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Healthcare Spending Is the 

Biggest Driver of Federal Deficits

Source:

CBO 

Budget

Projections

April 2014
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Federal Cost Containment

Policy Choices

Cut Services

to Seniors?

Cut Pay for 

Providers?

MEDICARE
SPENDING

SERVICES
TO SENIORS

PAYMENTS TO
PROVIDERS

= X



4©  2009-2015 Center for Healthcare Quality and Payment Reform  www.CHQPR.org

If The Choice is Rationing or 

Payment Cuts, Which is Likely?

Cut Services

to Seniors?

Guess which one 

theyôll try to reduce?

MEDICARE
SPENDING
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TO SENIORS

PAYMENTS TO
PROVIDERS

= X

Cut Pay for 

Providers?
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What Other Industry Tries to Cut 

Pay for Key Professionals by 25%?

Physician
Practice 
Costs

Physician
Payment
Increases

If SGR Cut
Is Made

23% Effective
Reduction
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Cut Pay for 

Providers?

What Physicians Can Do 

That Congress & CMS Canôt

MEDICARE
SPENDING

SERVICES
TO SENIORS

PAYMENTS TO
PROVIDERS

= X

Cut Services

to Seniors?

Redesign
CARE

to Improve
Quality &

Lower 
Costs

Redesign
PAYMENT
to Make

Good Care
Financially

Viable
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Itôs Not a Lack of ñIncentives,ò 

Itôs the Barriers in Fee for Service

Lack of Flexibility in FFS

ÅNo payment for phone 
calls or emails with 
patients

ÅNo payment to coordinate 
care among providers

ÅNo payment for non-
physician support 
services to help patients 
with self-management

ÅNo flexibility to shift 
resources across silos
(hospital <-> physician,
post-acute <->hospital,
SNF <-> home health, 
etc.)

Penalty for Quality/Efficiency

ÅLower revenues if 
patients donôt make 
frequent office visits

ÅLower revenues for 
performing fewer tests 
and procedures

ÅLower revenues if 
infections and 
complications are 
prevented instead of 
treated

ÅNo revenue at all if
patients stay healthy
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Most Current ñPayment Reformsò 

Donôt Fix The Problems with FFS

FFS
ÅNo payment 
for services 
that will benefit 
patients
ÅLower 
revenues from 
reducing 
avoidable 
costs

FFS

Shared Savings

Shared Savings

FFS

P4P

FFS

PMPM
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Medicare is Slowly Cutting FFS

Without Actually Changing It
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What Does a (Good) Alternative

Payment Model Look Like?
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Three Types of Alternative Models 

Offer True Payment Reform

PAYMENT

MODEL HOW IT WORKS

Bundled

Payment

Single payment to 2+ 

providers who are now 

paid separately (e.g., 

hospital+physician)
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Three Types of Alternative Models 

Offer True Payment Reform

PAYMENT

MODEL HOW IT WORKS

Bundled

Payment

Single payment to 2+ 

providers who are now 

paid separately (e.g., 

hospital+physician)

Warrantied

Payment

Higher payment for 

quality care, no extra 

payment for correcting 

preventable errors and 

complications
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Three Types of Alternative Models 

Offer True Payment Reform

PAYMENT

MODEL HOW IT WORKS

Bundled

Payment

Single payment to 2+ 

providers who are now 

paid separately (e.g., 

hospital+physician)

Warrantied

Payment

Higher payment for 

quality care, no extra 

payment for correcting 

preventable errors and 

complications

Condition-

Based 

Payment

Payment based on the 

patientôs condition, 

rather than on the 

procedure used



Can an Alternative Payment Model

Be Better for Physicians Financially

Than Fee for Service?
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Most of the Money in Healthcare

Doesnôt Go to Physicians

Physicians:
16%
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.. But Most Money Goes to Things 

That Physicians Can Influence

Things
Physicians
Prescribe,
Control, or
Influence

84%

Physicians:
16%
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Medicare Payment Silos Pit 

Physicians Against Each Other

PCP
Payment

Specialty

Payment

PCP
Payment

Specialty

Payment
Physician
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All Physicians Could Benefit By 

Lowering Other Healthcare Costs

PCP 

Payment

Specialist

Payment

PCP 

Payment

Drug
Costs

Hospital &

Post-Acute

Care Costs

Specialist

PaymentPhysician

Payment

(Part B)

Total

Healthcare

Costs

(Parts A,

B, and D)

Drug
Costs

(Part D)

Hospital &

Post-Acute
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(Part A)



How Do You Reduce

Spending

Without Harming Patients?
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5-17% of Hospital Admissions

Are Potentially Preventable

Source:

AHRQ

HCUP
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Millions of Preventable Events 

Harm Patients and Increase Costs

Medical Error and

Preventable Complication

# Events

(2008)

Cost Per 

Event Total U.S. Cost

Pressure Ulcers 374,964 $10,288 $3,857,629,632

Postoperative Infection 252,695 $14,548 $3,676,000,000

Complications of Implanted Device 60,380 $18,771 $1,133,392,980 

Infection Following Injection 8,855 $78,083 $691,424,965 

Pneumothorax 25,559 $24,132 $616,789,788 

Central Venous Catheter Infection 7,062 $83,365 $588,723,630 

Others 773,808 $11,640 $9,007,039,005 

TOTAL 1,503,323 $13,019 $19,571,000,000

Source: The Economic Measurement of Medical Errors, Milliman and the Society of Actuaries, 2010 

3 Adverse Events Every Minute
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Many Ways to Reduce Tests & 

Services Without Harming Patients


