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Abstract

Many different U.S. healthcare financial models have been implemented in search
of a model that best serves U.S. patients and physicians. Amongst these, three models
currently dominate within the United States: FFS (Fee-For-Service), Capitation, and
Salary. Although no particular model has proven to be substantially better than the others,
there are two major themes. The first theme is a recent trend away from the FFS model
towards a model based on value. The second theme is a projected trend towards a
restructured FFS model. Trial models fail to definitively predict one trend’s success over
the other; however, the large number of trials implies that change is, indeed, the overall
trend. Consequently, there is a need for policy makers to better understand these models
as well as to analyze these trends on a microeconomic and macroeconomic level.



Introduction

Physician practices desire the financial model that will best maximize benefits for
the physician and the patient. For the physician, the financial model would increase
physician income, as well as afford the competence to the physician to practice medicine
without financial burden. For the patient, the financial model would decrease out-of-
pocket expenses as well as increase the quality of care the patient receives. As a result,
many different healthcare financial models have emerged. Among these, three models
currently dominate within the United States: FFS (Fee-For-Service), Capitation, and
Salary. FFS encompasses 90% of primary care practice revenue within the United States’,
and is the primary financial model for Medicare and Medicaid (which, combined, cover
approximately 100 million Americans).

In FFS models, a physician performs a task and gets reimbursed for that task. In
Capitation models, a practice receives a certain amount of money per patient, and the net
income becomes the sum of money that remains after all healthcare expenditures are
provided for that patient. In Salary models, a physician gets paid a pre-determined
amount, usually annually. Certain relationships have developed among these three
models to determine the physician’s income. In a FFS model, income is directly related to
the amount of patients seen and/or procedures performed. In a Capitation model, income
is inversely related to the amount of procedures performed. In a Salary model, income is
directly related to the number of hours worked. These relationships are not finite;
however, their potentials for influencing the practice of healthcare within the United
States are largely controversial, and thus, heavily studied.

Along the process, many trends have developed for structuring and/or
restructuring U.S. healthcare financial models. These trends project in many different
directions, but there are two major themes. The first theme is a trend away from the FFS
model, towards models based on value. The second theme is a trend towards the FFS
model, but a FFS model restructured in a way that it becomes less easily manipulated®.
Trial models fail to clearly support one trend’s success over the many others; however,
the large number of trials implies that change is, indeed, the overall trend.

These changes are also necessary because many critics consider FFS to be the
single largest contributor to NHE (National Health Expenditures)®. Additionally, while
physicians’ salaries and related expenses encompass 20% of NHE, many believe that
physicians’ decisions influence an additional 60% of NHE*. Consequently, there exists a
great need to better understand these trends towards and away from FFS on a
microeconomic and macroeconomic level.



Fee-For-Service (FFS) Payment Model

Advantages to Patient Health

FFS has remained the dominant financial healthcare model, both generally and
within Medicare, because of the relatively clear dynamics of the system® as well as the
many potential (and more easily manipulated) benefits. FFS benefits a patient’s health in
many ways. For one, it allows a patient to go to the physician of his/her choice as often as
the patient wants or needs to attend an appointment. Because the physician’s income is
directly related to how many patients the physician sees, FFS creates an incentive for the
patient’s physician to remain accessible. This also encourages the doctor to work longer
hours®. Consequently, FFS incentivizes accepting patients with higher risk (sicker
patients) because the physician will potentially perform more tasks for that patient and
see that patient more frequently . As a result, FFS results in more primary care
visits/contacts than Capitation as well as fewer hospital referrals®. FFS thus allows
physicians the competence to follow-up with their patients.

Within a patient encounter, FFS models neither restrict physicians from
performing tests nor from referring patients to specialists. As a result, patients often
believe their physicians are acting in their best interests’. The FFS model also allows a
patient to know precisely what he/she is buying, as a specific CPT (Current Procedural
Terminology) code identifies each service. The coding system also has the benefit of
persuading the physician from fraudulently misreporting CPT codes, since coded services
are more easily audited. Because CPT codes may also identify preventative services (or
other specific, aimed services), CPT codes further financially incentivize the doctor to
provide these services, which many experts believe will prophylactically decrease future
healthcare expenditures for both the physician and the patient.

