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BARRIERS  SOLUTIONS  
#1:  Continued use of  

fee -for -service payment  
in payment reforms  

Use episode-of-care payment for acute conditions and global payments for all  
patients to eliminate undesirable incentives under fee-for -service and to give  
providers the flexibility and accountability to reduce costs and improve quality   

#2:  Expecting providers to be  
accountable for costs they  
cannot control  

Use risk adjustment and risk limits to keep insurance risk with payers but transfer 
performance risk to providers  

Use risk exclusions to give providers accountability only for the types of costs they are 
able to control  
Make provisions for contract adjustments to deal with unforeseen events 

#3:  Physician compensation  
based on volume, not value  

Change physician compensation systems to match incentives under payment reform 
Modify federal and state fraud and abuse laws to permit gain-sharing between  
hospitals and physicians 

#4:  Lack of data for setting  
payment amounts  

Give providers access to timely analyses of both utilization and costs through  
community multi -payer claims databases 

#5:  Lack of patient  
engagement  

Ask patients to designate their primary care physicians rather than using statistical 
attribution rules based on fee-for -service claims to assign them retrospectively 

Use value-based benefit designs to enable and encourage patients to improve health, 
adhere to treatment plans, and choose high-value providers and services  

#6:  Inadequate measures  
of the quality of care  

Develop quality measures for all of the conditions and procedures that drive  
significant amounts of cost 

Use outcome measures instead of process measures to give providers flexibility to 
redesign care and support effective patient choice 

Use Regional Health Improvement Collaboratives to collect  
patient -reported information on outcomes   

#7:  Lack of alignment  
among payers  

Ask physicians and other providers to define lower-cost, higher-quality ways to deliver 
care and the payment changes needed to support them 

Encourage employers to support regional payment reforms and to choose health plans 
which will implement them in a coordinated way  

Offer Medicare payment reforms to a broad range of providers on an ongoing basis 

Use state government and/or Regional Health Improvement Collaboratives to  
facilitate agreement among payers  

#8:  Negative impacts on  
hospitals  

Reduce fixed costs and improve efficiencies in hospitals  

Change payment levels to hospitals to reflect higher costs per admission that may 
accompany lower admission rates 

Increase transparency about hospital costs to ensure that prices for hospital care are 
adequate, but not excessive  

#9:  Policies favoring large  
provider organizations  

Remove anti-trust barriers to small physician practices joining together to manage 
new payment models 

Combat anti-competitive practices by large providers 

Avoid unnecessary standards for structure and processes in payment systems and 
accreditation systems that increase costs and favor large organizations  

#10:  Lack of neutral convening 
and coordination  
mechanisms  

Support the creation and operation of multi -stakeholder  
Regional Health Improvement Collaboratives in all regions   



A major cause of the high cost of health care in America and of many of the serious quality problems in health care is 

the way healthcare providers are paid.  Under the current fee-for-service payment system: 

Physicians, hospitals, and other healthcare providers are paid primarily based on how many services they deliver, not 
on the quality of those services or their effectiveness in improving a patientôs health, i.e., they are paid for volume, 
not value.1  Research has shown that more services and higher spending may not result in better outcomes; indeed, it 
is often exactly the opposite. 

Healthcare providers may actually be financially penalized for providing better quality services.  For example,  
reducing errors and complications can reduce healthcare spending, but it can also reduce providersô operating  
margins and their ability to remain financially viable. 2  Moreover, under most payment systems, health care  
providers make less money if a patient stays healthy.   

Each physician, laboratory, hospital, and other healthcare provider involved in a patientôs care gets paid separately; 
this can result in paying for duplicative tests and services for the same patient,3 and it provides no incentive for sepa-
rate providers to coordinate their services. 

Many valuable preventive care and care coordination services are not paid for adequately (or at all),4 which can result 
in unnecessary illnesses and treatments.  In addition, low payment levels are believed to be discouraging physicians 
from entering primary care, contributing to shortages of primary care physicians in many areas.  

Because of these problems, there is now widespread agreement that significant changes in the way providers are paid 

for health care are necessary to reduce costs and improve quality.  Indeed, in the National Quality Strategy, there are ten 

principles to guide implementation, and the first is to reform payment systems. 5  However, despite agreement about the 

need for change, only a small proportion of the payments being made to providers today are based on the quality or value 

of care rather than the volume of services delivered. 

