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SECTION I: INTRODUCTION

Over the past decade, the value movement in healthcare has grown and evolved. Driven by the
development and adoption of primary care-led models (e.g., patient centered medical homes,
accountable care organizations or ACOs), payers have experienced a significant shift in their
engagement and contracts with providers.

Primary care models have become the foundation of how payers and providers operate in the
value-based healthcare (VBHC) space. As a result, primary care practices are steadily gaining the
necessary tools, capabilities, and experience to manage the health of populations and, in some
cases, accept overall accountability for cost and quality.

While a value-based primary care foundation is essential, the growth of primary care-based
models has hit a saturation point, as evidenced by a plateauing in the number of Medicare ACO
contracts starting in 2018. Despite high levels of market adoption leading up to 2018, this plateau is
likely driven by inherent limitations associated with primary care-based models. These limitations
include:

- Limited Capacity to Manage Polychronic Members: Primary care physicians (PCPs) are less able to
manage the health of polychronic members without very strong engagement from specialists. Without
strong specialist engagement and coordination, up to 90% of U.S. healthcare spend attributed to those
with chronic and mental health conditions is not being effectively managed.

« Overly Broad Populations Under PCP Management: Current models require PCPs to manage an
extremely wide array of clinical risk, from very healthy memlbers to members with very high complexity.
The breadth of the clinical risk included in populations PCPs are asked to manage drives significant
variability in outcomes, requiring very large populations to achieve actuarial significance. The large
population requirement then creates challenges in engaging smaller practices.

+ Lack of Coordination Between Specialists and PCPs: Payers continue to struggle with empowering
risk-bearing PCPs with the actionable data and information necessary to inform clinical interventions and
optimize referral patterns to efficient specialists, particularly when those services are delivered outside of
a singular system of care.

To address these limitations, future models must enable a significant increase in specialist
participation. This paper will outline the value of pursuing specialty care models, associated
challenges, as well as past and ongoing efforts in the space. It will also introduce a framework
to support payers in taking a portfolio-based approach to deploying specialty care models to
minimize abrasion with existing primary care-based models.
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Understanding these insights is critical, as the expansion into specialty VBHC is happening now.
Payers must be prepared to react to emerging opportunities and harness innovation in order to
maintain leading VBHC portfolios as the industry evolves.

SECTION II: DEFINING THE SPECIALTY CARE OPPORTUNITY

ACOs and other primary care-based models lack clear opportunities for specialist participation,
hindering effective alignment of clinical and financial incentives and effective care coordination.
We believe the next round of innovation and growth in the value-based healthcare space will occur
as health plans and providers seek to layer specialist-centric models onto existing Primary Care-
centric foundations.

Figure 1: Implementing Specialty Care Models to Drive Long-Term Growth (lllustrative)
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In doing so, both payers and providers realize the following benefits:

- Enhanced patient management and engagement: The average Medicare FFS patient visits
two PCPs and five specialists annually. Therefore, the most significant opportunity to enhance
patient engagement is with specialists. Engaging specialists directly will facilitate greater
efficiencies in specialist-directed care and improved management of patients who do not have
an ongoing relationship with a PCP.

« Increased specialist accountability: Leaving specialists out of value-based contracts creates a
lack of accountability; if specialists provide care to patients who are not attributed to them, there
is little to no incentive to control costs. Specialist care models will drive necessary collaboration
and engagement between all stakeholders.

- Improved financial and clinical outcomes: The likelihood of success for value-based contracts
increases due to the benefits outlined above. Given that the vast majority of healthcare costs
are in specialty care, there is a significant opportunity to reduce the total cost of care in a
meaningful way. From a quality perspective, specialists are better positioned than PCPs to
improve patient experience and outcomes.
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SECTION IlI: CHALLENGES WITH SPECIALTY CARE MODELS

Given the long-standing focus on primary care models and inherent heterogeneity of the specialty
market, payers and providers seeking to pursue specialty care value-based payment models must

understand and address several challenges:

Reconciliation with Existing Primary Care

Higher Administrative Burden and

Models

Currently, there is no consistent strategy deployed to
reconcile the problem of “dual attribution” in which a
member can be simultaneously assigned to a primary care
physician participating in a value-based payment models
and a specialist physician participating in a different value-
based payment model. This strategic gap creates challenges
with allocating shared financial risk, conflicting care
management activities, and limiting coordination within the
patient experience.

