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Value-based reimbursement, which rewards 
providers for the quality and efficiency of care, 
not volume, is slowly and steadily gaining a 
foothold through new care models, such as 
accountable care organizations (ACOs) and 
patient-centered medical homes (PCMHs). 
With these innovative payment models comes 
an important change in focus from treating 
disease to managing health and wellness. This 
new emphasis requires providers and their 
care teams to spend more time on patient care 
and care coordination across an increasingly 
complex healthcare system.

At the center of this paradigm shift is the 
primary care physician (PCP), who has the ideal 
vantage point, as well as the knowledge and 
skills to manage the care of not only individuals, 
but entire patient populations—population 
health management is fundamental to value-
based reimbursement strategies. With chronic 
disease at an all-time high—more than 45 
percent of Americans age 65 and older suffer 
from two or more chronic illnesses compared to 
about 37 percent a decade ago1—the system 
will become increasingly reliant on PCPs. 

But how will payers appropriately reimburse 
PCPs for their expanded role? With many 

primary care practices already overburdened 
by large patient panels, productivity demands, 
and onerous administrative activities, how can 
we ensure that these critical caregivers are 
adequately compensated? How will primary 
care practices afford the requisite investments 
in extra staffing, electronic medical records, 
disease registries, care planning systems, and 
patient outreach?
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Enhanced Funding for Primary Care 
 To ensure success under a value-based reimbursement system, payers should provide enhanced 
funding to primary care providers to cover the additional costs associated with keeping people well, 
not merely treating disease. These base payments are not the much-maligned capitation payments 
of the 1980s and early 1990s—lump sums given to providers to manage all of their patients’ medical 
needs with little or no regard to illness burden, or the data analytics available today. Instead, they are 
risk-adjusted to reflect the medical complexity of each provider’s patient panel in order to support 
the direct and indirect costs of expertly managing a group of patients (including outreach to patients 
who never connect with their PCP) for the short and long term. We’ve learned tough lessons from 
the old capitation payment models, which resulted in some physicians avoiding medically complex 
patients in favor of healthier ones for economic survival.

In this white paper, we will explain how these risk-adjusted base payments are determined, as 
well as the benefits of this new type of capitation arrangement for individual stakeholders and the 
healthcare system. We will also explore what the future holds for these and related models. 

The Risk-Adjusted Base Payment Model
Using a risk-adjusted base payment model, payers can accurately predict the overall resource 
intensity—in dollars—required to provide proactive, well-coordinated care to a patient based on 
his illness burden. These models generate a risk score that reflects the resource intensity for direct 
primary care, care coordination, outreach activities, and administrative services. 

To illustrate the value of the risk-adjusted payment model, we will review what care would look like 
for a diabetic patient with congestive heart failure (CHF). Beyond the traditional diabetes-control 
services, care might include regular sessions with the practice’s nutritionist and wellness coach, 
e-mail or text message reminders when he is due for an HbA1c test and other preventive care, 
regular communication with a cardiologist about the management of his CHF, and outreach via 
phone or e-mail from a medical assistant when the patient misses appointments. From the provider 
perspective, the enhanced base payments support stable, predictable funding for population 
management per month or quarter. 

Risk-Adjusted Primary 
Care Payments Help 
New York Providers 
Reduce Unnecessary 
Utilization 
 

In 2009, Verisk Health worked with a regional 
health plan in New York to conduct a pilot 
project using a risk-adjusted base payment 
model. Three of the upstate New York nonprofit 
health plan’s primary care practices volunteered 
to adopt a PCMH model and accept these 
types of risk-adjusted payments. The plan’s goal 
was to compensate the practices for additional 
activities that can improve care coordination, 
reduce ER visits and avoidable hospitalizations, 
and improve compliance with clinical 
guidelines. Success was measured across three 
dimensions: patient satisfaction, HEDIS quality 
scores, and appropriate utilization. 

