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Position yourself for success with risk
contracting

Risk-based contracts can yield significant benefits when they are intentionally and rigorously
structured. Organizations often struggle with risk contracting due to limited access to timely cost
and quality data, a lack of long-term investment, and misaligned expectations with payers, which
can lead to financial underperformance in contracted areas. This structured four-step risk
contracting strategy can help provider organizations enhance their contract negotiations with
strong data analysis and competitive evaluations.

INTRODUCTION

Why strong risk contracting is essential

STEP 1

Understand how your reimbursement compares to others

STEP 2

Develop a scorecard to evaluate existing and new payer contracts

STEP 3

Support your contract negotiations with actuarial analyses

STEP 4

Demonstrate your holistic value to payers beyond unit costs

CONCLUSION

Ensuring long-term performance
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Why strong risk contracting 1s essential

Risk contracting is a core component of organization’s financial and clinical strategy. It can help
providers ensure a continuous stream of revenue and margin support even if utilization dips.’
Risk contracting can also help organizations increase their market share through greater
attribution and reductions in avoidable, low-margin utilization.

However, misaligned expectations, limited data sharing, and underinvestment in analytics often
undermine risk contracting.! Providers also may not have adequate infrastructure for population
health and data analytics, which can limit their capabilities and make progress harder to track.

If organizations are not prepared, they may enter risk contracts that are weighed against them or
provide limited benefits. For example:

» Contracts may include inflexible performance measures that an organization can't meet, which
leads to the organization missing out on some financial rewards.’

» The contract may involve retrospective instead of prospective payments, which can make it
harder for small, rural, or safety net providers to invest in necessary infrastructure or sustain
changes to care delivery.?

» The contract may not include any safeguards to help limit how much a provider can lose in a
contract. Without safeguards, providers face increased uncertainty and could face excessive
financial losses.2

Organizations must invest time and effort to ensure they are able to negotiate terms that are best
for their needs. Compared to health plans, providers often have less resources and experience
when it comes to actuarial analysis and risk contracting, which puts them at a disadvantage.

A holistic risk contracting strategy, which includes market and payer analyses, can help
organizations enhance their contract negotiations with concrete data and numbers, realize
savings, and develop a strong value proposition that helps set them up for future success.

© 2026 Advisory Board « All rights reserved. 3
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O 1 Understand how your reimbursement
compares to others

Publicly available hospital pricing data can inform contract negotiations by grounding discussions
in market insights. However, the amount of data available is substantial and often difficult to
parse through.

A price transparency data lake enables more efficient analysis of large, complex datasets. The
lake helps store and manage large volumes of data in a centralized repository. It also uses big
data technologies and techniques, including data scraping, cleansing, and analytics, to create

usable dashboards and reports.

With the help of an actuarial team, organizations can use hospital price transparency data to
perform comparative analyses of their market reimbursement rates across payers and against
peer hospitals.

A typical competitive analysis includes:

1. Extracting commercial rates from published machine-readable files for a select group of
payers and providers and normalizing this data to account for different reimbursement
mechanisms.

2. Analyzing extracted rates to identify payer networks and organizing provider rates into a rate
template.

3. Repricing a sample set of claims data to rates across providers to account for different rate
structures, market position, and plan type. Rates are often shown as a percentage of
Medicare reimbursement to standardize comparisons.

The chart below illustrates relative reimbursement performance across different organizations. It
compares an organization’s reimbursement for inpatient, outpatient, and both types of claims to
others in the same market as a ratio of Medicare reimbursement.

Comparison of competitors’ rates for a set of claims as a ratio of Medicare reimbursement
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Source: Optum Advisory analysis of claims data across different health systems.
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In the previous chart, Competitor A has higher reimbursement for inpatient claims while its
reimbursement for outpatient claims is roughly the same as the original organization. In
comparison, the difference in reimbursement for Competitors B and C is much smaller.

The chart below compares the reimbursement rates for different outpatient services. All rates are
shown as a percentage of Medicare rates. The example organization’s reimbursement rate is
shown in red and compared to the minimum, median, and 90th percentile reimbursement rates.

Based on the chart, the example organization’s reimbursement for different outpatient services
often falls below the median reimbursement rate.

Reimbursement for outpatient services by category as a percentage of Medicare rates (MCR)
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Source: Optum Advisory analysis of a health system’s claims for outpatient services

Before organizations can add risk components to their payer contracts, leaders should first
understand their fee-for-service (FFS) reimbursement. Organizations' FFS reimbursement can
affect total shared savings and budgets, as well as contract negotiations. Having lower FFS
reimbursement while providing high-quality care could also better demonstrate value to payers.
In general, FFS reimbursement and risk components are intertwined, and organizations should
consider them in conjunction with each other rather than separately.