Lack of Core Capabilities to Operationalize

Investments in provider capabilities to support value-based
care requirements have mainly been in the primary care
space, given the historical focus of the industry. Specialty
providers will need access to an enhanced core capability
suite that includes provider enablement, transparency,

and navigation tools to operationalize defined models and
ensure appropriate ongoing information transfer.

Expertise Required

Primary care models are largely standardized in their design
and operation. The siloed nature of specialist care delivery
and inherent heterogeneity of specialty care contributes to
1) more robust up-front planning and monitoring to account
for nuances in operationalization, 2) a higher threshold of
expertise for success, and 3) challenges with scalability.

PCPs currently play a central role in the management of
members with multiple conditions. In efforts that engage
specialists more directly, there is a risk of disintermediating
the PCP and subsequent care coordination gaps.

To best manage populations, providers must manage both
the clinical conditions and the socioeconomic barriers that
have a large impact on health maintenance. This requires
significant infrastructure that PCPs are still working on
developing; specialists are further behind.

SECTION IV: A LOOK BACK AT SPECIALTY CARE MODEL

EFFORTS

The range of alternative payment models
(APMs) for specialty care currently deployed

in the market is fairly limited. Specialist
assumption of downside risk is also exceedingly
rare. The most common approach to date is
episodic bundled payments. Under a bundled
payment model, providers (typically specialists)
and healthcare facilities are provided a set
budget to manage all aspects of care during

an episode of care (EQOC); episodes are tied to a
specific clinical condition. The CMS Innovation
Center (CMMI) drove development and testing
of these models through their Bundled
Payment for Care Improvement (BPCI) Initiative
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which ran from 2013 to 2017 and BPCI Advanced
(BPCI-A) which started in 2018 and is ongoing.
48 condition episodes were tested under BPCI,
of which the Comprehensive Joint Replacement
bundle (CIR) became the most popular and
successful. A JAMA study published in 2017
found that CIR saved taxpayers $5,577 or 20.8%
per joint replacement care episode for 3942
patients. The government’s commitment to
bundles, as evidenced by the implementation
of BPCI Advanced, has driven private payers

and large employers to also pursue bundled
payment arrangements.
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However, meaningful and sustained success via these models has been elusive. Early results of BPCI
and BPCI-A have been mixed. Despite participants reducing average episode payments in 7 out of
the 13 clinical episodes analyzed over the first ten months of BPCI Advanced, Medicare experienced
an estimated net loss of 2.4% after accounting for reconciliation payments made. These outcomes

may be due to several factors: 1) flawed target setting or payment incentive methodology, (2) too short
of time frames for the long-term specialist engagement required, or (3) premature evaluation. Future
efforts will require a more coordinated, informed approach to model design in order to be successful.

Private payer efforts tend to disproportionately focus on orthopedics, cancer, and select
cardiovascular procedures for both Commercial and Medicare Advantage members. Despite
numerous failures, these programs have also had notable successes (see below):

Figure 2: Successful Episode of Care Models

UNITEDHEALTHCARE'S (UHCS) EPISODE
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HORIZON BCBS NJ HEALTHCARE DIVISION'S
ORTHOPEDIC EPISODES OF CARE PROGRAM

was initiated in 2012.

Outcomes

\ 4
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Total savings relative to
budget for all Horizon
patients over these two
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resulting in a savings of
$262,445 during this time
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Horizon initially
collaborated with doctors
on hip replacements, knee

arthroscopy, and knee
replacement
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SECTION V: LOOKING AHEAD TO VALUE TRANSFORMATION IN

SPECIALTY CARE

The expansion into VBHC is actively happening
across specialties, frequently with significant
financial backing from investors. Payers should
expect interest in VBHC from multiple provider
types and be prepared to react to these
opportunities.

