Bundled Payment Models Compared

MODEL

FEATURE

41



MODEL 1  -
Inpatient Stay Only

MODEL 2 ς
Inpatient Stay Plus 

Post-Discharge 
Services

MODEL 3 ς
Post-Discharge 
Services Only

MODEL 4 ς
Inpatient Stay Only

Clinical Conditions 
Targeted

All MS-DRGs Applicants to propose 
based on MS-DRG for 
inpatient hospital stay

Applicants to propose 
based on MS-DRG for 
inpatient hospital stay

Applicants to propose 
based on MS-DRG for 
inpatient hospital stay

Types of Services 
Included in Bundle

Inpatient hospital 
services

ÁInpatient hospital and 
physician services 
ÁRelated post-acute care 

services 
ÁRelated readmissions 
ÁOther services defined in 

the bundle 

ÁPost acute-care 
services
ÁRelatedreadmissions
ÁOther services defined 

in the bundle

ÁInpatient hospital and 
physician services
ÁRelated readmissions

Expected Discount 
Provided to Medicare

To be proposed by 
applicant; CMS requires 
minimum discounts 
increasing from 0% in first 
6 mos. to 2% in Year 3 

To be proposed by 
applicant; CMS requires 
minimum discount of 3% 
for 30-89 days post-
discharge episode; 2% 
for 90 days or longer 
episode 

To be proposed by 
applicant

To be proposed by 
applicant; subject to 
minimum discount of 
3%; larger discount for 
MS-DRGs in ACE 
Demonstration

Bundled Payments for Care Improvement Initiative
Key Features of Bundled Payment Models Compared

MODEL

FEATURE

42



MODEL 1  -
Inpatient Stay Only

MODEL 2 ς
Inpatient Stay Plus 

Post-Discharge 
Services

MODEL 3 ς
Post-Discharge 
Services Only

MODEL 4 ς
Inpatient Stay Only

Payment from CMS to 
Providers

ÁAcute care hospital: 
IPPS payment less pre-
determined discount 
ÁPhysician: Traditional 

fee schedule payment 
(not included in episode 
or subject to discount)

Traditional fee-for-
service payment to all 
providers and suppliers, 
subject to reconciliation 
with predetermined 
target price 

Traditional fee-for-
service payment to all 
providers and suppliers, 
subject to reconciliation 
with predetermined 
target price 

Prospectively 
established bundled 
payment to admitting 
hospital; hospitals 
distribute payments 
from bundled payment

Quality Measures All Hospital IQR measures 
and additional measures 
to be proposed by 
applicants

To be proposed by applicants, but CMS will ultimately establish a standardized 
set of measures that will be aligned to the greatest extent possible with 
measures in other CMS programs 

Bundled Payments for Care Improvement Initiative
Key Features of Bundled Payment Models Compared

MODEL

FEATURE
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First Generation Clinical Integration is 

Good, But Will it be GOOD ENOUGH?

Common P4PRequirements

For Advocate  Physician 

Partners

Childhood Immunizations

Eye Exam

LDL Screening and Control

Monitoring Nephropathy

Blood Pressure Control

DiabetesTesting and Control

Depression Screening

eICU Adaption

Electronic Claims Submission

Cost Savings

Improved Cost per Admission

Use of Generic Drugs

Other ñImplied Cost Savingsò

Joint 

Contracting 

and Better 

Rates

Health Affairs, A Model For Integrating Independent Physicians Into Accountable Care 
Organizations - Mark C. Shields, Pankaj H. Patel, Martin Manning and Lee Sacks
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Clinical Integration Requires Specific            
Competencies 
The money is in the savings: If you donôt act like a payer, you will be 

working for one.

V Digital connectivity of EMR with point of care protocols 

V Portal for  submitting all encounter data as a transitional step

V Ability to monitor the cost and quality in near real time

V tǊƛƳŀǊȅ ŎŀǊŜ ŎŀǇŀŎƛǘȅ όƳŜŘƛŎŀƭ ƘƻƳŜǎ ǳǎƛƴƎ άŜȄǘŜƴŘŜǊǎέύ

V Engaged physician champions

V Evidence-based inpatient and outpatient care plans

V Proactive programmatic approaches to chronic diseases

V Dedicated infrastructure and post-acute capabilities

V Performance-based rewards/consequences for providers

V Pilot testing on hospital employees ς20,000 lives!

