
Designing a Successful Primary Care Physician Capitation Model

In recent years, public and private payers have been ex-
perimenting with new payment methods to drive better
care at lower costs, including primary care services. The ur-
gency has been compounded by COVID-19. Over the past
12 months, the pandemic has revealed major weaknesses
in a health system built on fee-for-service (FFS) payment
tied to face-to-face patient encounters. According to a
2020 survey, more than 80% of 736 primary care physi-
cians(PCPs)surveyedreportedfindingproblemswithpay-
mentbasedonvolumeandextensivedocumentation.1 This
has left many physicians desiring more financial stability.

As the country progresses past the immediate ur-
gency of COVID-19, the problems of affordability, cov-
erage, patient experience, and quality in the US health
system that preceded the pandemic will remain. The
question is: Is there an effective and feasible solution?

According to a 1996 definition from the Institute of
Medicine, primary care is “the provision of integrated, ac-
cessible health care services by clinicians who are account-
able for addressing a large majority of personal health
care needs, developing a sustained partnership with pa-
tients, and practicing in the context of family and
community.”2 Depending on how they are categorized,
PCPs and other primary care clinicians provide more than
40% of all office visits. If redesigned correctly, delivery of
effective primary care services should be an effective way
of reducing spending. Primary care constitutes less than
10% of total spending3; however, it has an important in-
fluence on referrals for specialist care, emergency depart-
ment use, and hospitalization, and a small portion of the
cost savings in other parts of the health care system could
be used to augment primary care payment.

Primary care capitation is increasingly viewed as
a fundamental component of the answer.4 The Center
for Medicare and Medicaid Innovation is rolling out
a Primary Care First model that includes monthly per-
patient payments, and several health plans have pro-
posed a shift to primary care capitated payments in the
wake of the COVID-19 pandemic.5

A major challenge to widespread adoption of this
shift in payment model are the concerns of many PCPs
based on memories of managed care in the 1990s. Phy-
sicians were unhappy because capitation was more com-
plicated than FFS, did not give them clinical autonomy,
and seemed to reduce their revenue. Many PCPs were
thrust into total capitation models but lacked informa-
tion on spending and patient management processes,
which forced some practices out of business, and exac-
erbated physicians’ distrust of payers. Capitation often
seemed like another way for payers to reduce pay-
ments to PCPs. Payers were unhappy because they per-
ceived physicians responded to capitation by shifting
care to specialists, thereby increasing total costs.

Today, primary care capitation constitutes only a small
portion of overall payment in specific regions (such as

Florida and California) and market segments (Medicare
Advantage). But the abrupt decline in revenue induced by
COVID-19 has made the benefits of predictable revenue
more salient. Based on pandemic experience, 75% of 765
clinicians polled in a March 2021 survey do not believe FFS
should account for the majority of primary care payment.6

Accelerating adoption of capitation will require address-
ing physicians’ legitimate concerns while also allaying pay-
ers’ concerns that PCPs will reduce access to services with-
out being accountable for outcomes.

Seven Design Elements
One essential feature of payment reform is broad, multi-
payer participation. Otherwise, not enough of a prac-
tice’s revenues will be based on the alternative payment,
thereby undermining incentives to change workflows
and other practices. Seven additional design elements
may be important for a successful PCP capitation
initiative.7 To date, no prior PCP capitation initiatives in-
corporated all of these elements.

First, capitation should increase primary care pay-
ments and not be a surreptitious mechanism to reduce
payment to PCPs. The base capitated payments should
reflect the previous 3 years excluding the COVID-19 pe-
riod. There should be an increase in payments to re-
flect the need for PCPs to invest in changing their office
practice workflow. The baseline capitation rate may not
increase over the contract, but higher PCP payment
could be possible through greater bonuses related to im-
proving value through total cost of care and quality.

Similarly, physicians leaving hospital employment to
become independent should not see their revenue de-
cline by participating in PCP capitation. The baseline for
newly independent PCPs would naturally be higher than
network average in the marketplace without creating fee
schedule distortions. This should be a gain for PCPs and
a gain for payers because it reduces the ability of health
systems to use these employment arrangements to lock
in referrals for higher-priced specialty and ancillary care.

