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Terms Definitions 
Alternative Payment Model (APM) Health care payment methods that use financial incentives to 

promote or leverage greater value - including higher quality care at 
lower costs -  for patients, purchasers, payers and providers. This 
definition is specific to this exercise. If you are interested in 
MACRA's definition, please reference MACRA for more details.  

  APM Framework White Paper 

  MACRA Website 

Attribution A methodology that uses patient attestation and claims/encounter 
data to assign a patient population to a provider group/delivery 
system to manage the population's health, with calculated health 
care costs/savings or quality of care scores for that population. For 
some products, an individual consumer may select a network of 
physicians at the point of enrollment in a health plan (e.g. HMO). 
The Framework is agnostic to the attribution method (e.g. 
prospective or concurrent).  

Category 1 Fee-for-service with no link to quality. These payments utilize 
traditional FFS payments that are not adjusted to account for 
infrastructure investments, provider reporting of quality data, for 
provider performance on cost and quality metrics. Diagnosis-related 
groups (DRGs) that are not linked to quality are in Category 1.  

Category 2 Fee-for-service linked to quality. These payments utilize traditional 
FFS payments, but are subsequently adjusted based on 
infrastructure investments to improve care or clinical services, 
whether providers report quality data, or how well they perform on 
cost and quality metrics.  

Category 3 Alternative payment methods (APMs) built on fee-for-service 
architecture. These payments are based on FFS architecture, while 
providing mechanisms for effective management of a set of 
procedures, an episode of care, or all health services provided for 
individuals. In addition to taking quality considerations into account, 
payments are based on cost performance against a target, 
irrespective of how the financial benchmark is established, updated, 
or adjusted. Providers that meet their cost and quality targets are 
eligible for shared savings, and those that do not may be held 
financially accountable.  

https://hcp-lan.org/workproducts/apm-whitepaper.pdf
https://www.cms.gov/Medicare/Quality-Initiatives-Patient-Assessment-Instruments/Value-Based-Programs/MACRA-MIPS-and-APMs/MACRA-MIPS-and-APMs.html


Terms Definitions 
Category 4 Population-based payment. These payments are structured in a 

manner that encourages providers to deliver well-coordinated, high 
quality person level care within a defined or overall budget. This 
holds providers accountable for meeting quality and, increasingly, 
person centered care goals for a population of patients or members. 
Payments are intended to cover a wide range of preventive health, 
health maintenance, and health improvement services, among other 
items.  These payments will likely require care delivery systems to 
establish teams of health professionals to provide enhanced access 
and coordinated care.  

Condition-specific bundled/episode 
payments 

A single payment to providers and/or health care facilities for all 
services related to a specific condition (e.g. diabetes). The payment 
considers the quality, costs, and outcomes for a patient-centered 
course of care over a longer time period and across care settings.  
Providers assume financial risk for the cost of services for a 
particular condition, as well as costs associated with preventable 
complications. [APM Framework Category 4A] 

CY 2015 or most recent 12 months Calendar year 2015 or the most current 12-month period for which 
the health plan can report payment information. This is the 
reporting period for which the health plan should report all of its 
"actual" spend data - a retrospective "look back." This is not an 
annualized (point-in-time) reporting.   

Diagnosis-related groups (DRGs) A clinical category risk adjustment system that uses information 
about patient diagnoses and selected procedures to identify 
patients that are expected to have similar costs during a hospital 
stay - a form of case rate for a hospitalization. Each DRG is assigned 
a weight that reflects the relative cost of caring for patients in that 
category relative to other categories and is then multiplied by a 
conversion factor to establish payment rates.  

Double Count Adjustment (aka 
discounting or reductions for double 
counting) 

When providing a point-in time January 1, 2016 payment, it is 
important to adjust for possible double counting of members 
attributed to multiple APMs. For example, it is possible that a 
member affiliated with a shared savings ACO is also affiliated with a 
bundled payment program. The reporting health plan either has to 
create a hierarchy where the situation for double counting members 
is eliminated or greatly reduced, or identify the prominent APM and 
adjust other programs for any overlap in members.  For example, if a 
shared savings ACO is the most prominent model for the health 
plan, the health plan would discount the percent of total dollars paid 
through shared savings (numerator/denominator) from the total 
dollars paid through bundled payment. For example, if the percent 
of total dollars paid through shared savings is 20% and the total 
dollars paid through bundled payment is $500 million, one would 
multiply 500 million x (1-0.20) = $400 million. 

