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About the CMS Alliance to Modernize Healthcare

The Centers for Medicare & Medicaid Services (CMS) sponsors the CMS Alliance to Modernize
Healthcare (CAMH), the first federally funded research and development center (FFRDC) dedicated to
strengthening our nation’s healthcare system. The CAMH FFRDC enables CMS, the Department of Health
and Human Services (HHS), and other government entities to access unbiased research, advice,
guidance, and analysis to solve complex business, policy, technology, and operational challenges in
health mission areas. The FFRDC objectively analyzes long-term health system problems, addresses
complex technical questions, and generates creative and cost-effective solutions in strategic areas such
as quality of care, new payment models, and business transformation.

Formally established under Federal Acquisition Regulation (FAR) Part 35.017, FFRDCs meet special, long-
term research and development needs integral to the mission of the sponsoring agency—work that
existing in-house or commercial contractor resources cannot fulfill as effectively. FFRDCs operate in the
public interest, free from conflicts of interest, and are managed and/or administered by not-for-profit
organizations, universities, or industrial firms as separate operating units. The CAMH FFRDC applies a
combination of large-scale enterprise systems engineering and specialized health subject matter
expertise to achieve the strategic objectives of CMS, HHS, and other government organizations charged
with health-related missions. As a trusted, not-for-profit adviser, the CAMH FFRDC has access, beyond
what is allowed in normal contractual relationships, to government and supplier data, including sensitive
and proprietary data, and to employees and government facilities and equipment that support health
missions.

CMS conducted a competitive acquisition in 2012 and awarded the CAMH FFRDC contract to The MITRE
Corporation (MITRE). MITRE operates the CAMH FFRDC in partnership with CMS and HHS, and maintains
a collaborative alliance of partners from nonprofits, academia, and industry. This alliance provides
specialized expertise, health capabilities, and innovative solutions to transform delivery of the nation’s
healthcare services. Government organizations and other entities have ready access to this network of
partners, including RAND Health, the Brookings Institution, and other leading healthcare organizations.
This includes select qualified small and disadvantaged business. The FFRDC is open to all CMS and HHS
Operating Divisions and Staff Divisions. In addition, government entities outside of CMS and HHS can use
the FFRDC with permission of CMS, CAMH’s primary sponsor.
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Executive Summary

The Health Care Payment Learning & Action Network
(LAN) was created to drive alignment in payment
approaches across and within the public and private
sectors of the U.S. health care system. To advance this
goal, the Clinical Episode Payment (CEP) Work Group
(the “Work Group”) was convened by the LAN Guiding
Committee and charged with developing
recommendations for the purpose of accelerating
adoption of aligned clinical episode payment models in
the areas of elective joint replacement, maternity care,
and coronary artery disease. Composed of diverse health
care stakeholders, the Work Group deliberated,
incorporated input from LAN participants, and reached
consensus on many critical issues related to designing
person-centered clinical episode payment, which is the
subject of this White Paper.

Clinical episode payment models are different from
traditional fee-for-service (FFS) health care payment
models, in which providers are paid separately for each
service they deliver. Instead, clinical episode payment
models take into consideration the quality, costs, and
outcomes for a patient-centered course of care over a
set period of time and across multiple settings. This
course of care is known as the clinical episode. Research
suggests that when payments for health care are based
on the care delivered in a clinical episode, the result is
increased coordination of care, enhanced quality of care,
and less fragmentation in the medical system. This leads
to better experiences and health for patients and lower
costs for payers and providers.

