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Value-based care alternate payment models
Value-based care (VBC) alternate payment models (APMs) are healthcare reimbursement strategies designed to encourage the transition from traditional fee-for-service (FFS) payment models to value-based models. FFS compensates service providers for activity regardless of the impact on health outcome. In contrast, APMs are intended to incentivize service providers to optimize health outcomes through efficiency and quality of care. To do this, APMs use a variety of payment structures that consider both service provider readiness and consumer population served. APMs may apply to health conditions, care episodes, specific provider types or communities, and innovation across Medicaid, Traditional Medicare, Medicare Advantage, and commercial health plans.1  
Types of APMs
An evolving solution for sustaining community-led healthcare initiatives, APMs emphasize improved access and quality of care rather than volume of activity. APMs offer flexibility for a variety of community-informed healthcare programs, partners, and services to be included in a value-based care arrangement. For example, providers may engage community-based organizations as care extenders to help improve quality outcomes for patients, therefore enabling the provider to achieve success through an APM reimbursement model with a healthcare payer. Alternatively, if community-based organizations have a sophisticated approach to demonstrating improvements in health outcomes that are in areas of importance to payers, they may consider engaging in APM arrangements directly with healthcare payers.
Summary of common alternative payment models2
	Model
	Summary
	Implementation notes
	Things to know

	Fixed-price contract
	Fixed payment for services regardless of utilization or outcome.
	Parties agree in advance on price of service.
Payment is issued in advance to secure capacity or in installments throughout service.
Use of funds often limited to specific activities or programming.
	Payment model does not dynamically respond to changes in utilization or outcomes.

	Fee-for-service (FFS) with advanced capacity funding and retrospective bonus payments
	Layered payment structure including: 
1. Advanced payment to fund capacity of operations.
2. Regular reimbursement for services rendered. 
3. Retrospective bonus payment of set dollar amount for health management quality scores and data sharing.
	Funding required for operations and capacity is negotiated prior to contract and is considered an advanced payment. 
Capacity funding should contribute to ensuring the longer-term success of the organization earning bonus payments through achieving health management quality scores and data sharing standards.  
Quality metrics required for bonus payments will vary by coverage type (Medicaid vs. Medicare vs. commercial).
	Payment model is maximized through health management quality score improvement. 
Reference: Category 2 in the HCPLAN APM Framework.2

	Shared savings retrospective bonus payments (upside)
	Layered payment structure, including: 
1. Limited reimbursement for services rendered. 
2. Retrospective bonus payment consisting of a percentage of healthcare cost savings achieved by the services.
	Healthcare cost savings are calculated through:
Benefit-cost ratio (historical financial performance vs. current measurement period).
Per member per month (PMPM) (risk-adjusted historical cost compared to measurement period that considers changes in participant mix).
	Payment model is structured to incentivize improved outcomes for cost and quality through larger retrospective bonus payments.
This model may be deployed for population-based models (e.g., ACO) and condition-specific (e.g., maternity episode).  
Reference: Category 3 in the HCPLAN APM Framework.2


	Shared savings/shared risk (upside/downside)
	Layered payment structure, including: 
1. Limited reimbursement for services rendered. 
2. Retrospective bonus payment consisting of a percentage of healthcare cost savings achieved by the services.
3. Retrospective payback of service fees if healthcare cost savings is not achieved.
	Important to assess readiness for managing risk, including:  
1. Maturity of data reporting and infrastructure.
2. Ability to measure and consistently demonstrate return on investment of services offered. 
3. Sufficient capital available to manage potential paybacks associated with the downside risk if services underperform. 
Also important to consider value of payment structure to the organization such as the importance of bonus payments or more flexibility in payments to support population- or condition-specific programs.
	Payment model usually involves safeguard measures against unexpectedly high/catastrophic costs or unexpected changes in utilization.
Reference: Category 3 in the HCPLAN APM Framework.2


	Condition-specific bundled payment
	Single predetermined reimbursement amount to organization for all services related to a specific medical condition over a defined period, known as an episode of care. 
Payment is made retrospectively after the episode of care. 
Payment for services unrelated to the condition-specific bundled payment are reimbursed through traditional payment methodology or other forms of alternative payment models.
	Payer establishes a target price for the bundled payment based on historical costs and other market factors.
Providers coordinate care and manage costs within the episode, aiming to stay within the target price.
After the episode of care, actual costs are compared to the target price. If costs exceed the target, provider may incur loss. If costs are below target, provider may keep or share savings. 
Industry examples: Maternal health, cardiac care.
	Payment model encourages providers to collaborate and coordinate care to improve efficiency and reduce costs.
Reference: Category 4A in the HCPLAN APM Framework.2