At the end of the first year, the practices saw 
significant results:
-  Per member per month (PMPM) costs 
  decreased by $32
-  Hospital admission rates fell by 24%
-  Admissions for ambulatory care sensitive   
 conditions were reduced by 20%
-  Imaging services dropped by 18%
-  ER visits decreased by 9% 

Patient satisfaction was high, and total primary 
care provider compensation increased 
significantly. The pilot was so successful that 
the plan expanded its PCMH model with risk-
adjusted base payments to additional primary 
care practices. 
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The Shift from Volume  
to Value
Today, private and public payers in every state 
are experimenting with value-based delivery 
and payment models, including PCMHs, 
ACOs, episode-of-care payments, and global 
payments.2  The number of PCMHs that have 
received NCQA accreditation has grown from 28 
in 2008 to 5,739 as of May 2013.3  ACOs have 
experienced similarly swift growth, with more 
than 600 nationwide in early 2014  compared to 
about 100 in 2011.4  Furthermore, the number 
of ACOs is expected to double by the end 
of 2014.5  There will be a greater need for 
these risk-adjusted base payment models as 
value-based care delivery and reimbursement 
continue to penetrate the marketplace. 

Quantifying Risk with 
Precision
Unlike traditional age/gender risk adjustment, 
which generates a per member capitation 
payment based on age bands with a split for 
gender, a risk-adjustment payment model may 
assign a value to each clinical condition. These 
values would take into account the direct costs 
of primary care services, as well as the indirect 
costs of managing chronic conditions and 
referrals and coordinating care when a patient 
visits the ER or is hospitalized.  

Translating Risk into Payment
Under risk-adjusted base payment models, a 
patient expected to be an average utilizer of 
primary care services would have a Relative 
Risk Score (RSS) of 1. An individual predicted 
to use twice that amount would have a score of 
2, while someone expected to use half the norm 
would have an RRS of 0.5. The RRS can then 
serve as a multiplier for an average monthly 
payment amount to a PCP to cover additional 
costs related to care coordination. Underlying 
the models is the assumption that patients 
with complex clinical profiles should get more 
attention from their PCPs because good care for 
these patients is more complex and will avert 
future utilization. 

The models capture the wide variation of clinical 
need among patients. For individuals in the top 
0.5 percent of the population with the highest 
predicted primary care needs, scores may be 16 
times the average. For the healthiest 30 percent 
of the population, scores may be only 1/10 the 
average. This represents a 160-fold variation 
among individuals. Compared to an age/gender 
model, which might have a range of 32 cells 
reflecting age and gender bands, a risk-adjusted 
payment model is significantly more precise.6  

The exactness of these models can be quantified 
in another way: when predicted-to-actual 
costs were analyzed among a large number 
of primary care practices, one risk-adjusted 
payment model explained 72% of the variation 

in PCP costs, versus the age/gender model, 
which explained only 42%.7  Using the age/
gender model, a payer would overpay some 
practices and underpay others.

The beauty of risk-adjusted payment models 
is their flexibility and the simplicity of their 
application. Payers may apply the risk score to 
whatever capitation formula they’ve established. 
For example, one insurer’s bundle of primary 
care services may include referral tracking, 
while another’s may not; accordingly, the base 
payment can reflect that deviation. 

If the base amount for the required primary 
care services is $40 per patient per month, 
a patient with an RRS of 1 would have $40 
allotted to him, while a patient with an RRS of 
1.25 would have $50 and a patient with an RRS 
of 3 would have $120. The payer determines 
the average risk score for each provider’s 
panel and then distributes money accordingly. 

 
When predicted-to-actual 
costs were analyzed among a 
large number of primary care 
practices, one risk-adjusted 
payment model explained 72% 
of the variation in PCP costs, 
versus the age/gender model, 
which explained only 42%.7
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It is essential to establish a minimum monthly 
payment for members at the lowest end of the 
risk spectrum—to support practice overhead—
which could be as little as $6 per month. 