Since the first episode payments were introduced more
than 30 years ago, public and private purchasers (and a
range of delivery systems) have explored a variety of
episode payment models with varying degrees of
success. This is because, as research has shown, while
episode payments offer great potential as an alternative
to FFS care, designing and implementing such models
comes with financial, technological, cultural, logistical,
and informational obstacles. These challenges, along
with the sheer diversity of designs and approaches
currently in use, have made it difficult to promote
alignment and acceleration of payment models across
the U.S. health care system.
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To achieve the goal of better care,
smarter spending, and healthier
people, the U.S. health care system
must substantially reform its
payment structure to incentivize
quality, positive health outcomes,
and value over volume. Such
alignment requires a fundamental
change in how health care is
organized and delivered and requires
the participation of the entire health
care ecosystem. The Health Care
Payment Learning & Action Network
(LAN) was established as a
collaborative network of public and
private stakeholders, including health
plans, providers, patients, employers,
consumers, states, federal agencies,
and other partners within the health
care ecosystem. By making a
commitment to changing payment
models, establishing a common
framework, aligning approaches to
payment innovation, sharing
information about successful models,
and encouraging use of best
practices, the LAN can help reduce
barriers and accelerate the adoption
of alternative payment models
(APMs).

U.S. Health Care Payments in APMs
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Thus, the CEP Work Group’s charge was to:

e Provide a directional roadmap for providers, health plans, patients and consumers, purchasers, and
states, based on existing efforts and innovative thinking in the realm of clinical episode payment;

e Promote alignment in both CEP design and operational approach;

e Strike a balance between alighment/consistency and flexibility/innovation;

e Find the balance between short-term feasibility and long-term aspiration; and

e Recognize the effects of an evolving health care system on the design and implementation of CEP.

The Work Group selected three clinical focus areas on which to build episode payment models: elective
joint replacement (EJR), maternity care, and coronary artery disease (CAD). For each episode model, the
LAN released a draft White Paper that laid out a set of 10 design element recommendations, as well as
operational considerations. Each draft White Paper was made available to the public for a 30-day
comment period, and those comments resulted in significant revisions across several design element
recommendations.

A number of cross-cutting themes emerge across all three episodes:

Consumer, patient, and family engagement is critical to driving value-based care: At the patient level,
this means engaging individual patients and families and supporting them in being partners in their care.
At the system level, this involves engaging consumers, patients, families, and their advocates in
meaningful participation in the design, implementation, governance, evaluation, and quality
improvement of episode payment models. Engagement can be reflected by providers acknowledging
and incorporating the types of care that patients value; or by payers, purchasers and providers ensuring
that information about payment and reimbursement is available in a way that is linguistically and
culturally appropriate and tailored to the health literacy level of patients and families. Other specific
examples of how to facilitate this engagement are found throughout the paper.

In clinical episodes with numerous care team members, there are a number of variables to consider in
assigning accountability: A common feature across the three clinical episodes described in this paper, as
well as clinical episodes in general, is that they are composed of care delivered in multiple settings by a
care team that includes numerous clinicians and other providers. While the Work Group initially
intended to recommend specific types of providers (e.g. the patient’s cardiologist or primary care
provider in the coronary artery disease episode), the final recommendation describes the many
variables that play into a clinician’s ability to take responsibility for the patient, both from a fiscal and
from a quality outcomes standpoint. These variables may apply regardless of the clinical focus for any
given episode payment model.

Certain design decisions hinge on whether implementation is mandatory or voluntary: As the Work
Group studied and analyzed many episode payment initiatives, a key element that seemed to drive
various design decisions was whether the initiative was voluntary for providers or whether it was a
program mandated by the state or other entity. For example, if a state mandates episode payment in its
Medicaid program, it may have more leeway to require that providers take on both upside reward as
well as downside risk. In a voluntary initiative, the payer (or other implementer) may design the
program around upside reward only, while encouraging providers to achieve a state of readiness
necessary to take on downside risk.

Approved for Public Release; Distribution Unlimited. Case Number 16-2713 ©2016 The MITRE Corporation. ALL RIGHTS RESERVED
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Using historical data to determine the episode price creates challenges for payment and care
transformation: Setting the episode price is a critical aspect of episode payment design. Yet, it creates a
significant challenge. Historical data is crucial to giving payers and providers an understanding of the
resources needed to deliver high-quality care and optimal outcomes. However, that same historical data
may likely reflect care that was unnecessary or inappropriate, and may not reflect the potential for low-
cost, high-value services that have traditionally not been used because the providers do not get paid for
them. These include care coordination services, lifestyle change support (in the case of coronary artery
disease), or pre-natal parenting education support (in the case of maternity care).