Progress has been slow because there are many significant barriers to changing payment systems that have been in 

place for decades.  Although these barriers seem daunting, they can be overcome.  In the chapters that follow, ten of the 

biggest barriers that providers, payers, purchasers, and patients face in implementing payment reforms are described 

below, along with strategies for solving them. 

 



Even though the serious problems with fee-for-service payment have been widely acknowledged, many ñpayment 

reformsò do not change fee-for-service payment at all, but merely add new forms of pay-for-performance bonuses or  

penalties on top of it.  Trying to fix a broken system merely by adding a new layer of incentives can be problematic for 

physicians, hospitals, and other healthcare providers, so it is not surprising that to date, acceptance of these types of pay-

ment changes has been slow, and where they have been implemented, the impacts on cost and quality have often been 

relatively small.  

The most common payment change being implemented by Medicare and many commercial health plans today is 

ñshared savings.ò  Under the shared savings approach, Medicare or the health plan pays providers using exactly the same 

fees as they receive today for their services, and then pays a bonus (or imposes a financial penalty) on the providers if the 

total cost of services for their patients is less than (or greater than) the amount that would otherwise have been ex-

pected.6 

The fact that shared savings programs do not actually change the underlying fee-for -service system creates signifi-

cant challenges for providers.  For example: 

Today, Medicare and most health plans pay physicians only for office visits, not for phone calls.  If a physician can 
respond to a patientôs health problem over the phone, thereby avoiding the need for the patient to make a visit to the 
office, the physician will lose revenue.  Reimbursing the physician for a portion of the lost revenue through a shared 
savings program still penalizes the physicianôs practice (recouping only a portion of the loss still results in a loss) and 
also creates a cash flow problem, since shared savings payments typically arenôt made until a year or more after the 
losses occur. 

If better coordination of a patientôs care can avoid an emergency room visit or hospital admission, the hospital will 
lose all of the revenue for that visit or admission, but it will still have to cover the costs of having the emergency room 
or hospital bed available.  Giving the hospital a bonus or shared savings payment for lower admission rates can still 
penalize the hospital, since the portion of the lost revenues offset through the shared savings payment may be less 
than the fixed costs the hospital must continue to cover. 

Having two or more providers participating in a shared savings arrangement creates a version of the prisonerôs di-

lemma:  if provider #1 makes a good faith effort to reduce unnecessary services but provider #2 does not, provider #2 

would ñwinò by maintaining its own fee revenues while also potentially receiving part of the savings generated by pro-

vider #1.  If provider #2 increases its volume of services, it would receive more revenue and also thwart the opportunity 

for provider #1 to receive any shared savings to offset the revenue it lost. 

The shared savings model is biased against hospitals which do not employ physicians, since under the most common 

shared savings approach, all savings are credited to the organizations where the patientsô primary care physicians work, 

even if the savings are generated through improved care or reduced utilization in the hospital.  Forcing hospitals to solve 

that problem by acquiring physician practices may simply lead to higher prices, not lower costs. 

Another serious problem with the shared savings model is that once the shared savings contract between the payer 

and provider ends, any shared savings bonuses will also typically end; providers will still be in the same fee-for -service 

system they had before, but they will now have lower revenues if they have reduced the volume of fee-based services in 

order to obtain shared savings payments, and they may also be receiving lower fee levels for individual services if pay-

ment cuts are being made through other policies, such as the federal Sustainable Growth Rate formula.  In order to ob-

tain continued shared savings payments in the future, a physician or hospital would have to find new sources of savings.  



Providers may be unwilling to significantly change the way they deliver care or invest in better ways of delivering care if 

they can only reap the benefits of savings for a few years. 

Some payers have made modifications to the payment system to try and address some of these problems, but in gen-

eral, the modifications have not changed the underlying fee-for-service payment system in any fundamental way.  For 

example: 

Many medical home payment programs provide a small, flexible, non-visit -based payment to primary care physi-
cians to help them cover the costs of services that are not reimbursed directly through fees.  Although these  
additional payments are highly desirable and address some of the problems of fee-for-service payment, in most 
cases, the vast majority of the physiciansô revenue continues to come from visit-based fees.  Moreover, as explained 
in more detail under Barrier #5, the amount of non -visit -based payment the practice receives in these programs may 
depend on how many fee-generating visits its patients make to the practice, which means that fee-for-service still 
represents the dominant incentive.  