The Benefits of a Risk-
Adjusted Base Payment 
Model
Patients, payers, and providers benefit in 
multiple ways when reimbursement is based 
on these payment models. First and foremost, 
when PCPs are adequately compensated, 
patients receive appropriate services in the 
optimal setting, including comprehensive 
welcome visits, disease management, care 
planning, communication at home through 
mobile technology, end-of-life care planning, 
and more. These payment models are aimed 
at improving care quality, patient outcomes, 
and the financial performance of healthcare 
organizations. 

Adequately funding primary care also enables 
PCPs to engage patients who typically eschew 
healthcare. Historically, in a fee-for-service 
environment, one in four individuals do not see 
a healthcare provider during the course of a 
year. It’s critical that primary care practices 
reach out to these patients to assess their health 
and family medical history and engage them 
through whatever services they need, including 
preventative care.

From the provider’s perspective, risk-based 
models foster more equitable payments, 
enabling PCPs to practice high-quality, efficient 
medicine. Allowing physicians to share in the 
“right” level of risk incents them to accept and 
retain patients with complex medical needs, 
avoiding the practice of “cherry picking” and 
restricting access to care. Finally, when PCPs 
are able to deliver top-quality, proactive care, 
outcomes improve, boosting morale and 
fostering better relationships between providers 
and payers.

At a systemic level, risk-adjusted base 
payments hold the promise of reducing 
wasteful spending and improving care through 
identifying and better managing the most 
complicated, high-need patients. A widely cited 
2008 study by PricewaterhouseCoopers found 
that more than half—$1.2 trillion—of the nation’s 
$2.4 trillion healthcare spending is wasted. 
More than a third of that waste is attributed to 
behavioral reasons—obesity, smoking, and 
non-adherence. Another third is classified as 

clinical waste, including preventable hospital 
readmissions, poorly managed diabetes, 
and unnecessary ER visits.8  Focusing more 
intensely on primary care can help save 
money on redundant testing, preventable 
hospitalizations, readmissions, and other 
undesirable consequences of a fragmented 
healthcare system. This is a big step forward 
in creating a more sustainable delivery system 
that achieves improvements in care quality and 
ultimately, outcomes.

The Road Ahead
The growing adoption of population health 
management through the proliferation of 
entities like ACOs and PCMHs has reframed 
how we think about health and illness. Payers 
and providers have shifted their focus from the 
treatment of illness to condition management, 
clinical guidelines, and preventive health 
maintenance. In a population health framework, 
primary care plays a critical role in accessing 
care and reducing wasteful spending. The 
future is bright for high-performing primary care 
teams, and their clout will inevitably grow. 
But the full promise of population health 
management will be realized only if payers 
and providers embrace value-based 
reimbursement—reimbursement that 
approximates, as closely as possible, the true 
costs of providing proactive, comprehensive 
care. There are neither market forces nor 

 
At a systemic level, risk-adjusted 
base payments hold the promise 
to reduce wasteful spending and 
improve care through identifying 
and better managing the most 
complicated, high-need patients.
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healthcare policy drivers that are likely to trigger 
a reversion to the fee-for-service methodology, 
so the path is clear for risk-adjusted base 
payments for primary care to play an important 
role in this new paradigm. 

Performance-based bonus payments—a 
second and equally important type of primary 
care payment—are also essential to population 
health management. As with base payments, it’s 
critical that these pay-for-performance bonuses 
are risk-adjusted to ensure that practices are 
fairly judged on patient outcomes. In addition 
to measuring true clinical quality, these models 
can also be used to identify areas of overuse. 
We’ll discuss these performance assessment 
models in our next white paper.  
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Verisk Health is transforming the business of healthcare by providing data services, analytics, and advanced 
technologies that answer the industry’s most complex challenges. With a focus on reducing risk across all domains 
of healthcare, Verisk Health’s broad solution suite is designed to help health plans, employers, providers, and other 
risk-bearing entities improve the quality of healthcare delivery, reduce costs, optimize risk-adjusted revenue, ensure 
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