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Warning: Some Forms of Value Contracts  
Can Be Hazardous to Your Group’s Health
FEATURING ROBERT E. MATTHEWS, VICE PRESIDENT FOR QUALITY, PRIMED PHYSICIANS,  
AND PRESIDENT AND CHIEF EXECUTIVE OFFICER, MEDISYNC
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Medical group and health system 
leaders have a lot of experience with fee-
based contracts. Now, more and more 
are receiving various forms of value 
agreements and discovering that 
they have entered an unknown 
territory, fraught with risk and danger. 

During AMGA’s 2017 Annual Conference in Dallas, 
Texas, Bob Matthews, vice president for quality, PriMed 
Physicians, and president and CEO, MediSync, spoke 
about the challenges of securing a good value agreement 
and the necessity of avoiding bad value contracts. 

“Value is coming and every organiza-

tion must be prepared, especially for 

the contracting effort, which tends to 

come first.”

“There are two critical areas to being successful 
in value. The first is to get a good contract,” said 
Matthews, “and the second is your ability to perform 
if you do get a good contract. If you can’t get decent 
contracts, you can run up your overhead without earn-
ing any money in return. If you’re in a value contract 
and you can’t move the needles that you’re contracted 
to move, then what was the point?”

In addition to the ability to move the needle on 
key performance dials—especially lowering costs—it’s 
really important to be able to move the needle at a 
price you can afford. Bob hears people say, “I saved a 
million dollars in medical costs,” and he asks, “How 

much did you spend?” and they say, 
“Two million.” That’s not a sustainable 
business model. 

In this talk and in his discussions 
with medical group leadership, Bob 
reports that he is like Paul Revere, 

announcing, “Value is coming and every organization 
must be prepared, especially for the contracting effort, 
which tends to come first.” 

The Value of Value Contracts
Matthews prefaced his discussion with observa-

tions about medicine’s transition into value-based 
reimbursement. 

“In every other business sector in America, or in 
any free market economy, especially where there is a 
lot of competition, those who want to sell services or 
goods are held to an account,” said Matthews. “If you 
can’t produce a certain level of quality or you can’t 
manage your costs to a certain level, you don’t get 
business. Western economies have become incredibly 
competitive about value creation, and that generally 
works to the benefit of customers. You can buy books 
more easily and less expensively than you used to be 
able to. The cars and computers have gotten much 
more sophisticated over the past 10 to 15 years, often 
at lower costs when factored for inflation.”

Matthews continued, “And what I think employ-
ers and patients are frustrated about with regard to 
health care is we don’t do that. We do not provide a 
service at a cost that is managed, and we often don’t 
know the quality or haven’t worked on the quality of 
what we provide. Part of the reason why health care is 
so expensive is that our fundamental economic model 
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was to become larger organizations so that we could 
charge more. And there were—until recently—no 
report cards.”

Ever so gradually, various forms of value-based 
contracts have emerged during this transition of care 
(see “Examples of Value Agreements”), from base 
rate increases, pay for performance, status payments, 
bundled payments, shared savings, partial or global 
capitation, and even MACRA. Matthews observed that 
some value agreements offer good terms, while others 
can be quite terrible. “Your organization must know all 
of these different types of value mechanisms, know how 
each works and evaluate whether each one offers you a 
good opportunity to succeed,” Matthews advised.

“We have to be careful because we know now 
what the insurers want from us,” explained Matthews. 
“They want us to be Cinderella—do a lot for a little or 
nothing. In many value contracts that are coming out 
to groups, we would do all kinds of work for not much 
reward or, even, a penalty. So you have to be wary 
about insurers when you’re in this negotiation. They 
are not worried if you lose money on all of this and, 
even if they have to give you some money, then it seems 
to me they’re trying to keep your portion to be the 
smallest possible portion of what you produce.”

“U.S. health care is extremely expensive as com-
pared to the other, first-world, industrial countries,” 
stated Matthews. “Patients and employers are scream-
ing in frustration. My analogy goes back to cars. There 
is a group that designs the car and builds the car and 
then there are car dealers. Car dealers cannot sell a 
better designed or better built car than what they get 
shipped from the manufacturer.”

“Insurers are like the car dealers.” continued, 
Matthews, “We’re the designer and the producer of 
care. But many of us are unsure we want to take that 
role. So, we have this kind of awkward moment here 
in history where the insurers claim to be making the 
quality and cost of U.S. health care better—but are 
not in a position to do so—and don’t want to admit 
that we can make the quality and cost of care better. 
Meanwhile, many delivery organizations are not cer-
tain that we want to take this responsibility to make 
care better. So now we’re in a kind of stall.”