Disadvantages to Patient Finances

The FFS model also has many weaknesses. Critics argue that, because the
physician’s income is directly related to the number of patients seen and procedures
performed, FFS incentivizes “over-providing” care to patients as well as providing
inappropriate services. FFS thus encourages poor clinical behavior on the part of the
physician at the expense of the patient. As evidence, physicians under FFS tend to order
more consultations'®, elective procedures™*'*?, hospitalizations™*'**, and tests'*>'*° than
physicians in capitated or other environments. Additional studies show that when
physicians have ownership of ancillary services, such as equipment used by the practice
or ownership in labs utilized by the practice, their rates of utilization of those ancillary
services are higher'’*®. Not only may patient finances be in jeopardy, but patient health
as well.



Disadvantages to Patient Health

Per the increased patient load, the physician often has less time to care for each
patient'®. Moreover, the doctor has fewer incentives to provide well-coordinated care for
those patients®. Well-coordinated care could include cooperation with other types of
physicians involved in the care of the patient, which is not currently coded, and thus not a
financially incentivized task. The lack of well-coordinated care may lead to the
duplication of services and/or over-involvement of multiple physicians®®. The FFS model
also incentivizes the doctor to schedule more visits with a patient rather than educate that
patient on lifestyles less dependent on seeing a physician. As a result, the physicians who
are most financially able to encourage less physician-dependent lifestyles or to encourage
collaboration among professionals involved in the care of the patient are those physicians
who are involved in large, integrated networks. Thus, small providers, who care for
approximately 90% of Americans, do not have the financial incentives to provide well-
coordinated care’. Consequently, large, integrated networks of providers are beginning
to govern provisions of health services.

Evaluation and Management Code Disadvantages

E&M (Evaluation and Management) codes correspond to the services that most
require well-coordinated care. An E&M code identifies a service that a physician
provides that usually either manages a chronic disease, provides preventative health, or
addresses new or undiagnosed problems®. Unfortunately, many physicians claim that
E&M services are under-compensated, especially by Medicare. Thus, many physicians
do not have the financial incentivizes to provide well-coordinated E&M services to
patients with chronic disease. Because treatment of chronic disease accounts for
approximately 78% of NHE?, there may be severe macroeconomic consequences for not
incentivizing its prevention, diagnosis, management, and treatment. In fact, in 2010,
while Medicare spent an annual average of $9,738 per beneficiary, Medicare spent an
annual average of $32,658 per beneficiary diagnosed with six or more chronic
conditions 2. At the same time, over 67% of Medicare’s expenditures were for
beneficiaries with five or more chronic conditions ** . Thus, Medicare’s poor
reimbursement of E&M codes creates a financial disincentive towards decreasing total
expenditures, while inadvertently promoting future increases in total expenditures.

RVU (Relative Value Units) Payment System

As already evident, the Medicare/Medicaid systems, themselves, have inherent
flaws that keep FFS models from being a viable long-term option for many healthcare
organizations. Many critics to Medicare/Medicaid believe the flaws to be related to the
process by which a service is assigned a monetary value. To begin this process, the
RBRVS (Resource-Based Relative Value Scale) permits indexing and conversion of CPT
codes into dollar units. RVUs (Relative Value Units) are based on the RBRVS and were
designed to further increase or decrease monetary return based on several factors, such as
how much work is required by the physician, the expense to the practice, and the
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practice’s liability expenses. Many critics argue that the RVU Payment System values
procedures requiring technology or surgery (such as interpreting CT scans or inserting a
stent) more highly than procedures requiring evaluation and management (such as
diabetes education for newly diagnosed diabetic patients). Thus, the RVU payment
system has pushed physicians from evaluation/management towards high-cost/high-tech
medicine, as the relative compensation is higher®.

