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MedPAC’s Next Iteration of Alternative Payment Models

Recent meetings of the Medicare Payment Advisory
Commission (MedPAC) have provided a glimpse into the
next iteration of Medicare alternative payment models
(APMs). This Health Capital Topics article will discuss
MedPAC’s discussion regarding the form such an APM
may take, the commission’s resulting reactions and
recommendations, and what these recommendations may
ultimately mean for providers.

MedPAC is an independent congressional agency that
advises the U.S. Congress on issues affecting the
Medicare program, such as “payments to private health
plans participating in Medicare and providers in
Medicare’s traditional fee-for-service program, [as well
as] access to care, quality of care, and other issues
affecting Medicare.”* Comprised of 17 members
(commissioners) that serve three-year terms, as well as a
career staff with “backgrounds in economics, health
policy, public health, or medicine,”> MedPAC makes
recommendations to Congress and to the Secretary of
Health and Human Services (HHS).> Those
recommendations are typically included in one of the two
annual reports published by the commission in March
and June.

In June 2021, MedPAC recommended that Centers of
Medicare & Medicaid Services (CMS) “streamline and
harmonize its portfolio of advanced [APMs].”* In line
with that recommendation, MedPAC began discussing
the development of a new multi-track, population-based
APM in October 2021, the same month that CMS set a
goal for all Medicare beneficiaries to be under a value-
based payment arrangement by 2030.5 In its October
meeting, MedPAC commissioners expressed ‘“broad
interest in centering CMS’s APM strategy around a
single multi-track, population-based payment model,”
with various tracks and financial risk options.®

In November 2021, MedPAC commissioners specifically
explored developing administratively-set benchmarks for
accountable care organizations (ACOs). Historically,
ACO benchmarks have been “based on spending for
beneficiaries who would’ve been eligible for the ACO in
the baseline years, along with the growth in an ACO’s
spending between the baseline and performance years.”’
If an ACO comes in below that year’s benchmark, they
share in those realized savings with Medicare (in some
instances, the ACO also shares in the losses if it comes in
above the benchmark).® This benchmark is reset each
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year based on the ACO’s past performance, meaning that
the ACO must perform better each year in order to
achieve savings, resulting in benchmarks that become
increasingly harder to exceed. This so-called “ratcheting
effect” puts long-term ACO participation at risk, as the
longer ACOs participate, the smaller the margin is in
which to create savings.®

In order to address the ratcheting effect, MedPAC
proposed during its November 2021 meeting using “an
administratively-set trend factor, which could be based
on a number of [external] metrics including a discounted
projection of Medicare fee-for-service spending growth
or projected gross domestic product growth.”*° Certainly,
this path has its own issues, such as inaccurate spending
projections; random variation in spending, which may
“create unwarranted shared savings”; and, other one-time
changes by smaller ACOs that may be due to random
variation rather than patient care improvements.!!
Additionally, industry stakeholders have questioned the
value of such a shift when ACO participation is still
voluntary, as it may make administratively-setting
benchmarks more difficult.> MedPAC’s vice chair stated
that he “envisions a set up where ACO participation
would be mandatory for certain types of providers, with
strong incentives in the form of higher fee-for-service
rates for other providers to participate as well.”*3
However, MedPAC’s chair has indicated his aversion to
mandatory ACO models and has suggested that ACOs
should instead be incentivized to participate.'

In its January 2022 meeting, MedPAC staff presented a
proposal for a potential three-track APM, (with
administratively-set benchmarks using external factors),
which tracks would be as follows:

(1) No financial risk track — For independent physician
practices, small safety net providers, or rural providers,
wherein providers could keep up to 50% of savings
generated after meeting a minimum savings rate;

(2) Some financial risk track — For mid-sized organizations
(e.g., multispecialty physician practices, small
community hospitals), wherein providers could keep up
to 75% of savings generated after meeting a minimum
savings rate, or repay 75% of losses; and,