Fee-for-service Providers receive a negotiated or payer-specified payment rate for 
every unit of service they deliver without regard to quality, 
outcomes or efficiency.  [APM Framework Category 1] 



Terms Definitions 
Foundational spending Includes but is not limited to payments to improve care delivery 

such as outreach and care coordination/management; after-hour 
availability; patient communication enhancements; health IT 
infrastructure use. May come in the form of care/case management 
fees, medical home payments, infrastructure payments, meaningful 
use payments and/or per-episode fees for specialists. [APM 
Framework Category 2A]  

Full or percent of premium 
population-based payments 

A fixed dollar payment to providers for all the care that a patient 
population may receive in a given time period, such as a month or 
year, (e.g. inpatient, outpatient, specialists, out-of-network, etc.) 
with payment adjustments based on measured performance and 
patient risk. [APM Framework Category 4B] 

As of January 1, 2016 A point in time in which health plans will report data. The metric will 
account for the contracts in place on that date and estimate the 
number of members attributed to those contracts. The contracts 
referenced for this metric must already be "inked" on 1/1/16. This 
metric does not reflect potential contracts that might be expected in 
CY 2016, nor does it adjust for possible growth or attrition of 
members, contracts, dollars.  

Legacy payments Payments that utilize traditional payments and are not adjusted to 
account for infrastructure investments, provider reporting of quality 
data, or for provider performance on cost and quality metrics. This 
can include fee-for-service, diagnosis-related groups (DRGs) and per 
diems.  [APM Framework Category 1]. 

Linked to quality Payments that are set or adjusted based on evidence that providers 
meet a quality standards or improve care or clinical services, 
including for providers who report quality data, or providers who 
meet threshold on cost and quality metrics. The APM Framework 
does not specify which quality measures qualify for a payment 
method to be "linked to quality." 

Pay for performance The use of incentives (usually financial) to providers to achieve 
improved performance by increasing the quality of care and/or 
reducing costs. Incentives are typically paid on top of a base 
payment, such as fee-for-service or population-based payment. In 
some cases, if providers do not meet quality of care targets, their 
base payment is adjusted downward the subsequent year. [APM 
Framework Categories 2C & 2D]. 

Population-based payment for 
conditions 

A per member per month (PMPM) payment to providers for 
inpatient and outpatient care that a patient population may receive 
for a particular condition in a given time period, such as a month or 
year, including inpatient care and facility fees. [APM Framework 
Category 4A]. 



Terms Definitions 
Population-based payment not 
condition-specific 

A per member per month (PMPM) payment to providers for 
outpatient or professional services that a patient population may 
receive in a given time period, such as a month or year, not including 
inpatient care or facility fees.  The services for which the payment 
provides coverage is predefined and could be, for example, primary 
care services or professional services that are not specific to any 
particular condition. [APM Framework Category 3B]. 

Procedure-based bundled/episode 
payment 

Setting a single price for all services to providers and/or health care 
facilities for all services related to a specific procedure (e.g. hip 
replacement). The payment is designed to improve value and 
outcomes by using quality metrics for provider accountability.  
Providers assume financial risk for the cost of services for a 
particular procedure and related services, as well as costs associated 
with preventable complications. [APM Framework Categories 3A & 
3B]. 

Provider For the purposes of this workbook, provider includes all providers 
for which there is health care spending.  For the purposes of 
reporting APMs, this includes medical, behavioral, pharmacy, and 
DME spending to the greatest extent possible.  

Readmissions for any diagnosis 
within 30 days 

The number of acute inpatient stays during the measurement year 
that were followed by an acute readmission for any diagnosis within 
30 days and the predicted probability of an acute readmission, for 
members 18 years of age and older. 

Shared risk A payment arrangement that allows providers to share in a portion 
of any savings they generate as compared to a set target for 
spending, but also puts them at financial risk for any overspending.  
Shared risk provides both an upside and downside financial 
incentive for providers or provider entities to reduce unnecessary 
spending for a defined population of patients or an episode of care, 
and to meet quality targets. 

Shared savings A payment arrangement that allows providers to share in a portion 
of any savings they generate as compared to a set target for 
spending.  Shared savings provides an upside only financial incentive 
for providers or provider entities to reduce unnecessary spending 
for a defined population of patients or an episode of care, and to 
meet quality targets. 

Total Dollars The total estimated in- and out-of-network health care spend (e.g. 
annual payment amount) made to providers in calendar year (CY) 
2015 or most recent 12 months.   
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