A robust data infrastructure is critical to an episode payment model’s success: The Work Group heard
from many commenters about the importance of providers, payers, patients, and purchasers having
access to data in a way that supports the kind of care coordination and care delivery that is central to
optimizing outcomes for patients via an episode payment model.

The White Paper provides recommendations for designing clinical episode payment in the above-
mentioned clinical areas of elective joint replacement, maternity care, and coronary artery disease, with
the goal of creating aligned models that lead to improved outcomes for patients.

A summary description of the design recommendations for each episode can be found in Chapter 2,
Episode Payment Design Elements. Chapters 3, 4, and 5, respectively, provide a set of recommendations
and detailed discussions about clinical episodes for elective joint replacement, maternity, and coronary
artery disease. Chapter 6, Operational Considerations, discusses issues to consider in moving from
episode payment design to operationalization and implementation. The White Paper concludes with
some immediate next steps that stakeholders can take to advance the Work Group’s recommended
approach to designing clinical episode payment models.

Approved for Public Release; Distribution Unlimited. Case Number 16-2713 ©2016 The MITRE Corporation. ALL RIGHTS RESERVED
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Chapter 1: Overview

The LAN established its Guiding Committee (GC) in May 2015 as the collaborative body charged with
advancing alignment of payment approaches across and within the private and public sectors. This
alignment aims to accelerate the adoption and dissemination of meaningful financial incentives to
reward providers and systems of care that implement person-centered care and patient-responsive
delivery systems. CAMH, the federally funded research and development center operated by the MITRE
Corporation, was asked to convene this national initiative.

In keeping with the goals of HHS, the LAN aims to have 30% of U.S. health care payments in alternative
payment models by 2016 and 50% by 2018. One promising area for payment innovation and alignment
is in payment for “episodes of care” to improve patient outcomes, enhance health system performance,
and control costs. A clinical episode payment is a bundled payment for a set of services that occur over
time and across settings. This payment model can be applied in various ways:

e At the setting level, whereby the episode is focused on a hospital stay;
e At the procedure level, in which the episode encompasses a defined surgical procedure; or

e At the condition level, whereby the episode is defined around a condition. Conditions for which
episode payment can be used range from asthma to diabetes to cancer.

Bundling payments for episodes of care shows promise for reducing costs and improving the quality of
care. Currently, there is much interest in episode-based payment models. Both public and private
purchasers are exploring how best to promote acceleration and alignment of these models because
episode payments offer a particularly promising approach to efficiently create and sustain delivery
systems that advance value, quality, cost effectiveness, and patient engagement.

The recommendations in this paper are presented with recognition of the evolving health care system,
and the many forces that are seeking to accelerate the movement from FFS to paying for value. These
include the federal initiatives established by the Affordable Care Act, including the CMS Innovation
Center and its models like the Bundled Payment for Care Initiative (BPCI) and Comprehensive Primary
Care Plus (CPC+). This also includes more recent legislation aimed at accelerating the adoption of APMs
like the Medicare Access and CHIP Reauthorization Act (MACRA).

Where accelerated adoption of aligned models does occur, it must do so in a way that supports person-
centered care. This paper provides substantive information on how episode payment models can be
designed to do just that. Meaningfully engaging consumers, patients, families, and their advocates
requires a set of tools and information that are crucial to not just episode payment, but to alternative
payment models overall (Figure 1). Consumers, patients, families, and their advocates should be
collaboratively engaged in all aspects of design, implementation and evaluation of payment and care
models, and they should be engaged as partners in their care. Person-centered episode payment models
have a strong investment in engaging patients in multiple ways, including shared care planning, shared
decision-making, comparative quality information, care coordination, chronic disease management
tools, transparency of payment information, and care transition support. To be effective,
communications and resources must be tailored to the health literacy level of patients and families, and
be linguistically and culturally appropriate.