These analyses will help organizations understand trends in their volumes and how their rates
perform against their competitors. These analyses can help organizations determine their
position in the market while also providing valuable insights and data to help guide their
contract negotiations with payers. For example, organizations can discrepancies with
competitors to support the need for rate improvements from payers.
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02 Develop a scorecard to evaluate existing
and new payer contracts

Once provider organizations understand their competitive positioning, they should compare their
contracts across different payers, including by line of business (commercial, Medicare
Advantage, Medicaid managed care).

Effective payer scorecards should incorporate:

» Actual reimbursement vs. expected reimbursement

+ Maximum amount of potential earnings vs. what an organization is contracted to earn
* How reimbursement compares to Medicare reimbursement

» Denial percentages

To ensure comparability across payers, organizations should perform Medicare relativity
calculations to evaluate all contracts as a percentage of Medicare.

Competitive analyses and payer scorecards offer leaders a more comprehensive view of their
organizations and help inform their contracting discussions. Organizations should consider areas
where they may potentially be vulnerable, the outcomes they want to see, and what they want to
achieve in the long term.

The table below provides an illustrated example of a payer scorecard. It compares a hospital or
health system’s expected revenue and recognized revenue as a percentage of Medicare
reimbursement across different types of coverage. HMO and PPO plans typically have higher
expected and recognized revenue than other types of commercial health plans.

The scorecard also highlights multi-year trends in expected and recognized revenue. Between
2021 and 2024, expected revenue increased by roughly 6% across commercial plans while
recognized revenue decreased by 3%.

Example of a payer scorecard

Expected perceptage of repriced Avg. Recognized percentage of repriced Avg.

Medicare, annual Medicare. by paver tvpe annual

by payer type trend » DY payer typ trend

Totals by 2021-
coverage 2021 2022 2023 2024 2024 2021 2022 2023 2024 2021-2024
type

Commercial 328.3% | 343.1% | 336.1% | 351.0% 6.1% 321.0% | 323.9% | 321.1% |311.9% -3.0%

HMO 306.2% | 297.2% | 310.1% | 321.3% 5.8% 302.5% | 286.0% | 299.4% |280.9% -5.2%

PPO 337.8% |358.1% | 345.8% | 361.2% 5.8% 329.3% | 337.0% | 329.1% |322.0% -3.0%

Other 230.9% |228.4% | 146.3% | 148.0% -33.1% 202.9% | 141.2% | 181.0% |185.6% -1.2%

Medicare 97.2% 98.4% 94.1% 98.8% 0.1% 97.4% 96.7% 96.8% | 94.7% -0.8%

MA 100.1% | 101.0% | 101.9% | 102.9% 0.9% 98.7% 97.4% 96.9% | 92.3% -2.0%

CcMS 95.9% 97.3% 90.5% 96.8% -0.4% 96.8% 96.3% 96.8% | 95.8% -0.3%

Source: An analysis of claims data from a West Coast hospital network.
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After analyzing their different payer contracts, leaders can identify potential opportunities to
increase revenue.

Below, the table on the left shows the current state of an organization’s Medicare Advantage
(MA) contracts, specifically reimbursement across different revenue components. It allows
leaders to evaluate revenue across different payers.

The table on the right details four changes the organization could make to their MA contracts to
increase their potential revenue:

» Enter a gold card program with Payer A. This eliminates prior authorization for full-risk lives and
could reduce denials by an estimated 3% (Estimated $12 million increase).

+ Add quality incentive payments with Payer C (Estimated $3 million increase).
« Adjust inclusions for Medical Expense for Payer A (Estimated $2 million increase).
+ Exit downside risk with Payer B (Estimated $3 million increase).

Overall, these opportunities represent a $20 million increase in potential revenue across three
different payers.

Example of reimbursement comparisons in 3 MA contracts across all revenue components

Current state: Contract revenue analysis Future state: Contract revenue opportunity
B S e et |MPotential mcrsase et iy
Net MA revenue s&;:g,:;‘ (%2;/2“) ;220’2‘; stgzg:: Z;,t::ng;l; ;22:_55879;:rn;u\lllv_irtif;5 /?I:;.‘):roj. denials sk;gg/:;‘
(% of FFS allowed) +$12M reduction: 3%)
$9M $1M - $10M +$3M Add quality incentive payments with Payer C $13M

Quality incentives

Adjust inclusions for Medical Expense for Payer A

+$2M (Remove charges for payer Home Health visits with ($4M)
MLR)
Shared savings $4M (83M) (s2M) ($1M)
+83M Exit downside risk with Payer B
(Limited lives spread across multiple plans)
Total MA revenue $391M $24M $70M $485M +$20M $505M
(% of FFS allowed) (97%) (88%) (93%) (96%) (4%) (100%)

Net MA Revenue represents the total FFS revenue from each MA payer
% of FFS Allowed is calculated by comparing actual revenue to traditional Medicare reimbursement from CMS

Source: Optum Advisory Medicare Advantage contracting client use case
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03 Support your contract negotiations with
actuarial analysis

After evaluating your competitors and current contracts with payers, you will have a better
understanding of how to approach contract negotiations.