HealthScape is actively engaging with players
across the healthcare spectrum to identify best
practices for mitigating challenges identified in
Section Ill, particularly reconciliation with existing
primary care models. A key takeaway from these
collaborations is that payers need to develop and

deploy specialty care models in a coordinated
fashion. Considering a new specialty care program
as part of a broader value portfolio, rather than in
a silo, helps to mitigate unintended consequences
upon implementation (e.g., multiple attribution,
dilution of impact). This in turn mitigates the need
for complicated or confusing design changes to
existing models.

To help payers get to a portfolio view of their
VBHC models that facilitates specialty care
model development, we propose the following
framework:
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Figure 3: Portfolio Framework for Specialty Model Identification

Complex Care / End of Life: Whole person care

Complex Co-Morbidity
Models

Risk-bearing Vendor
for Complex Care

Chronic Conditions: Longitudinal patient management

Condition-based
Alternative Payment Model

Risk-bearing Vendor for
Chronic Conditions

Acute Episode: Individual patient management, time-limited

Episode-based Bundled
Payment

Risk-bearing Convener for
Bundled Payment Episodes

Primary Care: Focus on prevention, coordination at the population level

Primary Care-Focused Alternative
Payment Model

Risk-bearing Convener for
Primary Care

Risk-bearing Intermediary

Non-clinical entity who augments / supplements
providers through a variety of functions

Provider Group / Health System

Group or system of licensed healthcare providers who
deliver covered medical services directly to patients

Accountable
Entity:

The four gray steps represent the spectrum of types of care from low acuity (primary care) to high
(complex care / end of life). The majority of payers who have started to expand into specialty care
programs have focused on acute and chronic conditions. See below for detailed definitions of each
step, and considerations for plans as they advance their VBHC portfolio beyond the primary care
foundation to include more specialty care programs.

Definition: Definition:
Provision of primarily preventive healthcare Time-limited clinical states with defined

services by PCPs as well as the coordination of care
for members with manageable chronic conditions

Portfolio Considerations:

PCPs can drive meaningful ROl when managing
these members, however they lose effectiveness
when the member’s acuity escalates to a point
where specialists need to take over

Chronic Conditions

Definition:

Conditions managed over a prolonged period with
no expected near-term resolution (e.g., congestive
heart failure, osteoarthritis, advanced kidney
disease). These conditions typically drive additional
healthcare needs of the member

Portfolio Considerations:

For associated models within which members
have a deep relationship with a specialist, payers
may consider evolving attribution logic to prioritize
attribution to a specialist over attribution to a PCP
under certain circumstances

treatment courses (e.g., joint replacement surgery,
colonoscopy); typically high-volume, highly variable,
and high-spend

Portfolio Considerations:

While these models offer strong value propositions
to a payer portfolio, they are where multiple
attribution and financial reconciliation challenges
are the greatest

Complex Care / End of Life

Definition:

Specialist-led models that manage the most
complex members drive the most disproportionate
levels of spending; typically include whole person
delivery models that support at-home and
palliative care capabilities

Portfolio Considerations:
Members with these conditions should be removed
from PCP models
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The execution of models related to each type of care can also be bifurcated by the accountable
entity. Provider groups / health systems typically act as the accountable entity in cases where
specialist risk tolerance is moderate to high, and risk-bearing intermediaries can support when
specialist risk tolerance is lower.

Accountable Entity

Provider Group / Health System:
Group or system of licensed healthcare providers who deliver covered medical services directly
to patients and are typically reimbursed through the claims system

Value-based mechanism through which providers accept direct
accountability for finite, self-limited, and well-defined specialist-driven
Payment: units of care. Payment is made as a lump sum at episode initiation
(prospectively) or throughout the episode with a reconciliation process at
the end of the performance or contract period (retrospectively).

