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Quality Incentives

= Measures of quality typically include:

Efficiency

Outcomes

Patient experience

Adherence to evidence based processes

= Goals:

Create competition based on quality and efficiency

Drive improvement

Recognize highest quality and most efficient providers

Recognize improvement

Improve transparency
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In the News

* UnitedHealth Group - largest US health insurer by sales
* Currently paying 21 different specialties based on quality

= WellPoint - largest US health insurer by membership
* Willincrease primary care physician pay by 10%
* Additional cost savings bonus of 20% to 30% of savings achieved
* Total P4P increase could be as much as 50%

= Tennessee Surgical Quality Collaborative
* 10 hospitals experienced significant improved surgical outcomes
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Results of Quality Incentives

for over 250 hospitals over past 6 years.
* Includes financial incentives for the top 20% of hospitals.

of scientifically based practices

findings:
* Financial incentives motivate change
* Alignment with physicians is a critical activity for quality outcomes

February 2012 — Committee on Ways and Means

o

* Expect to save twice as much than the quality payments due to healthier patients

= Ohio’s Medicaid Program — P4P component will be included when it rebids contracts for 2013

® In 2008, the Robert Wood Johnson Foundation and California HealthCare Foundation reported
results of a national program that tested seven projects including hospitals and physicians. Notable

* UnitedHealth Group discusses results of its Premium Designation Program (PD)
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® In late 2003, CMS and Premier Inc. launched the Hospital Quality Incentive Demonstration (HQID)

* Majority of hospitals improved their quality of care across the board with respect to reliable use

* Results show over 50% decrease in some complication rates and 14% in savings for PD physicians

Page | 6

10/16/2012




10/16/2012

Quality Payments Overview

= Hospitals critical success factors — shifting towards quality of clinical performance

Massive surge in reporting initiatives — ASC initiatives start this month!

Congress authorized value-based purchasing (VBP) program to replace the RHQDAPU program

+ Performance Incentives would be based on improving historical performance or attaining superior
outcomes compared with national benchmarks

* Proposed ACOs include similar guidelines

Numerous third party payors provide quality payments to hospitals and physicians

Federal, state and commercial payors

C-Level executives’ compensation may be subject to a hospital’s quality outcomes

P4P AND ASCs

® Per CMS, ASCs must report the following beginning in October 2012

Patient burns

Patient falls

'Wrong site, wrong side, wrong patient, wrong procedure, wrong implant surgery

Rate of ASC admissions requiring a hospital transfer/admission upon discharge

Prophylactic intravenous antibiotic timing

In 2013, ASCs will also have to report on their use of the safe surgery checklist

The data reported will be used to determine payments for 2014

Common scenario where P4P initiatives are relevant in ASC environment
* Hospital buys ASC converts to HOPD

* Hospital aligns with physician owners post-transaction to maintain and improve quality
through a co-management arrangement
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Shared Savings Payments — For another Discussion

Physicians assist in lowering cost of care and/or improve efficiencies
*Third party monitoring suggested per regulatory guidance

Direct Cost Savings

« Share cost savings, for example:
« Lower supply costs
« Lower staffing costs

« Simple to quantify

« Short-term

uality Driven Expense Reductions

« Share costs saved from improved quality, for example lower readmission rates:
metrics may be measureable for a specific service line (cardiovascular)

« Some service line revenue may be more difficult to quantify savings and tie
physician responsibility

« Shared Savings models — global approach versus service line
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Co-MANAGEMENT INTRODUCTION
Overview
Fixed Fee + Variable Fee = Co-Management Fee Structure

= Hospital and physicians enter into an agreement where physicians are jointly ible with
hospital for managing a defined service line

= Various structures exist in the market

* Joint Ventures

+  Contractual arrangements

= Payments contained in the agreement

*  Willvary based on services outlined

* Should be linked to actual services and/or outcomes
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VALUATION GUIDELINES