	Population-based payment
	Single predetermined fixed reimbursement amount to organization to manage the healthcare needs of a defined group of patients over a specific period.
	PMPM is established based on population’s demographics and other factors such as historical cost, covering most care including behavioral health and pharmacy costs.
Providers are responsible for managing the health and healthcare costs of their assigned population.
PMPM may be adjusted upward or downward annually depending on performance. Upward adjustment rewards providers for improving quality and controlling costs.
	Payment model encourages providers to develop more sophisticated patient-centered care delivery models, data analysis and reporting capabilities, administrative and referral processes.
Stop-loss mechanisms are implemented to protect providers from cost outliers.
Reference: Category 4B in the HCPLAN APM Framework.2

	Outcomes-buying
	Emerging payment model that emphasizes reimbursement solely based on predetermined health outcomes being achieved by an organization.
Retrospective payment is made once results are reconciled against agreed-upon targets.
	Health outcomes, patient eligibility, data sets, and measurement processes are predetermined.
Payment value is pre-negotiated and may be issued as single sum for entire population or calculated as a per participant payment for select group of individuals. 
Important to assess readiness for managing risk, including:  
1. Maturity of data reporting and infrastructure.
2. Ability to measure and consistently demonstrate return on investment of services offered.
	Payment model encourages reimbursement for outcomes that may not be included in traditional pay-for-performance models and creates aligned incentives for cross-sector partnerships to improve factors impacting total cost and quality of care.




Implementation complexity
While alternative payment models offer a variety of options to sustain place-based community programs, their feasibility varies based on population size, administrative complexity, eligibility requirements, and provider-based care team and technological capabilities. Models that utilize risk structures such as shared savings, bundled payments, episodes of care, or population-based models typically require sufficient scale to achieve meaningful financial impact, which can limit applicability for smaller provider groups or narrowly focused populations or outcomes. In contrast, fixed‑price contracts, capacity funding layered onto fee‑for‑service, and outcomes‑aligned bonus payments can be deployed effectively with smaller populations or narrowly focused outcomes and interventions. These contracts often offer smaller financial opportunities but have lower initial data requirements, making them more accessible entry points for community‑based and emerging programs. 
As models move toward greater financial accountability, financial opportunity increases along with the associated administrative burden. Models with greater financial accountability require more sophisticated data infrastructure, reporting, and contract management. As a result, organizations often benefit from a phased approach. They start with lower‑burden APMs that support capacity building and measurement, then they progress toward population‑based or risk‑bearing arrangements as scale, evidence, and operational readiness mature.

Core elements needed to ensure payer alignment
As community-informed care models engage with these payment structures, their design must align with the requirements and constraints of APMs — particularly around outcomes, reimbursement pathways, and total cost of care. The elements below reflect how these expectations translate into practical considerations for designing services that can be sustained within value-based care.

	Element
	Payer perspective
	What this means for providers

	Braided funding
	· Fund covered, eligible, high-value direct patient services
· Curtail administrative fees that do not impact medical loss ratio (MLR) as much as possible
	Define which services can be payer-funded versus which must be externally supported; design programs so core activities map to eligible reimbursement pathways.

	Measurable clinical impact
	· Investment in social needs must translate to demonstrated health improvement.
· Requires reporting capabilities that tie participation and outcomes
	Build reporting infrastructure that links participation to outcomes and supports performance measurement.

	FFS billing for applicable covered services
	· Services must flow through established reimbursement pathways, such as chronic care management (CCM) programs, community health worker (CHW) services, "in lieu of services and settings" (ILOS), and Medicaid waivers where possible
· Billable provider codes are automatically attributed to medical cost for MLR purposes
	Embed services into provider workflows and EHRs to enable consistent, scalable billing and documentation.

	Accurate risk adjustment
	· Properly coded diagnoses and risk enable proper payment for anticipated medical costs
	Standardize documentation and coding practices to accurately capture the acuity of patients on an annual basis.

	Alignment with existing VBC models
	· Use of existing standardized and scaled VBC models is an easy resource lift, reducing challenges around measurement and attribution
· Experienced provider organizations are ideal partners to test innovative programs and models and move further along the VBC continuum
	Develop VBC infrastructure (e.g., enabling technology, administrative support, team-based care) and demonstrate successful partnership in standard VBC models. Many standard models have flexibility to integrate high-value services. 

	Clear path to TCOC (total cost of care) improvement
	· Any prospective payments/investments or increases to population-based payments must be offset with savings in total cost of care (TCOC)
· Programs that break even may be supported after considering the value to the member and potential additional value levers (e.g., HEDIS/Stars, Net Promoter Score NPS], differentiator)
	Define and communicate pathways to TCOC reduction for programs that require funding. Demonstrate strategic value around metrics that are important to payers.





Additional factors payers often consider include:
· Member retention 
· Differentiating health plan benefit
· Medicaid, employer, or other client RFP proof point 
· Glidepath to greater provider risk
· Reduction in health disparities 
· Newsworthy partnership that can lead to joint promotion
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