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Happy Spring!!   

 

As always spring is bringing new life and color to our world. And Spring in 

the Virginia-DC chapter is no different. This is the time of year when new 

officers take over.  It is hard for me to believe that an entire year has 

passed and my year as President is coming to a close.  I have been so     

fortunate to have worked with a wonderful Board of Directors and    

Committee volunteers.  We offered more opportunities for education than 

ever before through our state meetings, regional meetings, webinars and 

our newest offering, facility-based education.  In addition, we were involved 

in an on-line coaching course for HFMA certification.  As a result of this 

hard work, we exceeded last year's total of education hours per member.  

We will also receive a gold award for excellence in certification this year.  

So I thank all of our members who participated in our education programs 

and those who received their certification and showed their commitment 

to our profession. 

 

We also had significant work put forth by the members of our publication, 

membership and sponsorship committees.  Our newsletters have a great 

new design and contain lots of valuable information not only about our   

industry but also about our members.  The membership committee has 

been diligent and creative in keeping our membership numbers up in      

difficult economic times.  And while I am writing of impressive accomplish-

ments, our sponsorship committee raised more funds this year than in any 

previous year.  Congratulations and thank you to all of our volunteers.  If 

you have the opportunity, please get involved.  You will find it very reward-

ing. 

 

As we move into our new year, we will be continuing our mission of edu-

cation to our members under the leadership of Carl Johnson, who is al-

ready actively planning our coming year.  With ICD-10 and ACO regula-

tion coming down the pike, HFMA's education opportunities will be there 

for us.  Thank you all for giving me the opportunity to lead our Chapter, it 

has been a wonderful  

experience. 

 

Donna Littlepage  
President 

VA/DC HFMA Chapter 

DONNA LITTLEPAGE  
PRESIDENT  

      OFFICERõS MESSAGEOFFICERõS MESSAGEOFFICERõS MESSAGE   

MAKING IT 

COUNT 

201120112011 

 

hƴ ōŜƘŀƭŦ ƻŦ ǘƘŜ /ƘŀǇǘŜǊΧhƴ ōŜƘŀƭŦ ƻŦ ǘƘŜ /ƘŀǇǘŜǊΧhƴ ōŜƘŀƭŦ ƻŦ ǘƘŜ /ƘŀǇǘŜǊΧ   

   
   

Thank you for your         Thank you for your         Thank you for your         
leadership, dedication, and leadership, dedication, and leadership, dedication, and 
hard work this past chapter hard work this past chapter hard work this past chapter 
year!year!year!   
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RISK 
 

Considerations Under Alternative  

Payment Methodologies  
 

by Thomas E. Persichetti  

The Centers for Medicare & Medicaid Services (CMS) have 

issued proposed rules that would implement Section 3022 of the 

Affordable Care Act. Section 3022 requires the Secretary of 
Health and Human Services to establish a Shared Savings Program 

(SSP) by January 1, 2012. This Shared Savings Program establishes 
the framework for the Accountable Care Organization (ACO). 

 
The SSP outlines a one-sided shared savings model for the first 

two years, but after year two introduces a two-sided model 
where providers are at-risk for losses. The program would be 

more accurately titled Shared Savings/Losses Program, or simply 
put Shared Risk Program. Whether it is SSP, pay-for-performance 

initiatives, or new bundled payment methodologies, the failure to 
correctly identify these programs as at-risk ventures can lead to 

poor management and the ultimate failure of these ventures. 
 
Whatever the reasons for the aversion to using the term risk up 

front in the new payment reform models, the provider will ulti-
mately need to employ sound risk management approaches in 

order to identify the right opportunities and manage the expecta-
tions for the enterprise as a whole. A search on Amazon.com 

revealed 759 results for òenterprise risk managementó, while 
òenterprise shared savings managementó returned no titles. 