To take control of this particular power dynamic, 
Matthews advocated four key lessons in negotiating the 
right kind of value contract: 

1. Be prepared and proactive 

2. Set limits and not accept bad contractual terms

3. Don’t paint your group into a corner

4. Be very careful of the “no downside risk” trap

Be Prepared
Matthews argues it is crucial for a group or health 

system to be prepared to talk about value. “This means 
that all of the critically important value strategic ques-
tions—should we do value, what type, when, how, 
etc.—have been extensively discussed and debated 
within your organization. Your board or leadership 
should have formally adopted a strategy for value. Your 
value strategy should be agreed across your leadership, 
written down and only then head into a value contract-
ing session with the carriers.”

“Value is the biggest change you will face in this 
field during your professional life,” said Matthews. 
“How can you lead your organization through such a 
major sea change without a really good, detailed strate-
gic and tactical plan?”

Matthews insists that groups should not wait 
for insurers to come to them with their value terms. 
Groups automatically put themselves at a disadvantage 
if they take a passive position in negotiations. Says 
Matthews, “Do not wait for insurers to come to you 
and say, ‘Cinderella, would you do the floors, the ceil-
ings, the walls, cook the meals, and darn the clothes?’ 
If you get behind in the early stages of this transition to 
value, it can be difficult to catch up.”

Entering value contracts means being conscious 
about consequences. Just knowing and deciding 
whether you’re “in,” “out,” or just “playing for time,” 
is measurable progress for many organizations. Your 
value strategy should have specific, preferred value con-
tract mechanisms and fallback options for the types of 
value agreements you want and the types of agreements 
you won’t accept. 

For Matthews, groups have three basic strategic 
choices and each has dozens of modifying questions 
and issues: 

1. To do the minimum is to go with MACRA (“At least in 
2017 you can avoid risk and MACRA pretty readily.”) 

2. Limited participation (“I’ll try, I’ll dabble with 
maybe a few goals or lots of goals.”) 

3. Seeking significant value revenue as a strategic goal 
for the organization (“In that case, I would like to 
have the broadest possible dollar opportunity based 
on performance.”)

Terms of the Agreement
According to Matthews, “What I see often is that 

the carriers proffer a contract that boils down to this: 
‘We’re going to set up a medical budget which you 
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really can’t understand and we can’t explain. We’re 
going to attribute patients, but we can’t tell you who 
until the end of the year. We’re going to do a risk strati-
fication, but the risk stratification is proprietary and 
we can’t reveal it to you during the year. You’ll get no 
meaningful data and what you do get will be unclear, 
untimely, and inaccurate. Then, at the end of the year, 
we’ll come to reconcile and you’re going to feel like 
you’re at a seance.’ 

“Some of this is deliberate on their part and some 
of this is not their fault. The truth is that both groups 
and insurers are figuring out value and experiment-
ing. In some instances, they know or should know that 
the deals they make are terribly one sided. In other 
instances, they may be unclear about what is best. But 
it is YOUR job to figure out what is best or necessary 
for your well-being and success. The insurers tend to 
be a step or two ahead of us, they have more data and 
what they reveal to us may be misleading. We can’t 
allow their efforts to be one-sided to persevere.”

Matthews often stresses that groups shouldn’t 
simply accept any manner of contract or contracting 
terms. It is essential that your group does its home-
work. The group must be clear about what kind of 
value the organization wants or expects, and must write 
down what kinds of value terms it would or would 
not accept. A group also has to have a sense of what 
kind of contracting plan they want to enter, whether it 
be short-term, mid-term or long-term. A group should 
know these things before ever setting foot in a room 
with an insurer.

An example is the issue of “risk.” Risk really 
means a lot of different things. Has your group decided 
what types of risk it will or will not accept? Insurers 
often have millions of enrolled patients. At that size the 
actuarial risk is very small. Actuaries can quite accu-
rately tell how many heart attacks, premature triplets, 
and brain cancers will occur in the population. But if 
your health system takes full risk on a population of 
50,000 enrollees, the actuarial risks are very large—one 
extra brain cancer or premature triplets can offset a 
year’s hard work on the population. There are mecha-
nisms for negotiating this and for managing this risk, 
but many groups don’t know about these issues.