RUC (Relative value scale Update Committee)

To better address such problems, the American Medical Association and Medical
Specialties Society established the RUC (Relative Value Scale Update Committee). The
RUC advises the CMS (Centers for Medicare and Medicaid Services) on updates to
RVUs. The RUC, too, has many critics. For one, critics contend that the RUC is mostly
composed of specialists, which may be a reason E&M codes are undervalued®. Also, the
RUC is a private organization, which means that the RUC is not required to disclose any
content from the meetings. In fact, from 1994-2010, the CMS adopted 87.4% of the
RUC’s recommendations®, and, due to the privacy of these meetings, evaluators can
neither determine how much fault the RUC owes to any failure of the CMS to adequately
compensate physicians nor prevent future failures from occurring. Furthermore, the RUC
only meets three times a year in order to establish and/or edit these financial projections.
Because financial projections do not necessarily equal actual financial expenditures,
Congress had to establish a mechanism for correction.

SGR (Sustainable Growth Rate)

The 1997 Balanced Budget Act established the SGR (Sustainable Growth Rate) in
order to allow Congress to control the growth of expenditures for physicians’ services
relative to the growth of GDP. SGR is also highly criticized as, every year since 2002,
payments for physician services have exceeded the SGR. Thus, every year, Congress has
to increase the budget in order to prevent payment cuts to physicians. Furthermore, from
2002-2013, while the consumer price index rose 20%, physicians’ reimbursements from
Medicare increased only 3%°. As a result of these under-payments, many physicians are
less willing to accept any (or as many) Medicare patients. Consequently, the Medicare
Payment Advisory Committee’s 2014 report stated that the organization’s highest priority
with respect to physician reimbursement is the urgent removal of SGR%,

Site-of-Service Differential

Medicare’s systemic problems have not only led to problems with direct
physician reimbursement, but also with the site-of-service differential, which indirectly
influences compensation. The Medicare Payment Advisory Commission reported that in
2011, Medicare paid 80% more money for a 15-minute office visit in an outpatient
department than it paid for that same visit in a freestanding clinic®®. Concurrently, large
hospital systems have been buying independent practices. In fact, from 2002 to 2008, the
number of US physician practices owned by hospitals more than doubled?’. As these
physician groups gain market power, they are better able to provide the same services at
either a reduced cost or a greater profit?. Historically, the larger groups have also used
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medical specialists as leverage over independent physicians by refusing to allow referrals
from competitors”®. Furthermore, hospitals with higher market share can negotiate higher
physician reimbursements from private insurance companies, and often do, with the
increase in compensation rates ranging from less than 5% to 40%°.

Capitation Payment Model

Advantages to Patient Health/Finances

Capitation, a relatively newer model than FFS, succeeds in many ways where FFS
fails. While FFS CPT codes often undervalue preventative services, Capitation places
greater long-term emphasis on preventative services. Although preventative services are
not directly financially incentivized, early preventative services may prevent predicted
expenses from long-term, costly, sick patients (assuming a physician’s patients do not
change)®’. Furthermore, as income is not directly related to office visits (as it is in FFS),
physicians are free to provide care by phone call, email, home visits, or any other form of
communication the physician finds most efficacious. Moreover, since patients’ healthcare
costs are inversely related to the physician’s income, physicians become less incentivized
to over-charge ° and to order unnecessary services for their patients. Consequently,
compared with FFS, Capitated patients are more likely to have fewer overall
hospitalizations®, see specialists less often®, and under-utilize potentially harmful over-
used procedures®. Global capitation thus has the potential to significantly decrease
NHEs; however, decreasing the costs often correlates with decreasing the standard of
care.

Disadvantages to Patient Health

Since providing more care costs the physician more money, Capitation
incentivizes withholding care from the patient. If the patient is in a Capitated HMO
(Health Maintenance Organization) system, there could also be financial restriction of the
patient’s choice in physicians. Capitation also imposes financial restrictions on the
physician. Critics argue that even well adjusted capitation payment methods will fail to
compensate physicians for patients who are getting sicker. Thus, patients who are
becoming sicker become financial burdens on the physician. Consequently, many
physicians will refer these patients to specialists in order to decrease costs”.
Unfortunately for the patient’s finances, these specialists often do more and are paid more
assuming the generalist performed the same procedures®. Thus, Capitation tends to over-
compensate specialists and under-compensate generalists. Consequently, for the
generalist, Capitation incentivizes lower risk acceptance (i.e. accepting only health
patients). This means that for a Capitated practice to remain financially steady, the
practice must balance risk acceptance with its budget.