The CMS Innovation Center created an Advance Payment Program that makes upfront payments to small provider 
organizations that want to participate as Accountable Care Organizations in the Medicare Shared Savings Program.  
These payments are very helpful, but they are only temporary, and they can only be used to help pay for the costs of 
new infrastructure or personnel, not to cover revenue losses the provider incurs due to changes in the way they  
deliver services that reduce fee-for -service payments.7 

True payment reform  cannot be achieved by adding new layers of bonuses and penalties on top of what is still funda-

mentally a fee-for-service payment system.  Moreover, to be successful, a new payment system needs to be more attrac-

tive for providers than fee-for -service payment, not 

less, while still reducing costs for payers and im-

proving quality for patients.  

For most types of patients and health condi-

tions, fee -for -service payment must be re-

placed entirely with a new payment system 

that gives providers (a) greater flexibility  to 

deliver the best combination of services for 

the patient, and (b) the accountability  to 

ensure the combined cost of those services is 

less than the payment amount (along with 

the ability to retain any additional savings 

generated indefinitely).  

Examples of such better payment systems in-

clude: 

ñEpisode-of -careò payments for acute conditions or procedures8 that give a healthcare provider a payment or 
budget to cover the costs associated with all of the care a patient needs for that condition or procedure.  Under this 
type of payment system, the provider has the flexibility to decide which services should be provided.  If the patientôs 
condition can be managed with fewer individual services or by substituting different services than are delivered to-
day, the payment would remain the same, even if fee-based revenues would have declined, but costs will be lower.  As 
a result, payers will save money, while providers can actually improve their operating margins. 

ñGlobalò payments or condition-specific comprehensive care payments  for overall management of pa-
tientsô healthcare9 that give a healthcare provider a payment or budget for the costs associated with all of the care a 
group of patients need for all or some of their health conditions.  The provider has the flexibility to choose the combi-
nation of services which will best help the patients address their healthcare needs, but the provider also has the ac-
countability to ensure that the costs of all of those services remain within the global payment or budget amount.  

Where these approaches have been used, both providers and payers have benefited.  For example, in the Medicare 

Acute Care Episode (ACE) Demonstration, which ñbundlesò physician and hospital payments (i.e., it makes a single pay-

ment to both providers, rather than separate payments to each), Medicare has saved money, physicians have received 



higher payments, hospitals have been able to reduce 

their costs and improve their operating margins, 

and patients have received better care.10  The posi-

tive results from this program led the CMS Innova-

tion Center to create its Bundled Payments Initia-

tive, which will both allow additional providers to 

participate in the bundling approach used in the 

ACE Demonstration and allow providers to accept 

full episode payments for a variety of conditions.11  

This win -win -win approach ï lower spend-

ing for payers, better care for patients, and 

better margins for providers ï is only feasi-

ble with the types of significant payment re-

forms described above, not with minor 

tweaks to the fee -for -service payment sys-

tem.  

Some payers have begun implementing these kinds 

of true payment reforms.  For example, in addition to the CMS Bundled Payments Initiative, the Integrated Healthcare 

Association in California has created episode payment definitions for a number of different procedures that are being 

implemented by several different health plans and providers, 12 and the Health Care Incentives Improvement Institute is 

implementing episode payments with providers and payers in several different markets. 13  Blue Cross Blue Shield of Mas-

sachusetts has implemented the Alternative Quality Contract, which gives a group of providers a risk-adjusted global 

budget to cover all of the costs of care for a population of patients.14  In Medicareôs Pioneer ACO program, providers will 

move from shared savings to partial or full global payments in the third year. 15   

However, much faster progress is needed in more parts of the country.  All payers need to make episode and 

global payments available to providers for as many types of patients and conditions as possible, as soon 

as possible. 16  To be successful, though, these payment systems need to be structured appropriately to give providers 

accountability only for the costs they can control, as discussed under Barrier #2, and they need to be accompanied by 

appropriate benefit designs, as discussed under Barrier #5.   If payment reforms are designed properly, there will be no 

need to mandate them; many providers will voluntarily accept a payment system that gives them the flexibility to deliver 

the best care to their patients and rewards them for high-quality care at an affordable cost without putting them at risk 

for costs they cannot control. 