For risk-based contracts, providers must ensure alignment with payers on incentive design for
financial goals, as well as the behaviors needed to achieve those goals. Instead of variable
compensation based on productivity, providers can consider including quality incentives, such as
utilization metrics or reduced ED visits, as part of the negotiations.

Providers should also identify what they want from payer partners before entering negotiations.
Misaligned expectations or limited data sharing between payers and providers can undermine
trust and make the contract negotiation process more difficult.

Key questions organizations should explicitly address include:

* Do my payer partners just want to increase revenue from premiums, or do they also want to
decrease costs?

* What kind of risk is being transferred from payer to providers? Are payers willing to work with
providers on these risks?

« Are payers passing along risks for things that physicians can't manage? (Ex. high-cost
pharmaceuticals)

For more insights into successful plan-provider partnerships, check out these ready-to-use slides.

Why actuarial expertise strengthens payer negotiations

Actuarial support is also a key component of the negotiation process and can help providers level
the playing field. While health plans have healthcare economics departments led by actuaries,
most provider organizations don't have the same level of expertise — putting them at a
disadvantage from the start.

Actuaries can create mathematical models of contracts being proposed so providers can see the
flow of the population, potential opportunities, the maximum and minimum amounts available
from these opportunities, what kinds of risk is being transferred, and more. Throughout the
negotiation process, actuaries can also model the impact of different proposed rate changes and
rate structures, including by service categories.

Actuaries can also analyze the language used in contracts and highlight any terms that
organizations should be concerned about. For example, does the contract include any material
change limits? Does the contract provide payers with control of certain areas? Are payers
allowed to force changes to things that are outside of providers' control?

Because actuaries understand the risk and range of possible outcomes associated with a
contract, they can help providers understand what components are in their control and protect
them from any potentially damaging terms.

Overall, readying both data and actuarial support can help better prepare providers for payer
contract negotiations. This will help organizations argue their position and showcase their value
to payers more clearly.

© 2026 Advisory Board « All rights reserved. 8
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Case snapshot

A hospital network on the West Coast recently finalized an
agreement for a two-year contract with a local health plan. During
negotiations, an actuary provided integral analytic support and
helped the hospital negotiate more favorable payment rates and
terms.

Through the negotiations, the hospital network was able to
achieve an overall increase of 19.2% to its payment rates. This
increase amounted to $31.8 million for the first year of the
contract.

The hospital secured a significant increase to its outpatient
emergency payment rates and shifted the payment methodology
to a per visit rate for each specific ED level. These changes alone
generated $8.1 million in rate increases. Showing the rates
proposed as a percent of Medicare as opposed to a percent
increase helped the payer understand the need for the increase
on these particular services.

Other beneficial changes in the contract include additional
payments for both inpatient and outpatient dialysis. Urgent care
rates were also increased to be closer to covering direct costs.

By stabilizing FFS reimbursement first, the organization
successfully added additional VBC incentives later. According to
the hospital network's health plan director, an analytical thought
process combined with an understanding of medical claims data
provides a unique intersection of experience that is necessary for
providers who are taking on risk to have during their contract
negotiations. Actuaries, or those with a similar background, can
provide crucial support to hospitals and health systems during the
negotiation process.

© 2026 Advisory Board « All rights reserved. 9
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04 Demonstrate your holistic value to payers
beyond unit costs

After a successful contract negotiation, organizations can continue to leverage data to
demonstrate the value of their care delivery beyond reimbursement numbers. Organizations can
highlight how they compare to competitors or peers and better understand variations in care,
including utilization, cost, quality, network retention, and site-of-service comparisons.

A value analysis can help organizations pinpoint their strengths and weaknesses, both at an
aggregate and an episodic level, and can help them understand how payers view them compared
to other organizations. Consider whether something you're doing is different from everyone else,
or if payers prefer your organization for specific reasons.

Some potential ways to demonstrate value to payers include:

» Showing that you manage procedures or episodes that other hospitals in your area don’t
» Having lower utilization rates for certain populations

» Offering specific referral patterns for specialty care

» Providing effective care in specific categories, like cardiology or oncology

This information allows organizations to more accurately identify where they should maintain their
current processes, where they should allocate their limited care management resources, and
opportunities for growth. Longitudinal claims data can also help organizations evaluate and
demonstrate the effectiveness of care management programs that are foundational to value-
based care.