Costs of Balancing Risk for the Insurance Company

Risk adjustment is the scale used to address this difference in cost of care among
a group of patients to calculate compensation per patient. Commonly used variables
include age, gender, diagnosis, and health status information. As anticipated, the
variations in healthcare expenditures for a given patient are often unpredictable®. For
example, in 1992, the mean annual expenses for a Medicare patient with coronary artery
disease varied from $1702 to $19,959 depending on the patient’s additional
comorbidity®®. Cost of care for a given patient is thus based on the average “risk-
adjusted” cost of care. This can be problematic when certain risks are either not
accounted for, or are under-appreciated. For example, under FFS, an elderly Medicare
beneficiary who reports poor health will have approximately five times the healthcare
costs of a patient who reports excellent health. However, those two patients may have the
same Capitated rate, assuming they were the same age and gender, had the same
diagnosis, and lived in the same area®. Consequently, practices that care for sicker
patients risk substantial losses. Thus, even if risk adjustments are made, practices still
need protection from unpredictable and excessive risk.

Costs of Balancing Risk for the Hospital/Practice

Three methods are currently used for protection from such risk: reinsurance,
“stop-loss” clauses, and “risk corridors.” Reinsurance covers individual and group
expenses over the specified amount. Stop-loss clauses are incorporated into contracts and
cover individual expenses over the specified amount. Risk corridors set a range of risk or
gain for individual patients, such as covering expenses up to 5% above or below the total
Capitated payments stated in the contract. Unfortunately, though, many Capitated
physicians lack these loss limits®”; however, other methods of limiting risk may suffice.
Disease carve-outs, for example, limit risk by narrowing the range of services provided
under the Capitated contract. Carve-outs could limit providers from specific services,
such as mental health, or care for specific disease conditions, such as AIDS. Critics,
though, argue that carve-outs undermine the physician-patient relationship by providing
disincentives for general physicians to provide comprehensive care®’. Furthermore,
carve-outs may limit access to care, as the referrals are often described as inconvenient
and awkward™®.

Thus, for a capitated practice to succeed, the practice must strategically balance
risk over its patient population in order to receive the largest amount of funding while,
concurrently, spending as little of the money as possible. Essential to the strategy,
determining the minimum number of patients required for net profit in accepting risk
becomes particularly difficult. Consequently, many practices do not balance patients with
high risk to those with low risk®® or set the appropriate loss limits to manage excessive
risk. Moreover, many smaller practices neither have the financial reserves nor the capital
outside of the practice necessary to accurately track resource use®’. As a result, the
Capitation model involves many risks that may not be feasible to smaller or newer
practices, and may further contribute to the landscaping of the healthcare market.



Salary Payment Model

Practicality

To further exemplify the recent trend away from FFS models, Salary models are
increasingly being adopted, most likely due to the growth of physician employment in
hospitals and physician groups. Some organizations, including Military and Veterans
Affairs health systems, along with some group and staff HMOs, have long incorporated
salary as a payment option®. However, most U.S. physicians are not contracted to an
individual patient, but rather, to a group of patients. Also, because neither Medicare nor
Medicaid hires individual physicians, neither system can feasibly pay physicians a
salary®™. Nevertheless, depending on how an organization incorporates salaries into its
financial model, that organization can still offer incentives via the Capitation and FFS
models. For example, in Capitated practices, salaried physicians may earn bonuses based
on the practice’s net revenue*’. In FFS practices, salaried physicians may earn bonuses by
meeting established patient quotas*2. Nonetheless, the Salary model has inherent benefits
over the FFS and Capitation models.

Advantages

For one, there is no incentive for the physician to withhold care from the patient,
(as exists with Capitation) and the physician may devote more time to doing what is in
the best interests of the patient’s health and finances. The salaried physician also lacks
the financial incentive to “over-provide” care for his patients, which may have large
financial implications for his patients. Moreover, the salaried physician can act in his
patients’ best interests without personal financial concern. Resultantly, when compared to
FFS and Capitation, studies show that patients are more satisfied with access to their
salaried physician®.