Approved for Public Release; Distribution Unlimited. Case Number 16-2713 ©2016 The MITRE Corporation. ALL RIGHTS RESERVED
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Figure 1: Tools for Fostering Patient and Family Engagement
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Purpose of the White Paper

In November 2015, the GC convened the CEP Work Group and charged the group members with
creating a set of recommendations that can facilitate the adoption of clinical episode-based payment
models (CEP Work Group members participated in this effort as individuals and not on behalf of their
respective organizations). The GC noted a specific interest in models that fall within Category 3—APMs
built on an FFS architecture—and Category 4—population-based payment—of the LAN’s Alternative
Payment Model Framework, which can be found here.

Clinical episode payment models are different from traditional FFS health care payment models, in
which providers are paid separately for each service they deliver. Instead, clinical episode payment
models take into consideration the quality, costs, and outcomes of a patient-centered course of care
over a set period of time and across multiple settings. This course of care is known as the clinical
episode. Research suggests that when payments for health care are based on the care delivered in a
clinical episode, the result is increased coordination of care, enhanced quality of care, and less
fragmentation in the medical system. This leads to both better experiences and health for patients and
lower costs for payers and providers.

Since the first episode payments were introduced more than 30 years ago, public and private purchasers
(and a range of delivery systems) have explored a variety of episode payment models with varying
degrees of success. This is because, as research has shown, while episode payments offer great potential
as an alternative to FFS care, designing and implementing such models comes with financial,
technological, cultural, logistical, and informational obstacles. These challenges, along with the sheer
diversity of designs and approaches currently in use, have made it difficult to promote alignment and
acceleration of payment models across the U.S. health care system.

Approved for Public Release; Distribution Unlimited. Case Number 16-2713 ©2016 The MITRE Corporation. ALL RIGHTS RESERVED
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Thus, the purpose of this paper is to provide an episode payment design framework, as well as
recommendations pertaining to each of the ten elements in said framework, that will support adoption
of aligned episode payment models in the areas of elective joint replacement, maternity care, and
coronary artery disease. The Work Group developed these recommendations with recognition of the
evolving health care system, and the many forces currently seeking to accelerate the movement from
FFS to value-based payment.

Priority Areas
With this context in mind, the CEP Work Groups viewed its charge as the following:

e Provide a directional roadmap for providers, health plans, patients and consumers, purchasers, and
states, based on existing efforts and innovative thinking;

e Promote alignment (within the commercial sector, as well as across the public and commercial
sectors) in both design and operational approach;

e Find a balance between alignment/consistency and flexibility/innovation;
e Strike a balance between short-term realism and long-term aspirations; and

e Recognize that the recommendations will be viewed within the context of an evolving health care
system environment, acknowledging the effects of MACRA and other CMS initiatives.

In convening the CEP Work Group, the GC stipulated that the Work Group should take certain
considerations into account as they explored opportunities to advance the alignment and adoption of
episode-based APMs. In developing its recommendations, the GC noted that the CEP Work Group
should develop a list of priority areas that together reflect a broad spectrum of potential episode types,
represent a diverse range of patients, and have the potential to be widely adoptable and useful across
the entire U.S. health system. The Work Group used the criteria in Figure 2 to prioritize the diseases and
conditions on which their work would focus.

Figure 2: Criteria for Prioritization

0000
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Based on these considerations, the CEP Work Group agreed to focus on the following three priority
areas:

e Elective joint replacement;
e Maternity care; and
e Coronary artery disease.

The CEP Work Group chose these three priority areas because they have the greatest potential to create
a greater consensus and alignment of payment methods across payers and, over time, to accelerate the
adoption of clinical episode-based payments.