Episode-Based Bundled

Condition-Based Mechanism that holds provider entities accountable for all related
services for a chronic condition. This broader scope increases incentives
to re-design clinical care pathways to support VBHC goals and expands
Model: the range of opportunities for physicians to deliver higher-value services.

Accountable Entity

Risk-Bearing Intermediary:

Non-clinical entity that augments/supplements providers through a variety of functions and
typically does not provide covered medical services directly to patients; entities are reimbursed
on a performance-basis outside of the claims system

Alternative Payment

Intermediary entities that assume financial accountability on behalf i i
of provider groups and health systems while supplying the necessary Risk-Bearing Convener
capabilities to succeed in bundled payment arrangements. Conveners for Bundled Payment
are typically reimbursed as a portion of the shared savings they generate Episodes:
with provider partners.

Risk-bearing entities (typically venture-backed startups) that wrap i i
around existing provider networks and help achieve high-value Risk-Bearing Vendor for

outcomes for patients with specific conditions. They generate revenue Chronic Conditions:
through value-based agreements by keeping a portion of savings they
help their provider partners achieve.

“Approximately 90 cents of every U.S. healthcare dollar is spent on specialty care.
Specialists have a tremendous role to play in helping our healthcare system transition
from volume-based to value-based reimbursement models because they understand
the evidence base in their given clinical niche, and are ideally positioned to help
redesign care within their specialty to align with broader efforts to improve health
care value. Of course, incentives drive behavior, and engaging specialists in efforts to
improve health care value will require that we identify sustainable, equitable ways to
reward them for their efforts to continue to deliver the best possible care while also
doing their part to bend the cost curve. Cooperation between policy makers, payers, primary
care physicians, specialists, and specialty societies, as well as real-time access to timely,
accurate data and analytics, will be critical to broadly and successfully engaging specialists in
this critical next phase of health reform.”

Dan Blumenthal, MD, MBA
Chief Executive Officer at Novocardia



SECTION VI: IMPLICATIONS & CONCLUSIONS

When looking to develop specialty care models, payers must take a portfolio-based approach to
ensure success. Specifically, payers must:

1. Define the vision, goals, and scope of each model in their value portfolio

2. ldentify which mix of providers create the greatest opportunity for overall portfolio
success

3. Select the specific inclusion, exclusion, and prioritization criteria for attributing
members to each model

4. Design new value-based payment models that do not inadvertently disincentivize
risk-bearing entities engaged in existing models

5. Rollout technology that enables PCP and Specialists to co-exist and succeed under
new models.

HealthScape is committed to collaborating with both payer and provider organizations to
understand best practices for each of these steps and accelerate the shift to specialty care
models. Leveraging insights from these relationships, follow-up papers in this series will further
unpack specialty care concepts and considerations. The next paper will dive deep into the
specialty care model types introduced within Figure 3 and best practices for model design and
operationalization.

“While there is a finite way to pay specialists differently from FFS, there
are infinite permutations of provider characteristics, practice structures
and market forces, network and benefit considerations, legal and
regulatory limitations, and current and future interactions with other
value-based reimbursement mechanisms that makes scaling a cohesive
specialty value strategy exceptionally complex.”

David C. Johnson, MD, MPH, Medical Director, Value Transformation
at Blue Cross Blue Shield of NC

HEALTHSCAPE CAN HELP.

HealthScape invites players across the
healthcare landscape to discuss their efforts
around value transformation in specialty
and to collaborate with us on developing
strategies and solutions. Please contact
HealthScape's Value-Based Healthcare leads
Kevin Mehta or Michael Ferson to discuss
further.

MIKE FERSON . .
MANAGING DIRECTOR Contact Kevin Mehta and Mike Ferson for

412.400.6910 more information.
mferson@healthscape.com

KEVIN MEHTA

MANAGING DIRECTOR
847.372.4685
KMEHTA@HEALTHSCAPE.COM

Contributing Author: Allyson Chee
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