Disadvantages

Although made accessible to their patients, many physicians in this environment
also consider themselves primarily accountable to the organization rather than to the
individual patient*®. Because physician compensation from the Salary model is often
directly related to the amount of time worked, work completed by the physician outside
of contracted hours may not get reimbursed. Furthermore, seeing more complex patients
may decrease the physician’s available time to see other patients®. Thus, the Salary model
neither rewards a physician for taking care of additional and/or more-complex patients
(like FFS does) nor rewards the physician for decreasing his patients’ total health care
expenditures (like Capitation does). As a result, there is no incentive to increase
productivity®, and these patients often get over-referred to other physicians®, potentially
transferring a salaried physician’s patient into a FFS physician’s care.



Recent Trend: Value Based Systems.

System-Based Value

The recent trend appears to be towards utilizing models other than FFS to
compensate physicians, as evident by the growing number of non-FFS practices. There is
a related trend to not only switch to a new model, but to test new models®. Much of this
trend relates to the desire to base financial systems on “value.” Value-based systems have
the goal of disease prevention over disease treatment, and examination/diagnosis over
procedures. Capitation is thus an example of a value-based system.

Similar to Capitation, Bundled payments and Episode-Based payments seek to
decrease overall costs while increasing medical care. Bundling refers to combining all of
the payments associated with an episode of care, and allowing the patient’s physicians’
departments to divide the costs among parties. An example would be if the Orthopedics,
Emergency Medicine, and Radiology departments divided the costs associated with
evaluating, diagnosing, treating, and managing a patient who visited the Emergency
Room after fracturing a bone. Episode-Based payment refers to paying a single provider a
set price after an event. Surgeons commonly utilize this method after major procedures
by Eeceiving a 90-day global payment period that includes the costs of necessary follow-
ups®.

Organization-Based Value

Another model, Accountable Care Organizations, are organizations of health care
providers who voluntarily coordinate care in order to give higher quality care to their
patient(s). Increasing coordination may increase cost savings for ACOs; however, fairly
dividing the potential materialization of cost savings between poorly financially
coordinated providers becomes problematic?.

Another value-based system, a Patient-Centered Medical Home (PCMH),
addresses this weakness by integrating financial coordination among the team. The
defining characteristic of a PCMH is patient access to a personal physician who then
directs the medical practice’s care team. However, defining what constitutes an adequate
medical home becomes problematic?®. Furthermore, all of the value-based financial
systems (i.e. Capitation, Bundled payments, Episode-Based payments, ACOs, and
PCMHSs) face the same difficulties when assessing a patient who has multiple diseases
because value-based systems generally assume independence of these conditions*,

Problems with Recent Trend

Public vs. Private Insurance

On the other hand, many experts oppose shifting the trend away from FFS
models, arguing that FFS is not the problem (i.e. the largest determinant of U.S.
healthcare spending). Many argue that administrative costs are the highest financial
burden. These costs account for approximately 26.9% of NHE ** and are often
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unnecessary and inflated*®. Furthermore, many advocates of Medicare call attention to
the statistics which reveal that the percentage of administrative costs for competing
private health plans (14%-22%) are approximately six-times that of Medicare (3%-8%).
However, overall administrative costs are often higher in Medicare patients*’ because
these patients cost more overall money, and thus influence a deflation of the percentage
of administrative costs. Furthermore, the private sector has to pay state health insurance
premium taxes (averaging around 2% depending on the state) as well as the costs
associated with non-claim health care expenses, such as having an on-call nurse
consultation service*’. When private insurance plans compete for the same population,
the incentive is to avoid paying for care for sicker individuals in order to decrease
financial risk. In contrast, Medicare patients are often costly because they are primarily
over 65-years-old, disabled, and/or have end-stage renal disease; thus, these patients are
neither typical nor wanted in private insurance companies.*.

