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Designing Effective Organizational Care Management
to Gain Control of the Total Cost of Care

Part Il: Leveraging Financial Incentives and Contracting Strategy

In Part | of this series, we introduced various models in establishing care management
organizations within risk bearing entities (RBE), ranging from fully decentralized to
fully centralized model. Within these models, three levers influence care management
tactics to varying degrees: financial incentives and contract design, organizational
and governance structure, and overall operational alignment. Governance organizes
the stakeholders to facilitate decision making; however is limited in capturing value
without the ability to design and implement the financial arrangements and clinical
operations of the network. This article, the second of a three part series, will focus
on financial incentives and contracting as tools in driving alignment across the

network to manage quality and total cost of care. Shanah Tirado Yomi Ajao
Manager Senior Vice Presi-
dent
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Upstream and Downstream Contract Alignment

Contracts between RBEs and providers formalize the commitments made to deliver
on value. When an organization takes on risk, it is placing a bet on itself: The odds
of winning on shared savings and risk arrangements is directly related to how well
aligned care delivery and network performance is with the targets and tradeoffs

to which the RBE is contractually committed. To be successful, the RBE must
understand the capabilities of the network and ensure that provider payments

are adequate to incentivize the activities required to capture adequate value.
Organizational priorities must be defined and network capabilities understood so
that the RBE can commit to feasible targets and align risk where confidence exists in
ability to perform.

When contracting upstream, for example with multiple Managed Care Organizations,
aligning the targets and contract terms can help to enable focus on clearer priorities.
When contracting downstream, the RBE needs to consult clinical stakeholders and
understand the existing care models to, at minimum, remove misaligned incentives
and at best add synergistic incentives. Well-designed provider contracts can impact
avoidable utilization, site of care optimization, network leakage, and continuity of

care.
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Timing

The sequencing, distribution,
and duration of contracts all
inform the negotiation
flexibility as well as the timing
of changes in priorities for
organizational initiatives.

Inter-Alignment

Alignment across contracts
with the upstream RBE frames
the ability to design initiatives
that can capture value across
multiple revenue sources. It

. also reduces competing
Three Pillars of incentives for downstream

Contracting Alignment providers

Intra-Alignment

Alignment between the RBE and downstream providers ensures
that tradeoffs and concessions were made intelligently, allowing
both parties to benefit and maintain the terms of the contract
over time. It also fortifies the incentive of downstream
providers to adhere to value driving behaviors and principles

Figure 1: Three Pillars of Contracting Alignment

Redistributing Investment and Reward

The highest cost members have complex needs. To manage these members, RBEs
need to ensure the right care is provided at the right time, right place and right
intensity. The goal may be to impact a downstream outcome that impacts cost

or quality in another care setting. Particularly on decentralized models, the ability
to deliberately establish financial arrangements that allow for those who make
investments to also reap the reward requires a holistic network level approach in
contract design.

Full coordination within a network demands that partners make administrative and
clinical investments. Whether data collection, dedicated case conferencing time, or
follow ups, providers are embracing what would be opportunity cost under traditional
fee-for-service (FFS) environments. It is paramount that the financial context within
which they operate supports these activities. For high performing providers, sharing
risk can allow them to reap the fruit of their labor, particularly if the reward is based
on collective success. There are several contracting deal points that allow parties to
conduct this distribution while keeping a fine point on the incentives. Each contract
component serves as the financial lever that RBEs can use to align physician care
delivery across the network.




FFS is the baseline state of volume driven
reimbursement

Kickers are often added on top of FFS contracts to
incorporate value based quality incentives. These
incentives provide available dollars for care
management activities that can be adapted into
existing physician workflows, They promote
physician engagement in value-driving activities.
They are also used to balance cost management
incentives with quality driving incentives

PCP Capitation rates introduce risk by providing
PMPM rates under which the provider has
discretion on how to use the funds. At this stage
funds are available to support care management
and clinical redesign at the practice level, required
to drive value within the PMPM rate ,

Shared Savings arrangements allow contracted
providers to benefit financially from the results of
quality performance. These arrangements promote
network level redesign to manage the total cost of
care, thereby producing additional medical surplus
to distribute to providers

Risk based models provide PMPM rates for
attributed members. These arrangements fund
management of the total cost of care and are most
appropriate for providers with the scale to absorb
the risk and the network to manage it with a well-
integrated care model. These arrangements may
include also fund medical management activities

like utilization management and credentialing.

Fee-for-Service (FFS)

Quality Improvement
Program (QIP) Kicker

Care Coordination
Program Kicker

Gap Closure Kicker

PCP Capitation —
Age / Sex Adjusted
Categories

PCP Capitation —
Flat Rate

Shared Savings - Upside
Only

Shared Savings - Upside
and Downside

Dual Risk Model

Global Risk Model and
Medicaid Innovator
Program

Payment is provided for each individual service; based on
quantity of care

Additional payments are provided based on the provision
of a service that indicates quality. QIP programs pay
physicians a fixed amount for a claim that proves
compliance with HEDIS/QARR measures.

Additional payments are provided based on efforts to
improve care coerdination and provide care coordination
services

Additional payments are provided based on provider's
ability to close gaps in care; incentivizes providers to
improve quality of care

PCPs are paid a pre-determined amount based on the
patient's characteristics on a per member per month
(PMPM) basis

PCPs are paid a pre-determined amount regardless of the
patient's characteristics on a PMPM basis

Providers are given additional bonus payments if
spendingis below the contractual target but are not
penalized if spending is above the contractual target

Providers are given additional bonus payments if
spendingis below the contractual target but may have to
repay a portion of their earnings if spending is above the
contractual target

Risk is shared between Professional and Institutional
services. These are negotiated through a Division of
Financial Responsibility (DOFR)

Providers accept a percentage of the risk premium for the
health of their patient population, usually 85— 85%, taking
on both downside and upside risk. They are delegated
additional services such as claims adjudication and
utilization management

Table 1: Definitions of Contracting Deal Points

Conclusion

Financial incentives drive efforts and thus performance. Intelligent and aligned

contracting efforts as well as targeted contract components are essential ingredients
to link value to sustainability for all stakeholders involved. When properly deployed,
these incentives are a powerful tool in improving the health outcomes of members,
increasing patient satisfaction, defining physician role clarity, and managing the total
cost of care. Conversely, if not deliberately managed, these same elements can erect
challenges that can undermine or even destroy value for those endeavoring to drive
value in their organizations and networks.

Look out for the final part of this series, where we dive into the operational alignment
needed to reap the value of financial incentives and meet the directives doled out by
governance under value based payment arrangements.
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