Another example is “new technology risk.” Sup-
pose that a price is negotiated for a population by 
June of one year for the following year. Early in the 
actual coverage year, a new technology is introduced—
let’s say an $85,000 treatment for Hepatitis C. Who is 
going to pay for that new technology? Is the group’s 
good effort in managing costs going to be ruined by 
Hep C therapy?

Examples of Value Agreements
PQRS
Base rate increases

n  Ex: 1.0% base for 78% generics

Pay for performance

n  % screened for colorectal cancer

n  % vaccinated

n  % BP <140/90

n  Etc. 

Status payments

n  $3 pm/pm for Level 3 PCMS

n  $2 pm/pm for Saturday hours

Bundled payments

n  Per procedure

n  Per diagnosis

Various shared savings or gainshare versions

n  Work against a budget/target

n  Total cost of care

n  Admissions/1,000

n  ER visits/1,000

n  Etc.

MACRA
Medicare ACO (various flavors)

n  Quality + total cost

Commercial ACO
Many Medicare Advantage models
Partial capitation

n  Carve outs/ins

n  Risk guardrails

n  Etc.

Global capitation

All of these issues can be managed and negotiated, 
but it takes a group that is taking value contracting 
seriously to be prepared. 

“What a duly prepared medical group or health 
system can do is to manage the performance risk,” says 
Matthews. “Excellent medical management will reduce 
the number of heart attacks, strokes, ER visits, etc. This 
is work that we can do and insurers can never do.”

Of course, there are a whole variety of other criti-
cally important variables or terms in contracts: 

■n Is the population risk adjusted or not? 

■n Is their method any good? 
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 ■ Is the data that you need coming timely from the 
payer or not? 

 ■ How is population attribution going to be con-
ducted? 

 ■ Does the group know the value of various required 
improvements? 

 ■ How is reconciliation going to occur? 

 ■ How are the benchmarks set? 

Painted in a Corner
The next critical point Matthews made in relation 

to getting the right value contract is that your group 
shouldn’t paint itself into a corner. Many types of value 
deals either under pay the group for the good they do 
and/or allow only short term success. 

One such example Matthews cites is a contract 
that expects a group to beat its own performance year-
over-year. This can result in the organization making 
money in their fi rst year, but then fi nding itself unable 
to make any money in the second or future years. Often 
the changes in practice that generate the fi rst year of 
savings continue to cost the group money to maintain, 
but the earnings quickly dissipate, resulting in a group 
that has higher overheads and reduced revenues. 

“There’s a maintenance cost to keeping that per-
formance that you got in year one alive in year two,” 
explained Matthews. “And they’re just absorbing that. 
They’ve added that to your overhead with no earnings 
coming back. It’s a bad, bad, bad, bad deal.” 

Other potential terms can stipulate scenarios where 
the group does the work, but the health plan gets most 

of the savings. Still others set a bad precedent for future 
value agreements. 

No Downside Risk
Matthews’ fi nal piece of education pertaining to 

value contracts related to a promise many insurers 
make when they put a contract together: that there 
won’t be any downside risk. “Insurers have nefariously 
or deliberately calculated that a lot of medical groups 
are very anxious, and so they put a really bad contract 
together and say to the group, ‘Look there’s no down-
side risk.’” 

“Sooner or later, a lot of these contracts, where 
there’s very little money at play, will claim there’s no 
downside risk,” said Matthews. “I’ve not seen any 
contracts with meaningful revenue opportunities for 
the delivery system, the group, or whomever, that don’t 
have some downside eventually.” 

Ultimately, Matthews argued that as long as 
health systems and groups across the country continue 
to commit themselves to contract deals that are bad, 
then, in addition to hurting themselves, these contracts 
will mean that other providers keep getting proffered 
bad contracts. It is as if the carriers are saying, ‘Why 
give good contracts if providers will accept bad agree-
ments?’ so I’m trying to get the word around.” said 
Matthews. “We need a more educated and more careful 
constituency so that we don’t get trapped into a cycle 
of bad value agreements and so that we are positioned 
to make the care we provide better and less expensive. 
That is what our customers—patients, employers, and 
government—need from us: higher quality and less 
cost. We need good contracts to do so.” 

The AMGA 2018 Annual Conference will take place 
March 7-10, 2018, at the Phoenix Convention Center 
in Phoenix, Arizona, with a host of healthcare leaders 
sharing their strategies and insights. For details, visit 
amga.org/ac18.

 Annual  
Conference
March 7-10, 2018
Phoenix Convention Center
Phoenix, AZ

 2018

Visit amga.org/ac18 for updates and to register!

Save the Date!
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