Key Principles

Before the CEP Work Group set out to develop its recommendations, the members developed a set of
key principles to guide their assessment of models currently in use. These principles align with the
broader set of principles described in the LAN APM Framework White Paper. They are, however,
focused specifically on the design of episode payments. In addition, in their research and discussion, the
CEP Work Group chose clinical areas in which clinical episode payment in particular could also achieve
one or more of the following:

Incentivize person-centered care: One intended effect of APMs (and a principle of the LAN APM
Framework?) is to deliver? person-centered care, defined as high-quality care that is evidence based,
delivered in an efficient manner, and where patients’ and caregivers’ individual preferences, needs, and
values are paramount. Recognizing that payment reform must ultimately serve the interests of
consumers and patients, the LAN Guiding Committee endorsed a set of Principles for Patient- and
Family-Centered Payment. These principles, prepared by the LAN Consumer and Patient Affinity Group,
are intended as guideposts so that new payment models and implementation activities can address the
needs and priorities of patients and families. The principles are reflected in this White Paper, and their
text is included in AppendixJ.

Improve patient outcomes through effective care coordination: Episode payment encourages providers
to better coordinate care across and within care settings, and to focus more strongly on care quality to
achieve better care, smarter spending, and healthier people. Effective care coordination is particularly
important for those with chronic conditions and for other high-risk/high-need patients.

Reward high-value care: Another intended effect of APMs is to reward high-value care by incentivizing
providers and patients, together with their family caregivers, to discuss the appropriateness of services,
including certain procedures. In this way, services that do not align with patient preferences can be
avoided.

Reduce unnecessary costs: Reducing unnecessary costs to the patient and to the health care system is
another intended effect of APMs. Episode payment offers incentives to examine all the cost drivers
across the episode, including fragmentation, duplication, site of service, volume of services, and input
costs/prices. Episode payment can create an “apples-to-apples” comparison for assessing quality and

1 Principle 1 of the APM Framework
2 Definition of Patient-Centered Care (APM Framework White Paper, page 4)

Approved for Public Release; Distribution Unlimited. Case Number 16-2713 ©2016 The MITRE Corporation. ALL RIGHTS RESERVED
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cost (for payers and consumers). This well-defined “product” allows buyers to compare price and
quality.

Recommendations Framework: Design and Operations
The Work Group’s recommendations fall into two categories:

e Design Elements: The design elements address questions stakeholders must consider when

designing an episode payment model, including the definition, the duration of the episode, and
what services are to be included (Figure 3); and

e Operational Considerations: Operational considerations relate to implementing an episode payment

model, including the roles and perspectives of stakeholders, data infrastructure issues, and the
regulatory environment in which APMs must operate. Operational considerations should not be
assessed in a vacuum since they are interrelated with the design element decisions.

Figure 3: Episode Payment Design Elements and Operational Considerations
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This paper is organized according to the following structure:

Summary of Episode Design Element Recommendations for elective joint replacement, maternity
care, and coronary artery disease;

A chapter on each of the three episodes that provides more in-depth discussion on 1) why the
clinical focus area is appropriate for applying episode payment to achieve improvements in quality
and outcomes; and 2) the thinking behind each of the ten design element recommendations; and

A chapter on operational considerations (stakeholder perspectives, data infrastructure, and
regulatory environment) that cut across the three clinical episode payment models. Also included in
this chapter is a discussion of questions and issues that may arise in the course of implementing
clinical episode payment together with another APM, namely, population-based payment.

Approved for Public Release; Distribution Unlimited. Case Number 16-2713 ©2016 The MITRE Corporation. ALL RIGHTS RESERVED
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Chapter 2: Summary of Episode Recommendations

The CEP Work Group conducted research and analysis on a range of existing episode payment initiatives.
Based on their experience and the analysis of current initiatives, the Work Group identified a set of 10
episode payment model design elements (Figure 3). These elements reflect the decisions that payers
and providers need to make prior to implementation. The tables below summarize the 10
recommendations, based on the design elements that are discussed in this White Paper.

Episode
Definition

Episode
Timing

Patient
Population

Patient
Engagement

Accountable
Entity

Payment
Flow

Episode
Price

Type and
Level of Risk

Quality
Metrics

Approved for Public Release; Distribution Unlimited. Case Number 16-2713

Table 1: Summary of Joint Replacement Episode Recommendations

The episode is defined as an elective and appropriate total hip or total knee replacement due
to osteoarthritis.

