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OVERVIEW

Evolving healthcare regulations in the United States are incentivizing healthcare providers to deliver more
cost-effective care while simultaneously commanding attention to quality of care. Medicare has led the
charge with the implementation of payment rules tied directly to quality and outcome through various value-
based care programs (e.g., the Merit-Based Incentive Payment System, Alternative Payment Models, etc.).

The growth of value-based care programs has led to an increased interest in collaborative, cost-effective
ventures, including, but not limited to, clinically integrated networks (“CINs”) and group practice
subsidiary models (“GPSMs”). Such ventures serve as a way to bring hospitals and community physicians
together to pursue common goals while allowing physicians to maintain some level of independence
through a private practice setting. CINs and GPSMs create an environment to more efficiently manage
clinical and financial data, which, in turn, can promote well-informed decisions that lead to improved
patient outcomes. In a value-based healthcare environment, demonstrated improvements in patient
outcomes often lead to enhanced reimbursement through not only value-based programs, but also
contracts structured to incentivize providers to reduce costs and allow them to benefit from the value
created through shared savings.

In connection with the formation of CINs and GPSMs, HealthCare Appraisers is routinely engaged to
provide transactional advisory services such as reimbursement analyses. As is the case with any transaction
in any industry, it is essential for the parties to understand the financial implications of the deal. Due to
confidentiality and anti-trust concerns, the sharing of certain proprietary information between the parties
during the due-diligence process, such as payor contracts, may be prohibited. However, as an independent
third party, HealthCare Appraisers is often able to gather the necessary data from both parties to perform a
reimbursement analysis on their behalf. With this proprietary information in hand, a reimbursement analysis
can help paint a clearer picture of the potential change in reimbursement from forming CINs or GPSMs.

CLINICALLY INTEGRATED NETWORKS

CINs are structured as a collaborative partnership (a “Network”) between a health system and
independent physicians with a shared goal of delivering quality care, improved efficiency, and a higher
coordination of care, as outlined in Figure 1.

! Centers for Medicare & Medicaid Services, Valued-Based Programs, last accessed August 10, 2020 from: https:/www.cms.gov/Medicare/Quality-
Initiatives-Patient-Assessment-Instruments/Value-Based-Programs/Value-Based-Programs
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FIGURE 1: CLINICALLY INTEGRATED NETWORK (CIN)
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A CIN model provides independent physicians the opportunity to maintain various aspects of independence
while simultaneously creating a strategic alliance with larger health systems in their community. Some
of the other benefits experienced by independent physicians under the CIN model include heightened
coordination, cost savings attributed to increased operational efficiencies, access to the health systems’
technology and administrative support, and the ability for joint-payor contracting negotiated by the
Network. With joint-payor contracting at play, alignment with a large community hospital can offer
participating physicians with access to more advantageous reimbursement contracts.

=
—-—
-

Similarly, the Network created by CINs also provides certain advantages to the health system subject to
the arrangement. CINs allow large health systems to align with independent community physicians, which
is often helpful in garnering support for community healthcare initiatives. Health systems also have a lot
to gain or lose when it comes to reimbursement, which is based on the Network’s ability to demonstrate
increases in quality of care through data-driven results. Additionally, a CIN structure can assist a health
system in avoiding the capital outlay and potential operating losses that may come with acquiring and
managing affiliated physician practices.

Under the CIN organizational structure, participating physicians are compensated by the Network based
on their practice’s achievement of predetermined quality metrics, which serves as an incentive to provide
patients with more efficient, higher quality care at a lower cost.

GROUP PRACTICE SUBSIDIARY MODELS

As depicted in Figure 2, under a group practice subsidiary model (ie., a GPSM) a large health system
creates a subsidiary under a new tax identification number. As a wholly-owned entity of the health system,
the new entity is subject to a certain level of control by the health system (e.g., the authority to select the
subsidiary’s governing board of physicians). At a time when independent physician offices are struggling
to compete in a value-based healthcare environment, GPSMs allow practices to partner with their
local community health system. While under a GPSM structure, independent physicians are technically
employees of the subsidiary, the model still serves as a more autonomous option than direct hospital
employment. As with a CIN, the GPSM gives health systems access to a larger network of physicians,
which, in turn, supports both parties in their joint goal of better managing community health.
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FIGURE 2: GROUP PRACTICE SUBSIDIARY MODEL (GPSM)
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Given that the subsidiary does not subsidize practice operations under a GPSM, independent participating
physicians remain economically at risk. However, it is assumed that the combined benefits of retaining
control of day-to-day practice operations and access to the health system’s technology limit potential
economic downside.