 



Many providers have been reluctant to accept episode-of-care payments and global payments because of concerns 

about their ability to manage significant financial risk.  Patient advocates may also oppose payment reforms that create 

financial risk for providers because of a fear that if providers take on responsibility for controlling costs, they will stin t on 

services that patients need or avoid patients with significant health problems.  

Although this barrier has typically been framed in terms of how much  risk providers can take, the real issue is what 

type of risk providers can and should take.  If episode payments and global payments are structured in ways that give 

providers accountability for costs they can successfully manage, then providers will be more willing to accept them; con-

versely, if a payment system demands that providers take accountability for costs they cannot control, then the providers 

will either be unwilling to accept the payment system or, if they do, they could risk financial problems, which is what 

happened to many providers under capitation contracts during the 1990s.   

There are two key ways to structure pay-

ments so that they give providers only the 

types of financial risk they can manage:   

Separating Insurance Risk and Perform-
ance Risk.   First, a payment system should be 
structured so the payer retains the ñinsurance 
riskò (i.e., the risk of whether a patient will de-
velop an expensive health condition) and the pro-
vider accepts the ñperformance riskò (i.e., the risk 
of higher costs from delivering unnecessary ser-
vices, delivering services inefficiently, or commit-
ting errors in diagnosis or treatment of a particu-
lar condition). 17  Many of the problems with man-
aged care in the 1990s arose because traditional 
capitation payment systems transferred both in-
surance risk and performance risk to providers, 
causing bankruptcies when providers took on care 
of many sick patients without any increase in pay-
ment. 

Focusing on Costs That a Provider Can 
Control.   Second, a payment system should give a healthcare provider accountability for the types of services and 
costs that the provider can control or significantly influence, but not for services and costs over which the provider 
has little or no influence.  For example, primary care physicians are in a much better position to determine the ap-
propriateness of services they prescribe than health plans are, so building accountability for utilization of prescribed 
services into physician payment is better than trying to control utilization through prior authorization and utilization 
review programs operated by health plans.  On the other hand, a payment reform system that only gives primary care 
physicians a bonus if there are reductions in the total  cost of all  services their patients receive from all  providers goes 
too far in shifting accountability, since primary care physicians do not control all of the factors that drive the total 
cost of care for their patients.  (For example, assume that a primary care physician is able to significantly reduce the 
rate at which his or her chronic disease patients are admitted to the hospital for exacerbations of their chronic condi-
tion; if the subset of patients who are still admitted to the hospital develop serious infections or complications, total 
costs might increase, even though the primary care physician had been successful in controlling the aspect of utiliza-
tion that he or she could influence.)  



There are several ways to structure payment systems to give providers accountability for the costs 

they can control, without putting them at risk for costs they cannot control: 18 

A common way to protect providers from insurance risk is to make higher payments for those patients who have 

more health conditions or more serious health problems, i.e., to ñrisk-adjustò payments.  For example, in the Blue Cross 

Blue Shield of Massachusetts Alternative Quality Contract, provider organizations receive a budget based on the number 

of patients they care for, but the budget is increased if the patients have more health problems, so the providers are ac-

cepting only performance risk, not insurance risk. 19 

Some payers have raised concerns about using risk adjustment as part of a payment system because a patientôs risk 

score tends to increase as soon as they become part of a risk-adjusted payment system, and this can cause overall spend-

ing to increase rather than decrease.20  This happens because, under fee-for-service payment, the diagnosis codes used 

for risk adjustment are only recorded when a related claim for treatment is filed; as a result, many health conditions are 

not recorded in health plansô claims data systems (particularly if patients have recently changed health plans).  However, 

under a risk-adjusted payment system, the provider has an incentive to do complete coding of diagnoses, not just to en-

sure accurate payment, but to ensure that all of the patientôs health conditions are being managed in a comprehensive 

and coordinated way.  Rather than eliminating risk adjustment entirely to avoid this artificial increase in risk scores 

(which could thereby discourage providers from taking on sicker patients), risk adjustment systems should be modified 

so that both the baseline risk score and current risk score are changed when a patientôs pre-existing condition is identi-

fied and documented.  Broader use of electronic health records will help to address this problem by enabling risk adjust-

ment to be based on complete clinical data on the patientôs past and current patient health conditions, not just on data 

recorded to support recent claims for payment to a particular health plan.  