Second, capitation contracts should be long-term.
PCP practices have finely honed their office workflows to
FFS payment. To be successful in capitation, PCPs will
need to reengineer their workflows to focus on getting pa-
tients the care they need without the constraints of FFS
billing and documentation. These could include routine
telemedicine visits and telephone check-ins; more nurse
visits, group visits, and home visits; identification and care
management of high-risk patients; and integration of
mental health services. Implementing these changes re-
quires substantial investments of time and administra-
tive efforts and may require new staff. These invest-
ments will be worthwhile only if PCPs can be assured that
they are “the new normal” and not an evanescent dem-
onstration project. Five-year capitation contracts pro-
vide that kind of assurance.
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Third, PCP capitation should not apply to every service but be
used primarily for the most common evaluation and management
codes, such as code 99213, for mid-level outpatient office visits for
established patients.

Fourth, FFS payments should be maintained for a small num-
ber of specific services that are proven to improve quality, access,
and costs. Thus, PCPs should be paid FFS for services that achieve
these aims, such as immunizations, referral management, patient
visits within 7 days of an emergency department visit or hospital dis-
charge, systematic medication holidays to reduce unnecessary poly-
pharmacy, and services that they are qualified to perform, but could
be referred at higher cost, such as joint aspiration. In FFS, many of
these services are either not paid for or paid very modestly. Paying
for these services FFS will help ensure they are performed, but will
keep FFS a small portion of PCPs’ total revenue.

Fifth, to align the interests of payers and PCPs, capitation should
be linked to substantial incentives to improve value by restraining
total cost of care and improving quality. Substantial research sug-
gests these incentives need to be salient and timely, constituting at
least 20% of total compensation and paid every quarter. More im-
portant, the incentives should not be folded in to baseline capita-
tion but be paid separately so physicians “see” how much they have
earned by their efforts to restrain costs and improve quality.8 To make
these incentives meaningful, payers will need to share timely and
actionable data with PCPs so they can properly manage care and have
transparency into the measures for which they are accountable.
Physicians in practices with too few patients for reliable cost trend-
ing could receive these incentives by participating in an account-
able care organization with other practices.

Sixth, PCPs need incentives to engage patients to be assigned to
their patient care panels. Capitation changes how physicians “count”
patients. Having patients included on a panel even when those pa-
tients are not seen in the office still generates payments. This is new
for PCPs. They need to be confident that the right patients are attrib-
uted to them. This will require that PCPs have visibility and input into
the attribution model used; that patient attribution to panels is pro-

spective, not retrospective; that panels are updated monthly or quar-
terly; and that the PCPs have a mechanism and incentives to enroll
patients so they can influence who is attributed to their panel. They
also need a mechanism to notify payers if they determine a patient
has been erroneously attributed to them.

Seventh, financial considerations should not be the only factor
in redefining the payer-PCP relationship. Most PCPs are driven by
intrinsic motivations to deliver excellent care and help their pa-
tients live healthy lives. Balanced office finances are necessary but
not an ultimate goal. PCPs also want respect for their expertise, au-
tonomy to practice the way they think is best, and flexibility over their
time. PCP capitation has to fulfill these goals not just in rhetoric, but
in action. Capitation will not be able to eliminate coding and claims
until quality and utilization reports can be extracted from elec-
tronic health records. But PCPs’ quality of life and satisfaction with
primary care practice can be improved in other ways. PCP capita-
tion can eliminate many aspects of utilization management, such as
for imaging studies and referral to specialist care, because PCPs will
be financially incentivized to manage these services. Another change
might be to eliminate any audits of zero-dollar claims, ie, claims that
are not paid but filed for tracking quality and utilization.

Conclusions
COVID-19 has highlighted the problems with the current FFS pay-
ment, especially for primary care. At the same time, the pandemic
has reinforced the need to move more rapidly to a health system that
rewards high-value care. A model that combines primary care capi-
tation with accountability for total cost of care and higher quality
could help correct many of the inadequacies of FFS, build on the les-
sons of earlier experiments in primary care capitation, and acceler-
ate the recent move to value-based payment. The model must over-
come 2 major barriers: hesitancy by physicians who are concerned
that change will reduce their payment and the substantial effort
needed to transform practice workflows. Adopting these 7 design
elements could be a path forward to help ensure development
of a feasible and successful PCP capitation model.
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