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CAPITATION ARRANGEMENTS:
SHARING THE RISKS

SOME CARRIERS ARE WILLING TO SHARE THE RISKS OF CAPITATED RE-

IMBURSEMENT PLANS, YET FEW PRACTITIONERS TAKE ADVANTAGE OF 

THIS FINANCIAL BENEFIT.

Our geographic service area has seen 
the implementation of capitated con-
tract arrangements on a somewhat 
limited basis to this point. However, 
there are several carriers looking to 
expand the use of these arrangements 
to specific specialties to attempt fur-
ther cost containment. Before you are 
approached by a carrier, it is impor-
tant to understand these arrange-
ments, assess and identify the risks 
prior to commitment and have the 
ability to evaluate your outcome to 
make revisions. 

Under capitation, a provider (physi-
cians or hospitals) agrees to accept a 
specified amount paid systematically 
in advance, referred to as the per 
member per month rate (“pmpm”), in 
exchange for a group of specified 
health services for a group of patients 
regardless  of the frequency or com-
plexity of services provided. In addi-
tion,  these arrangements are for a 
specified period of time, such as a 
year.  

The pmpm may be fixed for all cov-
ered lives or the arrangement may 
identify different pmpm rates de-
pending on the  gender or age of the 
member.  These rates are based on 
the actuarial projected medical utili-
zation of the paneled members. 

Under these circumstances the pro-
vider of service may be at financial 
risk if the costs of providing the 
specified health services exceed the 
capitated payments received on a 

monthly basis. This is commonly 
known as risk shifting. 

We believe,  given the status of our 
health care system, that risk sharing 
is more appropriate. This is accom-
plished by including a “stop loss” 
provision in the capitated contract.  A 
stop loss provision is a means to lim-
iting the providers’ financial risk by 
establishing a pre-determined limit. It 
should be designed so that the pre-
determined limit is defined by use of 
an objective reimbursement level that 
is easily identified. In addition, it 
may be appropriate to consider 
“carving out” certain services from 
the specified health services, which 
would then be reimbursed on a dis-
counted contract rate. 

Having the ability to assess your 
utilization and evaluate its financial 
results is critical in maintaining and 
managing these arrangements. Our 
firm has specific expertise in this 
area. Please contact us to discuss our 
services. 
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