Access to Care

All the while, many physicians currently refuse to accept patients with insurance
plans that are difficult to work with and/or do not reimburse well. In a 2014 survey of
approximately 24,000 US physicians in 25 different specialties, 5% of employed and
15% of self-employed physicians stated that they do not plan to take new Medicare or
Medicaid patients, while 69% of employed physicians and 57% of self-employed
physicians plan to both take new Medicare/Medicaid patients and continue seeing current
Medicare/Medicaid patients®®. Furthermore, the number of physicians who have opted
out of Medicare tripled between 2009 (3,700 physicians) and 2012 (9,539 physicians);
however, these numbers are relatively small*®. Concurrently, the percentage of physicians
who accept new privately insured patients has also decreased at approximately the same
rate*®. Thus, for both Medicare/Medicaid and privately insured patients in the U.S.,
access to care appears to be decreasing because of the inabilities of their insurance plans
to compensate physicians. Accordingly, approximately 5-10% of NHE encompasses
payment for expensive complications resulting from under-treatment related to lack of
access to care®. However, the lack of access might also be due to the nationwide
shortage of physicians, especially primary care physicians®®, or the fact that many
Americans either do not have insurance or do not have enough insurance®’. Either way, if
access to care continues to decrease, NHE may continue to increase.

Ironically, FFS models often increase access to care, as the FFS models
incentivize physicians to have increased amounts of patient encounters and to take care of
sicker patients. Thus, in order to solve the access problem, shifting the trend back
towards the FFS payment model would be a feasible solution. However, there are many
inherent flaws in the existing FFS models that indicate future FFS models should be
restructured in a way in which FFS becomes more desirable to practices and patients.
Although many experts appear to agree that FFS needs to be restructured®, they appear to
disagree about what needs to be restructured, and how much it needs to be restructured.
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Overtreatment

For example, critics of the FFS model argue that FFS provides the incentive to
overtreat. Overtreatment encompasses 10% of NHE®*. However, critics fail to quantify
the percentage of overtreatment expenditure that is the direct, or indirect, consequence of
the FFS model. Accordingly, many argue that overtreatment is not a FFS issue, but
rather, a cultural issue, arguing that most overtreatment is due to unreasonable demands
by patients. In the latter situation, direct-to-consumer advertising for drugs, hospital
advertisements, and doctor recommendations have all shown statistically significant
evidence in regards to influencing increasingly unreasonable patient demands 2.
Interestingly, other countries with FFS incentives appear to have fewer problems with
overtreatment®, Even within the United States, studies of regional variation in Medicare
spending show that high and low-cost regions utilize FFS equally®*. Thus, there may be
combinations of factors (not only financial) that push physicians to overtreat. The
removal of procedures whose benefits are unproven or unnecessary would be a partial
solution to this problem. Consequently, in 2010 the ACA (Affordable Care Act) created
the Patient-Centered Outcomes Research Institute (PCORI). The goal of the PCORI is to
conduct research evaluating and comparing clinical outcomes and assessing the clinical
effectiveness, risks, and benefits of medical treatments. However, PCORI’s overall
effectiveness and cost-effectiveness of these evaluations will have to be weighed against
its estimated 10-year $3.5 billion budget®>.

Care-Coordination

Critics pushing the trend away from FFS models also argue that FFS models
increase costs by fostering a lack of care-coordination. To investigate this weakness,
CMS funded 34 pilot care-coordination projects in order to discover which method(s) of
care-coordination should be incorporated into future Medicare/Medicaid models.
Interestingly, all 34 pilot programs, designed to increase care-coordination in order to
decrease total costs, actually increased total costs. More specifically, each program either
failed to reduce any Medicare spending costs, or if it did reduce spending costs, it
increased administrative costs more than it decreased spending costs®®. Thus, there is
currently a lack of data that proves that increasing care-coordination will reduce total
costs. Few US health reform projects have actually been able to reduce total costs in a
manner that does not do so by limiting risk via “cherry-picking” healthier patients and
avoiding sicker patients. Two successful programs have been Community Care of North
Carolina® and Rocky Mountain Health Plans in Colorado®®. These programs utilize the
FFS model, but a restructured FFS model that better increases care-coordination. The two
commonalities between these programs that may have led to their success were
increasing physician leadership/participation and significantly improving sicker patients’
access to outpatient care*. The success of these two models and the lack of success of the
34 models funded by CMS imply that restructuring efforts should neither reduce
physician nor patient autonomy, but rather, should empower physicians, and afford
increased access to care.
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Bundling