 
It is anticipated that the payment landscape for both public and 

commercial programs will move away from the traditional fee-for
-service model. New payment methodologies vary from withhold 

of payment for poor outcomes, bundled payment across multiple 
providers, remittance for services on an episode of care basis, and 

partial or full capitation models. Each one of these payments 
represents a shift from fee-for-service, and each introduces a 

unique set of risks for the provider. The balance of this discussion 
will focus on the identification and management of these risks. 
 

Health care providers from individual practice physicians to large 
integrated health systems should be employing an enterprise risk 

management (ERM) strategy. Providers should consider how 
changes in payment methodologies will integrate within their  

existing 
ERM 

strategy.  

Lam1 identifies seven components of a successful ERM program: 

 

Corporate governance to ensure that the board of directors 
and management have established the appropriate organiza-

tional processes and corporate controls to measure and man-
age risk across the company. 

Line management to integrate risk management into the reve-

nue-generating activities of the company, including business 
development, product and relationship management, pricing, 

and so on. 

Portfolio management to aggregate risk exposures, incorpo-
rate diversification effects, and monitor risk concentrations 

against established risk limits. 

Risk transfer to mitigate risk exposures that are deemed too 

high, or are more cost-effective to transfer out to a third 
party than to hold in the companyõs risk portfolio. 

Risk analytics to provide the risk measurement, analysis, and 

reporting tools to quantify the companyõs risk exposures as 
well as track external drivers. 

Data and technology resources to support the analytics and 

reporting processes. 

Stakeholder management to communicate and report the 
companyõs risk information to its key stakeholders. 

 
Line Management  

Pricing will be important with the introduction of new payment 
methodologies. Profit centers under a fee-for-service payment 

may hinder the profitability under a bundled payment approach. 
Profit centers that are well above or well below market services 
will have different effects for bundled payment, episode payment, 

and full or partial capitation. A thorough review of profitability 
and market pricing should be considered when entering into a 

new payment structure. 
 

In addition to a providerõs own reimbursement, bundled payment 
would require partnership with other providers on a cost-

effective basis. If bundled payments are set at market averages for 
both facility and physician services, than the existing relationship 

of each provider to market averages could make a difference on 
the value of the bundled payment. For example, assume a bundled 

payment for knee arthroscopy is set at market rates. Under fee-
for-service, physician services range in payment from $1,400 to 

$2,000. The market average rate for this service is $1,600. The 
total payment for this service is $5,000. Assuming the hospital is 

compensated the difference between the total market rate and 
the physician payments, the possible facility payment would be 
$3,000, $3,400, or $3,600. 

 
Portfolio Management  

In addition to individual payer contracts, providers would need to 
assess the impact of payment on their portfolio of payers. For 

most providers Medicare, Medicaid and commercial managed care 
organizations (MCO) account for the overwhelming majority of 

patients. Payment reforms are emerging for both Medicare and 
MCOs. It is unclear whether they will adopt similar approaches 

or differing approaches. 
 

After careful consideration, a hospital may conclude that in order 
to be more competitive in the commercial arena they need to 

lower their lab charges, but this pricing change may negatively 
impact the reimbursement under Medicare.   
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Traditional approaches to solve 

the maximization of revenue 
within a providerõs payer portfo-

lio will require more sophisti-
cated modeling in the future. 

 
Risk Transfer  

One traditional risk transfer 
method is inpatient stop-loss 

payment. Whether triggered by a 
dollar charge threshold or out-

lier days, providers transfer the 
excess costs of the most intense 

cases back to the insurer/payer. 
As bundled and episodic pay-

ments develop, providers will be 
at-risk for patients whose care deviates significantly from what-
ever norm is established. Providers should recognize which pay-

ments represent significant risks and share as much of that risk 
with the payer as possible. 

 
In addition to the risks individuals may represent on a case by case 

basis, public health risks may pose an additional risk. Providers 
should be cognizant of the effects of a particularly bad flu epidemic 

on at-risk payment. The possibility exists that some public health 
risks would enhance revenue so there could be a natural hedge. 