Current risk adjustment systems also need to be improved so they do not penalize providers for keeping their pa-

tients well.  A patientôs risk score is typically based on the health problems that a patient has today, not on how those 

problems have changed as a result of the health providerôs care.  So, for example, if a physician helps a patient lose 

weight or stop smoking, the patientôs risk score would decrease, and as a result, under a risk-adjusted payment system, 

the physician would receive a lower payment than if the patient had remained unhealthy, thereby penalizing the physi-

cian for a successful health improvement effort.  Improved risk adjustment systems that capture such changes over time 

will be needed, particularly if more providers and payers sign multi -year contracts to manage healthcare cost and quality. 

At best, risk adjustment is only a partial solution; no formula could ever be 100% accurate in predicting legitimate 

variations in costs, simply because of the myriad factors that can affect patient costs and outcomes.21  To adequately pro-

tect both providers and patients, risk adjustment  should be supplemented with risk limits, such as: 

Outlier payments to cover unusually high costs for specific patients. 

ñRisk corridorsò that require payers to provide additional payments to providers when the total cost of treating a 
group of patients significantly exceeds the agreed-to payment level.  The sizes and cost-sharing parameters for these 
risk corridors could vary from provider to provider, since larger providers will be better able to manage variation in 
costs, and the parameters could also be changed over time as providers become more experienced in managing 
costs.22 

In some cases, it is clear that certain kinds of costs cannot reasonably be controlled by a provider, and rather than 

using risk adjustment formulas or other complex calculations to adjust for this, these costs (or the situations that lead to 

them) should simply be excluded from accountability altogether.  For example, the costs associated with patients who are 

seriously injured in accidents could simply be excluded entirely from a global payment model for a small group of physi-

cians, and be paid for separately on an episode-of-care basis or under traditional fee-for-service. 

In other cases, as noted earlier, a provider may be able to control certain aspects of a patientôs healthcare costs but 



not others.  Healthcare providers are far more likely to be willing to accept responsibility for the utilization and cost of 

services they deliver or prescribe themselves than services chosen by other providers.  (For example, primary care pro-

viders can influence the rate at which their patients go to an emergency room, but not the number of tests that are or-

dered once the patient arrives; emergency room physicians can influence the number of tests ordered in the emergency 

room, but not how many patients come to the emergency room for conditions that could have been treated by their pri-

mary care provider.)   To address this, payment to physicians in a particular specialty can be designed to only include the 

costs of the services that these physicians can control or significantly influence, while excluding  the costs of other ser-

vices.  (The payer would continue to pay for the excluded services on either a fee-for -service basis or through separate 

payment reforms designed for the other specialties).23  In some cases, one provider may be willing to take accountability 

for whether a patient uses a particular service delivered by another provider, but not for the price  of that service, particu-

larly if the provider of the service is in a position to negotiate high prices or increases in prices; this can be addressed by 

making the accountable provider responsible for the utilization of the services, but excluding accountability for increases 

in the price of the services.24 

Providers will also be better able to accept accountability for controlling costs if their patients are supporting their 

efforts.  As described in more detail under Barrier #5, if a provider does not know until after the fact who their patients 

are, or if the patientsô insurance benefits do not give them the ability and incentive to help the provider change their care 

in ways that will improve quality and lower cost, then the provider may be unable to control some of the key factors that 

are driving increases in costs.  If the patientsô benefit structure cannot be changed to support a providerôs ability to con-

trol certain aspects of cost, then all or part of those costs could be excluded from accountability under the payment 

model.  (For example, if some patients spend part of the year living in another part of the country, but their health insur-

ance will pay for them to receive elective procedures while they are away, the designated provider in their home commu-

nity might only be expected to control costs of care during the time the patient is actually resident in the local commu-

nity, rather than all of the costs incurred by those patients during the entire year.)  

It is impossible for anyone to predict exactly what will happen when payers and providers move to completely differ-

ent payment models.  New drugs, new medical devices, and new ways of delivering care are being developed at a rapid 

pace, and these can either help or hurt providersô ability to control costs and improve quality.  It is not surprising that 

there are typically long delays in negotiating payment reform contracts, since both payers and providers will try to antici-

pate all possible contingencies and incorporate provisions covering them in the contracts.   