In a GPSM, the subsidiary negotiates reimbursement contracts with payors and directly receives all
reimbursement for the professional services rendered by participating physicians. When all is said and
done, physicians are compensated based on whatever money is left to be distributed after the entity
covers all subsidiary and practice overhead costs (e.g., administrative overhead, employee salaries, etc.).
Similar to the CIN model, the distribution of physician compensation can be based on achievement of
various predetermined production and/or quality metrics, which creates further incentive for participating
physicians to provide patients with a higher level of care.

REIMBURSEMENT ANALYSES: THE NUANCES

Through HealthCare Appraisers’ extensive experience conducting reimbursement analyses, we have
identified numerous nuances for valuators to be cognizant of, including, but not limited to, the following:

= Patient vs. Insurance Payments: When analyzing a practice’s billing reports, it is important
to distinguish between insurance payments for services rendered versus patient payments.
Additionally, it is important to ensure the comparability of payor contracts. For example, it is
imperative to be able to identify payor contracts that include estimated patient payments.

= Capitated Contracts: Under a capitated contract, a payor compensates a provider of healthcare
services through a flat monthly fee for each member the practice covers, regardless of the
number of patient visits per month. As the healthcare industry moves from volume to value-
based reimbursement, the general nature of capitated contracts incentivizes providers to provide
a higher quality of care, which ideally leads to better patient outcomes, fewer monthly visits,
and higher reimbursement per patient treatment. In completing reimbursement analyses, it is
essential to be aware of any capitated contracts the practice may have. G




= Bundled Payments: Under value-based care models, the term “bundled payments” is used to
describe the scenario in which a singular payment is made for multiple services provided to an
individual over a determined period of time. Bundled payments are very common among OBGYN
practices, for which many of the services associated with pregnancy care are reimbursed under
a bundled payment model. In completing reimbursement analyses for a variety of specialties, it is
necessary to understand specialty-specific billing nuances.

= Modifiers: Modifiers are typically two-digit alpha numerical characters that provide payors with
additional information regarding the services rendered to a patient, and are essential in processing
claims. Modifiers play a large role in determining appropriate payment for services billed.
Recognizing a practice’s use (or lack thereof) of modifiers in its billing reports and how it affects
collections is an essential component of reimbursement analyses.

= Lesser-Of Provisions: Lessor-of provisions allow a health insurance company to reimburse a
practice the lesser-of the practice’s billed charges or its contracted rate specific to each CPT Code.

= Multi-Procedure Billing: When multiple procedures are performed during the same patient
encounter, by the same provider, multiple procedure payment reductions (MPPRs) can come into
play. In these scenarios, it is important to note that most payors will typically only fully reimburse
the subject practice for the highest-value procedure, while subsequent procedures are reimbursed
at a reduced amount. Such reductions in payments are meant to account for overlapping services
that would be accounted for in multiple CPT Codes. MPPRs may impact reimbursement for various
specialties such as diagnostic imaging or ophthalmology procedures, among others.

= Pareto Principle: When reviewing billing reports provided by a practice in connection with a
reimbursement analysis, it is vital to ensure that the data being analyzed accounts for at least 80
percent of the practice’s total collections. In HealthCare Appraisers’ experience, approximately
20 percent of the billed CPT Codes, as measured by volume, account for nearly 80 of total
collections. Following this guidance ensures that you are painting an accurate depiction of the
practice’s potential change in reimbursement.

= Medicare Reimbursement Analyses: As part of HealthCare Appraisers’ reimbursement analyses,
we evaluate how Medicare’s proposed and/or final rules will impact the subject entity’s revenue.
Completion of a Medicare impact analysis also allows us to benchmark where the entity has
historically collected as a percent of Medicare and how joining a CIN or GPSM may impact
future reimbursement.

SUMMARY

With the shift to a value-based healthcare environment, alternative payment models are incentivizing
large health systems and independent physicians to build strategic partnerships that can help them
reach common goals of providing quality services and promoting positive patient outcomes within
their community. HealthCare Appraisers is able to provide independent, third-party reimbursement
analyses that assist our clients in identifying potential fits for their CIN or GPSM. As the way in which
healthcare providers report and bill for their services rendered can vary greatly from provider to provider,
HealthCare Appraisers’ vast knowledge and experience in identifying healthcare billing nuances allows
us to accurately identify and appropriately account for the circumstances of a subject practice when
completing a reimbursement analysis.