© 2026 Advisory Board « All rights reserved. 10
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Conclusion

In recent years, providers have faced mounting pressure from declining FFS reimbursement,
increased denials, and new prior authorization requirements — increasing the need to
transition to VBC models to ensure margin sustainability. An uneven playing field between
providers and payers makes it more difficult for providers to maximize the value of their
contracts, ultimately leading them to face higher performance risks and miss out on potential
revenue.

VBC program evaluation is necessary step in participation, to be able to measure the outcomes
in terms that align with the contract and accurately determine drivers behind the measurement
— whether it’s certain providers that improved, types of utilization that were avoided, or large-
scale site of service shifts.

Being able to compare data pre-and post-participation on a population can help support the
ROI of interventions, identify favorable trends in changed utilization, and enable organizations
to put their limited resources towards the interventions that will produce the most overall value
for the organization.

This holistic, analytically grounded approach positions providers to negotiate from strength and
sustain long-term performance.

Need help mapping out financials, operations, and growth?

Optum Advisory experts can help you design a VBC strategy that drives
sustainable growth and profitability for your organization. Get in touch about
additional assistance at advisory.com/optum-support.
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LEGAL CAVEAT

Advisory Board has made efforts to verify the accuracy of the information it provides to
members. This report relies on data obtained from many sources, however, and Advisory
Board cannot guarantee the accuracy of the information provided or any analysis based
thereon. In addition, Advisory Board is not in the business of giving legal, medical,
accounting, or other professional advice, and its reports should not be construed as
professional advice. In particular, members should not rely on any legal commentary in this
report as a basis for action, or assume that any tactics described herein would be permitted
by applicable law or appropriate for a given member’s situation. Members are advised to
consult with appropriate professionals concerning legal, medical, tax, or accounting issues,
before implementing any of these tactics. Neither Advisory Board nor its officers, directors,
trustees, employees, and agents shall be liable for any claims, liabilities, or expenses
relating to (a) any errors or omissions in this report, whether caused by Advisory Board or
any of its employees or agents, or sources or other third parties, (b) any recommendation
or graded ranking by Advisory Board, or (c) failure of member and its employees and
agents to abide by the terms set forth herein.

Advisory Board and the “A” logo are registered trademarks of The Advisory Board Company
in the United States and other countries. Members are not permitted to use these
trademarks, or any other trademark, product name, service name, trade name, and logo

of Advisory Board without prior written consent of Advisory Board. All other trademarks,
product names, service names, trade names, and logos used within these pages are the
property of their respective holders. Use of other company trademarks, product names,
service names, trade names, and logos or images of the same does not necessarily
constitute (a) an endorsement by such company of Advisory Board and its products and
services, or (b) an endorsement of the company or its products or services by Advisory
Board. Advisory Board is not affiliated with any such company.

IMPORTANT: Please read the following.

Advisory Board has prepared this report for the exclusive use of its members. Each member
acknowledges and agrees that this report and the information contained herein (collectively,
the “Report”) are confidential and proprietary to Advisory Board. By accepting delivery of this
Report, each member agrees to abide by the terms as stated herein, including the following:

1. Advisory Board owns all right, title, and interest in and to this Report. Except as stated
herein, no right, license, permission, or interest of any kind in this Report is intended to be
given, transferred to, or acquired by a member. Each member is authorized to use this
Report only to the extent expressly authorized herein.

2. Each member shall not sell, license, republish, or post online or otherwise this Report, in
part or in whole. Each member shall not disseminate or permit the use of, and shall take
reasonable precautions to prevent such dissemination or use of, this Report by (a) any of
its employees and agents (except as stated below), or (b) any third party.

3. Each member may make this Report available solely to those of its employees and agents
who (a) are registered for the workshop or membership program of which this Report is a
part, (b) require access to this Report in order to learn from the information described
herein, and (c) agree not to disclose this Report to other employees or agents or any third
party. Each member shall use, and shall ensure that its employees and agents use, this
Report for its internal use only. Each member may make a limited number of copies, solely
as adequate for use by its employees and agents in accordance with the terms herein.

4. Each member shall not remove from this Report any confidential markings, copyright
notices, and/or other similar indicia herein.

5. Each member is responsible for any breach of its obligations as stated herein by any of its
employees or agents.

6. If amember is unwilling to abide by any of the foregoing obligations, then such member
shall promptly return this Report and all copies thereof to Advisory Board.

\ Advisory 655 New York Avenue NW, Washington DC 20001 | advisory.com
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