This problem will be exacerbated with multi -year contracts.  Multi -year contracts between payers and providers pro-

vide a better opportunity for providers to make changes in care delivery that take time to implement and to reap returns 

on investments in preventive care and infrastructure, and they give payers greater ability to control the trend in health-

care costs (for example, the Alternative Quality Contract developed by Massachusetts Blue Cross Blue Shield is a five-

year contract that was designed to slow the growth in spending rather than achieve immediate savings).  However, the 

longer the contract, the greater the potential for unexpected events to occur, the greater the difficulty of building appro-

priate protections into a contract to deal with those unexpected events, and the greater the reluctance providers and pay-

ers will have to sign. 

A solution to this is simply to acknowledge that unexpected events may occur and to provide for opportunities to 

make adjustments in the contract to deal with them.  Of course, the party which is disadvantaged by the unexpected 

event will be more interested in making an adjustment than the party which benefits from it, so the contract could pro-

vide for having a neutral arbitrator resolve any disagreements. 



Changing the way Medicare and health plans pay provider organizations  is necessary but not sufficient to support 

higher-value healthcare delivery.  The compensation system for the individual physicians and other healthcare profes-

sionals who work in those organizations also has to change.  Most physician compensation systems today, even for physi-

cians who are ñon salary,ò are based on fee-for-service, i.e., the physician gets paid in part or in whole based on the num-

ber of visits they have or the number of procedures they perform.  If this compensation structure continues when the 

provider organization begins being paid under a new payment model, the physician will be penalized for reducing unnec-

essary visits and procedures even though the provider organization would be rewarded, and the physician will be re-

warded for higher volume even if it hurts the provider organizationôs bottom line.  It is difficult to imagine that Account-

able Care Organizations can be successful if all of their member providers are still being based using fee-for-service. 

Clearly, if payment systems are changed to reward value rather than volume, the compensation of in-

dividual physicians and other providers will also need to be changed 

to align with the structure of the new payment system, rather than 

with fee -for -service payment.   Rather than primarily basing compensation 

on ñproductivity,ò physicians will need to be compensated based on factors 

such as quality, teamwork, and overall cost-effectiveness that will determine 

the provider organizationôs success under the new payment system.25 

However, it is difficult for a provider organization to change its physician 

compensation system if only a subset of its payers have implemented payment 

reforms.  (See Barrier #7 for more discussion about lack of alignment among 

payers.)  The factors that determine financial success under fee-for-service are, 

by definition, different from the factors that will determine success under new 

payment models, but if physicians are going to change the way they practice, 

they will do that for all  of their patients, not just those covered by a particular 

payer.  If the majority of patients are not covered by reformed payment sys-

tems, the provider organization will be penalized for changing its compensation system, but if it doesnôt change its com-

pensation system, its ability to succeed financially in caring for patients covered under the new payment system will be 

limited.  In short, trying to manage patient care under multiple payment systems can create a serious Catch-22 for physi-

cians and their practices.  (See the discussion under Barrier#7 regarding alignment of payment reforms.) 

Aligning physician compensation with new payment systems can also be challenging because of federal and state 

laws designed to prevent fraudulent or abusive conduct under current payment systems.  For example, the federal Civil 

Monetary Penalty statute26 imposes financial penalties on hospitals that make payments to physicians as an inducement 

to reduce or limit services to Medicare or Medicaid beneficiaries.  The law has been interpreted by the Office of Inspector 

General at the U.S. Department of Health and Human Services as prohibiting such payments even if the services being 

reduced are not medically necessary or appropriate.27  Consequently, gain-sharing programs designed to share savings 

with physicians when unnecessary services are eliminated could make a hospital liable for civil money penalties, as well 

as putting it in violation of the federal Anti -Kickback statute28 and the Stark law.29 

Congress has recognized that changes in fraud and abuse statutes will be needed in conjunction with new payment 

models. The federal Affordable Care Act authorizes the Secretary of Health and Human Services to waive these statutes 

in conjunction with the Medicare Shared Savings Program and projects undertaken by the Center for Medicare and 