 
Risk Analytics and Data Technology  

The emergence of the electronic health record (EHR) will allow 
for more sophisticated data analysis in the future. In the mean-

time, providers have a wealth of information available to model 
alternative payment models. 

 
It is always important to consider the purpose of any data analysis 
to ensure that the appropriate data is modeled. Depending on the 

payment methodology, the data required to model the impacts 
and risk levels may differ. Below are a few examples of data analy-

sis and the implications of modeling: 
 

Resource Allocation 

Analysis of Variance 

Population Estimates 

 
The hospitalõs patient data would be required for resource alloca-

tion and analysis of variance. Resource allocation could be used to 
determine how to restructure contractual payments in order to 

preserve equity. The variance analysis would be important to de-
termine outlier risks. 

 
Population estimates are necessary under any at-risk payment tied 
to overall cost of care. Providers will need to understand how 

expected utilization of services on a admits/days/cases per 1,000 
basis impact the total cost of care. Unfortunately, hospital patient 

data only captures facility utilization and costs. These calculations 
require both claims and the exposure base (number of members) 

of the underlying population. A large enough health system could 
use its own benefit plan to study some of the population esti-

mates. Additionally, a provider should work closely with any payer 
it wishes to engage with to understand the current utilization in 

order to estimate the feasibility of having a successful outcome 
when payments are tied to overall costs of care. 

Success 

Risk management is premised on the identification, measurement , 
and evaluation of risks.  These concepts are paramount when a 

provider enters into new payment methodologies.  
 

Success in the new era of payment reforms will depend on many 
factors. Risk management is just one piece. Providers and payers 

will need to establish a more collaborative relationship as there is 
pressure on both entities to contribute to payment reform. In-

tense negotiations will continue to be part of the process, how-
ever, both parties will need to have a better understanding of the 

otherõs business in order to achieve success. 
 

Success will not only hinge on the payer/provider relationship, but 
will also be contingent on the marketability of new products of-

fered to individuals and employers in the marketplace. Many of 
the payment models discussed previously are predicated on having 
a limited network of providers. Employers are generally resistant 

to these concepts unless there is evidence of significant financial 
savings without any compromise of quality. While the sales and 

marketing divisions at insurance companies have a heightened 
sense of enthusiasm for new products, the same cannot be said 

about the underwriting, finance, and actuarial departments. 
  

Moving Forward  
The future of health delivery is changing. There is increased em-

phasis on alternative payment methodologies. Providers will need 
to incorporate new skills and tools in order to evaluate and meas-

ure the performance of their contracting and revenue. Some of 
these skills will be similar to those currently employed, however, 

there will be an increased emphasis in understanding how contin-
gent events affect the new reimbursement methodologies. 

 
To the extent providers can gain an understanding and confidence 
in the projection of revenues, they will be well prepared to suc-

ceed in the future. The tolerance for risk will vary for each enter-
prise based on current ERM strategies. However, each opportu-

nity should be measured in accordance with this strategy and 
there will be opportunities that make sense for any provider. 

There will also be opportunities that do not fit with the organiza-
tion, and it is important that these are identified and either modi-

fied or passed on.  
 
1 Enterprise Risk Management from incentives to controls, Lam 2003 

Thomas E. Persichetti is a senior actuarial consult-

ant and President of Persichetti & Associates, LLC. 

He is a graduate of The College of New Jersey and 

currently resides in Arlington, VA. Prior to found-

ing Persichetti & Associates, Thomas worked for 

Mercer Health & Benefits and Ernst & Young, two 

of the top global actuarial firms. Mr. Persichetti is 

an Associate in the Society of Actuaries, a Member 

of the American Academy of Actuaries, and a member of the DC/

Virginia chapter of HFMA. He has successfully worked with health 

care provider clients on managed care contracts and revenue man-

agement for over 13 years. His primary area of expertise is tailored 

for clients that range from large integrated delivery systems to criti-

cal access hospitals and independent physician associations.  

He can be reached at tom.persichetti@persichettillc.com 
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