The episode should start pre-procedure (e.g. 30 days), and end 90 days post discharge in order
to include the most resource-intensive aspects of care for elective joint replacement patients.
Accountability for functional improvement and performance measurement goes beyond 90
days.

The episode should apply to the broadest-possible pool of patients, using risk and severity
adjustment to account for age and complexity.

All services needed by the patient that are related to the joint replacement procedure should
be covered by the episode price.

Require use of shared decision making and patient engagement tools, transparency of
performance and the payment model, shared care planning, access to full health records, care
coordination, and patient-reported quality measures in patient-facing materials to maximize
opportunities to engage patients and families in advancing high-value care, both for
themselves and overall.

The accountable entity should be chosen based on readiness to re-engineer change in the way
care is delivered to the patient and to accept risk. In this model, the accountable entity will
likely require a degree of shared accountability, given the number of clinicians working to care
for a patient.

The unique circumstances of the episode initiative will determine the payment flow. The two
primary options are: 1) a prospectively established price that is paid as one payment to the
accountable entity; or 2) upfront FFS payment to individual providers within the episode with
retrospective reconciliation and a potential for shared savings/losses.

The episode price should strike a balance between provider-specific and multi-
provider/regional utilization history. The price should: 1) acknowledge achievable efficiencies
already gained by previous initiatives; 2) reflect a level that potential provider participants see
as feasible to attain; and 3) include the cost of services that help achieve the goals of episode
payment.

The goal should be to utilize both upside reward and downside risk.
Transition periods and risk mitigation strategies should be used to encourage broad provider
participation and support inclusion of as broad a patient population as possible.

Prioritize use of metrics that capture the goals of the episode, including outcome metrics,
particularly patient-reported outcome and functional status measures; use quality scorecards
to track performance on quality and inform decisions related to payment; and use quality
information and other supports to communicate with, and engage patients and other
stakeholders.

©2016 The MITRE Corporation. ALL RIGHTS RESERVED
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Episode
Definition

Episode
Timing
Patient
Population

Patient
Engagement

Accountable
Entity

Payment
Flow

Episode
Price

Type and
Level of Risk

Quality
Metrics
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Table 2: Summary of Maternity Care Episode Recommendations

The episode is defined to include the large majority of births, including the newborn care, that
are lower-risk. While not necessarily lower risk, episode payment may also be considered
appropriate for women who may be at elevated risk due to conditions that have defined and
predictable care trajectories, such as gestational diabetes. As the CEP model matures, some
groups with significant high-risk pregnancy experience and capacity may seek to manage the
entire continuum of risk.

The episode should begin 40 weeks before the birth and end 60 days postpartum for the
woman, and 30 days post-birth for the baby.

The episode should primarily include the large majority of births, including newborn care, that
are lower-risk. The Work Group also supports CEP for women who may be at elevated risk
because of predictable risk factors that have defined care trajectories, such as gestational
diabetes.

Covered services include all services provided during pregnancy, labor and birth, and the
postpartum period (for the women) and newborn care for the baby. Exclusions should be
limited. Initiatives should also consider including high-value support services, such as doula
care and prenatal and parenting education.

Engaging women and their families is critical in all three phases of the episode—prenatal,
labor and birth, and postpartum/newborn—to contribute to the foundation for healthy
women and babies.

The accountable entity should be chosen based on readiness to

re-engineer change in the way care is delivered to the patient and to accept risk. In this
model, the accountable entity will likely require a degree of shared accountability, given the
number of clinicians working to care for a patient.

The unique circumstances of the episode initiative will determine

the payment flow. The two primary options are: 1) a prospectively established price that is
paid as one payment to the accountable entity; or 2) upfront FFS payment to individual
providers within the episode with retrospective reconciliation and a potential for shared
savings/losses.

The episode price should strike a balance between provider-specific

and multi-provider/regional utilization history. The price should:

1) acknowledge achievable efficiencies already gained by previous initiatives; 2) reflect a level
that potential provider participants see as feasible to attain; and 3) include the cost of services
that help achieve the goals of episode payment.

The goal should be to utilize both upside reward and downside risk. Transition periods and risk
mitigation strateg