Medicaid Innovation. 30  However, providers may be reluctant to revamp their compensation systems based on these 

kinds of temporary waivers.  Permanent changes to the fraud and abuse statutes are needed if payment re-

forms are to be successful.  In states that have enacted statutes similar to the federal laws, state legisla-

tures will also need to make comparable changes. 31 



Most of the literature on payment reform has focused on how to change the method of payment, but there has been 

relatively little attention to how to set an appropriate payment amount  (i.e., the price).32  Regardless of how good the 

payment method is, if the payment amount is too low, providers will be unable to deliver quality care, and if the payment 

amount is too high, there will be no savings for purchasers/payers and little incentive for providers to reduce costs. 33 

A major barrier to setting good prices in new payment systems is the difficulty providers have in getting data on the 

utilization and costs of services that they do not deliver themselves.  For example, in order for a physician to accept an 

episode of care payment for the type of treatment he or she delivers, the physician needs to know about all  of the services 

that those types of patients have been receiving from the hospital, other physicians, and post-acute care providers, how 

much all of those providers are being paid, the frequency with which adverse events occur, and the extent to which any of 

those elements can be changed.  Different prices will be needed for patients with different types of health conditions, and 

the impacts of risk adjustment and risk limits will need to be determined.  The payer will need to have matching data so 

it can be sure the total episode price is lower than the average amount being paid today.  (Similar data are also needed 

under shared savings programs so that the provider 

can determine whether bonuses will cover its costs 

and whether it will be at risk for paying a share of cost 

increases.) 

Electronic Health Records (EHRs), even if they are 

linked to Health Information Exchanges (HIEs), do 

not have enough information to fill this need.  The 

only truly comprehensive information about all of the 

healthcare costs associated with an episode of care or 

with a group of patients, particularly the prices being 

paid for the services delivered, comes from claims 

data maintained by payers.  Consequently, providers 

would be better able to participate in new payment 

models if they could get access to claims data from 

health plans, Medicare, and other payers.34 

Even if providers have access to claims data, however, 

most would not have the analytic capacity to assemble and analyze large claims databases, particularly if the data come 

from multiple payers.  Also, there could be privacy concerns about giving providers patient -identifiable data about all 

services from other providers in order to find and combine multiple claims records for their own patients.  

The best solution is for all payers to contribute their data to a multi -payer database managed by a 

multi -stakeholder Regional Health Improvement Collaborative that can help providers analyze the data 

while protecting patient privacy.   For example, the Maine Health Management Coalition 35 and the Oregon Health 

Care Quality Corporation36 are combining and analyzing claims data from multiple employers and health plans to help 

healthcare providers in their states successfully participate in new payment models. 

Some health plans are providing Regional Health Improvement Collaboratives with data on the services that pa-

tients received, but not the amount that was paid for those services .  Although these limited data sets are helpful for 

analyzing opportunities for reducing unnecessary utilization of services, they are inadequate for designing new payment 

systems and for helping providers redesign care under those new payment systems.  In order to determine whether a dif-

ferent way of delivering care is affordable under a new payment model, both the provider and the payer need to know 

whether the cost of the new care delivery approach will be lower than the existing approach, and this can only be deter-



mined accurately if information is available on the payment levels for all of the involved services.  Health plans need 

to release claims data files to Regional Health Improvement Collaboratives that include ñallowed 

amountsò (i.e., the prices paid for services) in order to accelerate the implementation of new payment 

systems. 37  Employers and other purchasers need to demand the release of this data from their health 

plans, and if necessary, switch to health plans that will agree to release the data. 38 

To date, one of the biggest gaps in the ability to create all-payer databases and help providers use them to redesign 

care and payment has been the inability to obtain Medicare claims data.  Fortunately, this is finally changing: in Novem-

ber, 2012, the Centers for Medicare and Medicaid Services began giving access to Medicare claims data to organizations 

that meet legislative and regulatory standards as ñQualified Entities;ò the first three such Qualified Entities are all multi-

stakeholder Regional Health Improvement Collaboratives ï the Oregon Health Care Quality Corporation, the Kansas 

City Quality Improvement Consortium, and The Health Collaborative in Cincinnati. 39  However, changes in the au-

thorizing legislation for this program are needed so that the Medicare claims data can be used for ana-

lyzing opportunities to reduce costs, not just to produce publicly -reported quality measures . 

 