(3) Full financial risk track — For large organizations (e.g.,
health systems with multiple locations), wherein
providers would have a 100% shared savings/loss rate.®
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Several questions were raised regarding this potential
APM, including whether an organization’s size is
determinate of its ability to take on risk (as smaller
organizations are often more nimble), and how soon a
provider should have to take on risk (e.g., could small
organizations stay in the no financial risk track
indefinitely).'® Other issues that need to be addressed,
according to MedPAC commissioners, include how to
encourage participation in APMs and setting future dates
for mandatory participation (which transparency may
provide some certainty to providers as to “where things
are going”).Y
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The next steps in moving this APM blueprint to reality
was not clear from the meeting, although the MedPAC
vice chair did state that such APM reform will likely need
to be made via legislation.'® While the agenda for the
upcoming MedPAC meeting in March 2022 has not yet
been released,*® providers would be well-served to stay
abreast of MedPAC’s ultimate recommendations as to
the next iteration of value-based care, as they will likely
be directly affected by any changes to current programs.
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Todd A. Zigrang, MBA, MHA, CVA, ASA, FACHE, is the President of
HEALTH CAPITAL CONSULTANTS (HCC), where he focuses on the areas of
valuation and financial analysis for hospitals, physician practices, and other
healthcare enterprises. Mr. Zigrang has over 25 years of experience
providing valuation, financial, transaction and strategic advisory services
nationwide in over 2,000 transactions and joint ventures. Mr. Zigrang is also
considered an expert in the field of healthcare compensation for physicians,
executives and other professionals.
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NACVA QuickRead. In addition to his contributions as an author, Mr. Zigrang has served as
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(ASA); American Health Lawyers Associate (AHLA); the American Bar Association (ABA);
the National Association of Certified Valuators and Analysts (NACVA); Physician Hospitals
of America (PHA); the Institute of Business Appraisers (IBA); the Healthcare Financial
Management Association (HFMA); and, the CPA Leadership Institute.

Mr. Zigrang holds a Master of Science in Health Administration (MHA) and a Master of
Business Administration (MBA) from the University of Missouri at Columbia. He is a Fellow
of the American College of Healthcare Executives (FACHE) and holds the Accredited Senior
Appraiser (ASA) designation from the American Society of Appraisers, where he has served
as President of the St. Louis Chapter, and is current Chair of the ASA Healthcare Special
Interest Group (HSIG).

Jessica L. Bailey-Wheaton, Esq., is Senior Vice President and General
Counsel of HCC. Her work focuses on the areas of Certificate of Need (CON)
preparation and consulting, as well as project management and consulting
services related to the impact of both federal and state regulations on
healthcare transactions. In that role, Ms. Bailey-Wheaton provides research
services necessary to support certified opinions of value related to the Fair
Market Value and Commercial Reasonableness of transactions related to
healthcare enterprises, assets, and services.

Additionally, Ms. Bailey-Wheaton heads HCC’s CON and regulatory consulting service line.
In this role, she prepares CON applications, including providing services such as: health
planning; researching, developing, documenting, and reporting the market utilization demand
and “need” for the proposed services in the subject market service area(s); researching and
assisting legal counsel in meeting regulatory requirements relating to licensing and CON
application development; and, providing any requested support services required in litigation
challenging rules or decisions promulgated by a state agency. Ms. Bailey-Wheaton has also
been engaged by both state government agencies and CON applicants to conduct an
independent review of one or more CON applications and provide opinions on a variety of
areas related to healthcare planning. She has been certified as an expert in healthcare planning
in the State of Alabama.

Ms. Bailey-Wheaton is the co-author of numerous peer-reviewed and industry articles in
publications such as: The Health Lawyer; Physician Leadership Journal; The Journal of
Vascular Surgery; St. Louis Metropolitan Medicine; Chicago Medicine; The Value Examiner;
and QuickRead. She has previously presented before the ABA, the NACVA, and the
NSCHBC. She serves on the editorial boards of NACVA’s QuickRead and AHLA’s Journal
of Health & Life Sciences Law.

Janvi R. Shah, MBA, MSF, serves as Senior Financial Analyst of HCC.
Mrs. Shah holds a M.S. in Finance from Washington University Saint Louis.
She develops fair market value and commercial reasonableness opinions
related to healthcare enterprises, assets, and services. In addition she
prepares, reviews and analyzes forecasted and pro forma financial
statements to determine the most probable future net economic benefit
related to healthcare enterprises, assets, and services and applies utilization
demand and reimbursement trends to project professional medical revenue
streams and ancillary services and technical component (ASTC) revenue streams.
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