Valuation Starting Point

Commercially Reasonable — whose responsibility is it?
= Valuation firm / counsel / hospital leadership
= Facility needs — check for overlap of services - numerous medical directors needed?
= Operati - patient ion considered?
= Financial alternatives — best option absent referrals?
* Understand total hours - reasonable per week?
= Compensation must be set at FMV

Agreement Terms must be understood and are often unclear at valuation stage, define:
* What services will be provided
= How parties will be compensated
* Valuation should match the agreement

No i for physician i i appraisal firm should understand

*  Healthcare regulations
= Valuation principles - Fair Market Value
= Data considerations

Tuomey case significance
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VALUATION GUIDELINES

Fair Market Value Definition

Based on the anti kickback statute, and other healthcare i and guideli any
between hospitals and physicians must be at Fair Market Value.

IRS definition - “the amount at which property would change hands between a willing seller and a
willing buyer when the former is not under any compulsion to buy and the latter is not under any
compulsion to sell and when both have reasonable knowledge of the relevant facts.”

Rely upon generally accepted valuation theory — consider multiple valuation methodologies

Provides a conclusion which should not reflect consideration for value or volume of referrals, some
industry observed suggestions from counsel:

= Offer equal P4P opportunities to all providers
Do not tie P4P compensation to expected referrals
Medical staff for at least a year
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VALUATION GUIDELINES

Data Considerations & Challenges

Le likely a ination of several valuations since several services are provided

= Multiple, objective surveys suggested

* Data should not reflect referral relationships
* Medical Director data
* On-Call data
* Competing Hospitals — Extra Caution

= “Typical” 1t fee may not be
* Understand services
* Understand personnel required to provide services

Ladl!
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CO-MANAGEMENT

Fixed Fee

Fixed Fee + Variabl lanagement Fee Structure

* Time dedicated to meetings designed to improve the overall quality of care for a specific service line.

= Based on cost to engage a physician to provide similar services.
* Clinical and administrative survey data considered
* Hourly rate x meeting attendance hours

® May also include
* Medical Directorship
* Non-physician services
- Billing
- Management/administration

* Call coverage

fEALTT

Page | 14

CO-MANAGEMENT

Fixed Fee Considerations

= Physician service related Payments are justified by need for clinical expertise
* Define duties
* Time and effort expended

= Non-physician services
* Hospital could benefit from experience of current administrative and/or billing staff
= Prevent training, extra costs for integration
* Challenge: maintain consistent policies/benefits

® The duties must not overlap with hospital staff
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Variable Fee
Fixed Fee + Variable Fee = Co-Management Fee Structure

Quality outcomes drive payments

Improvement and superior outcomes may warrant incentive payment

Valuation of fee typically requires understanding of

* Historical outcomes

* Benchmarking data

= Anote about IRS Revenue Procedure 97-13
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CO-MANAGEMENT

Variable Fee Considerations

Understand what constitutes superior quality and improvement
= Identify key quality metrics and understand historical performance

Obtain industry-recognized benchmark data for the quality metrics, (average or median and top or
90th percentile)

Understand who is ible for ing and i ing the strategy

Determine the appropriate market rates for improving and achieving superior quality care.

Create payment tiers for incentives based on various outcomes

fEALTT
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REGULATORY GUIDELINES

Quality Incentives

= Quality measures should be clearly and separately identified.
= Quality measures should utilize an objective methodology verifiable by credible medical evidence.

= Quality measures should be reasonably related to the hospital’s practice and consider patient
population.

Do not consider the value or volume of referrals. Consider an incentive program offered to all
applicable providers.

Incentive payments should consider the hospital's historical baseline data and target levels
developed by national benchmarks.

Thresholds should exist where no payment will accrue and should be updated annually based on
new baseline data.

Hospitals should monitor the incentive program to protect against the increase in patient fees and
the reduction in patient care.

Incentive payments should be set at FMV.
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QUESTIONS & DISCUSSION

JEN JOHNSON, CFA
PARTNER

JENJ@VMGHEALTH.COM

214.369.4888
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