V Collective negotiating for managed care contracting

ACO
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No Regret Strategy: 
Begin Developing Second Generation Clinical 
Integration Competencies

2nd Generation Clinical 

Integration Competencies

ACOBundled 

Payment

Population-based

Payment

46
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The PROMETHEUS® Payment Model

ÅDevelopment began in 2006

ÅFunded by The Commonwealth Fund, RWJF

Åά²ƛŘŜƭȅέ ǊŜǎŜŀǊŎƘŜŘ ŀƴŘ ǇǳōƭƛǎƘŜŘ

Å.ŀǎŜŘ ƻƴ ǳƴƛǉǳŜ ŘŜŦƛƴƛǘƛƻƴ ƻŦ ŜǇƛǎƻŘŜǎ ŀƴŘ άƎŀƛƴ-
ǎƘŀǊƛƴƎέ ƳƻŘŜƭ ōǳƛƭǘ ƛƴǘƻ 9ǾƛŘŜƴŎŜ-Informed Case 
Rates (ECRs)

From Health Care Incentives Improvement Institute, Inc.
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PROMETHEUS® ECRs 

(Evidence-Informed Case Rates)

ÅPatient-centered episodes of care for the treatment of an 
illness or condition, severity adjusted to that patient.

ÅThe payment rate includes all covered services related to the 
care of the condition as determined by tested, medically 
accepted clinical practice guidelines.

Å.ǳƛƭǘ ǘƻ ƛŘŜƴǘƛŦȅ Ŏƻǎǘǎ ƻŦ άǘȅǇƛŎŀƭέ ǎŜǊǾƛŎŜǎΣ ƻǊ ǘƘŜ ǇŀȅƳŜƴǘǎ 
for the essential services of the procedure or treatment of 
the condition.  These are distinct from services associated 
with Potentially Avoidable Complications (PACs)
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PROMETHEUS® Evidence-Informed Case Rates

Type of ECR Trigger Time Window ECR

Chronic 
Medical

Outpatient 
Professional Visit

One Year from Trigger Diabetes, CHF, COPD,
Asthma, CAD, HTN, GERD

Acute
Medical

Inpatient Facility 0-day look-back
30-day look-forward

AMI, Stroke, Pneumonia

Inpatient
Procedural

Inpatient 
Facility/Professio

nal

30-daylook-back
180-day look-forward

Hip and Knee Replacement,
CABG, Bariatric Surgery, 

Colon Resection

Outpatient 
Procedural

Outpatient 
Facility/Professio

nal

30-daylook back;
180-day look forward

Angioplasty (PCI),Knee 
Arthroscopy, Hysterectomy, 

Cholecystectomy

7- day, 30- day Colonoscopy

9 months, 2 months Pregnancy &Delivery

Health Care Incentives Improvement Institute, Inc. has built 21 ECRs that represent 
32% - 35% of all costs in a commercially insured population



Payment Reform Conclusions

ÅAll payment methodologies will incorporate some 
element of pay-for-performance based on 
conformance to evidence-based processes of care 
and desired outcomes

ÅShared Savings as proposed by CMS has major design 
flaws

ÅBundled payments might be an interim step to a 
άƎƭƻōŀƭ ŎŀǇƛǘŀǘƛƻƴέ ǎȅǎǘŜƳ ƛƴ ǿƘƛŎƘ ǇǊƻǾƛŘŜǊǎ ǊŜŎŜƛǾŜ 
ŀ ŦƛȄŜŘ ŦŜŜ ǘƻ ǇǊƻǾƛŘŜ άƳƻǎǘέ ƴŜŎŜǎǎŀǊȅ ŎŀǊŜΦ
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Dividing the Pie

ÅUnder both Shared Savings, Bundled 
Payment, or Capitation, we need to consider 
how different provider groups ςPCPs, 
Specialists, Hospitals, Post Acute ςare paid to 
promote coordination and expense reduction.

ÅIncentives and disincentives should be linked 
to quality metrics.



²ƘŀǘΩǎ ǿƛǘƘ ŀƭƭ 
this doom and 
gloom? Right 
now, I feel 
great!

If You Donôt Change Your Lifestyle, 
There Will Be Consequences!
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When There is Less Food, Table Manners Deteriorate

Reality
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Thank You!