A 2012 report by the Department of Health and Human Services identified that
Medicare did not properly allocate money to episode-based musculoskeletal surgical
services. In fact, the report estimates that Medicare paid approximately $49 million for
E&M services that were not included in the global surgery periods in 2007.
Consequently, in November 2014, the CMS changed its policy regarding global surgery
periods. By 2018, all 10- or 90-day global periods will change to a 0-day global period.
This change is most expected to primarily affect surgeons, and may provide many new
incentives for physicians who earn much of their revenue through global payment
periods. Physicians may respond by seeing patients more frequently in order to receive
similar E&M payments, a practice referred to as “unbundling.” Physicians may also
respond by performing more procedures.®® Thus, the CMS’s departure from bundling
may incentivize FFS (with all of its advantages and disadvantages).

Future Trend: Restructuring FFS.

Pay-For-Performance (P4P)

Furthermore, experts believe the restructuring of FFS should involve shifting
focus on ways to reward improving cost-effective quality of care while penalizing the
opposite. Consequently, the ACA created a ‘“value-based modifier” in Medicare
physician reimbursement that went into effect in 2015°. A comparable program currently
in existence is the P4P (Pay-For-Performance) program. The objective of P4P, and other
value-based systems, is to financially reward (or penalize) physicians in any healthcare
financial model for meeting (or not meeting) predetermined performance measures. For
P4P, these measures typically include procedural outcome, physician spending, and/or
patient satisfaction. Several companies have successfully designed P4P programs. One of
such programs, UnitedHealthcare’s Premium Designation Program, evaluates
approximately 250,000 physicians, who utilize multiple types of payment models. This
program found significantly lower complication rates (than the nation-wide averages) for
many procedures, such as arthroscopic knee surgery and stent placement, among
physicians who met their value standards. Concurrently, procedures, on average, cost
approximately 14% less from physicians who met their value standards than they did
from specialists who did not®’. However, current data on the effectiveness of P4P is
mixed®?. A 2007 systematic review found that P4P programs showed no statistically
significant cost savings over other programs, theoretically because many other programs
already utilize some form of incentive program®. The fundamental problem in P4P
appears to be the inability to define relevant and specific standards of performance that
would accurately compare physicians across the country®. Furthermore, P4P only
addresses physicians, and physicians may not be the only problem. Insurers are being
increasingly blamed for decreasing cost-effective quality of care.
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Medical Loss Ratio (MLR)

In 2011, the ACA created a law known as the MLR (Medical Loss Ratio) rule,
also known as the 80/20 rule. The MLR rule requires insurers to spend at least 80% of a
patient’s premium on healthcare for that patient. The insurers are further required to
refund any leftover money to the patient rather than collect the money as profit. As a
result, the U.S. Department of Health and Human Services reported that, since adoption
of the MLR rule in 2011, consumers have saved a total of $9 billion on healthcare
premiums, which is an average of $80 per family per year.®* Consequently, emphasis may
need to shift away from correctly incentivizing physicians, and shift towards limiting
unnecessary and/or substantial profits of healthcare insurance companies. Nevertheless,
little data supports one target of healthcare reform over another or the efficacy of one
financial healthcare model over another in terms of successfully pleasing all parties
involved in healthcare.

Conclusion

Among similar healthcare models, some practices and/or corporations succeed, while
others fail. Michael Young, President and CEO of Grady Health Systems in Atlanta,
characterized these points in a lecture to Emory’s Goizueta Business School by sayin%,
“We innovate by plagiarism... ... Go look at your competitors and see what works.”>
While the ACA shapes healthcare delivery in the U.S., practices, hospitals, and
legislators should concurrently notate what variances of financial models do and do not
work while keeping instated models subject to change. Recently, this trend is moving
away from FFS models, as demonstrated by the rising percentages of Capitation, Salary,
and other types of models. In the future, FFS will most likely be restructured in a way
that makes it more successful than it currently is within the market. The recent pushes to
fund PCORI, eliminate SGR, establish P4P, update CPT and E&M codes, and promote
other efforts further imply that the FFS model’s (or at least Medicare’s) restructuring
should be more expected than the FFS model’s elimination. Nevertheless, the only
guarantee for the future of U.S. healthcare financial models is change.
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