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California 1 was the first state to 
implement one of these incentive 
programs, named the Delivery 
System Reform Incentive Program 
(DSRIP). The California DSRIP  
was approved in concept by CMS  
in late 2010, and by late 2011, each  
of the 17 participating hospitals 
had an approved DSRIP plan. Thus, 
DSRIP work has been under way in 
earnest for two years in California. 

Other states—Massachusetts, Texas, 
Kansas, New Jersey, New Mexico, 
and New York—have since received 
approval for similar incentive 
programs. Additional states have 
proposals under development  
or pending approval by CMS. The 
structure and goals of the programs 
are evolving with lessons learned 
from early efforts, and states are 
increasingly promoting statewide 
policy goals through these programs. 

APPROVED MEDICAID INCENTIVE WAIVERS

ESSENTIAL HOSPITALS  
NEED SUPPORT FOR DELIVERY 
SYSTEM REFORM 
Many of these waiver-based 
incentive programs are targeted 
at essential hospitals that provide 
much-needed access to care for 
Medicaid and uninsured patients. 
These hospitals also provide  
high-level specialty, tertiary, and 
often quaternary services;  
meet public health needs; train 
the next generation of health care 
professionals; and serve as medical 
homes for the chronically ill.  
They fill a critical need in their 
communities but are often under-
resourced because of the high  
volumes of care they provide that  
is either uncompensated or  
covered by government-sponsored 
health insurance. 

At the same time, essential hospitals, 
like other providers, are dealing 
with significant regulatory and 
reimbursement changes mandated 
by the Affordable Care Act. And they 
are working hard to meet the ever-
increasing quality standards set by 
both public and private payers.  
As a result, many of these hospitals 
are struggling to cover the cost 
of the care they currently provide 
and do not have available revenue 
to invest in long-term reform. 
Moreover, many cannot participate 
in Medicare demonstration projects 
or commercial alternative payment 
mechanisms intended to promote 
reform because they do not have 
enough Medicare and commercially 
insured patients to warrant the 
required up-front investments. 

Properly structured, Medicaid 
incentive programs have the 
potential to drive change for 
essential hospitals, which serve 
the nation’s poorest and most 
vulnerable patients.

Essential hospitals’ unique role 
in their communities may create 
unique barriers to engaging in 
meaningful delivery system reform 
without additional support. Properly 
structured, Medicaid incentive 
programs have the potential to drive 
change for essential hospitals,  
which serve the nation’s poorest and  
most vulnerable patients.

Approved DSRIPs as of June 2014
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and CMS believe are most critical, 
which is crucial in a health care 
environment that has so many 
competing priorities.  
 
For example, Massachusetts 3 
tailored its Delivery System 
Transformation Initiatives (DSTI) 
Program to support the ambitious 
payment reform goals adopted  
by the state legislature as part of  
its health reform efforts. Among 
other projects, all participating 
DSTI hospitals must undertake at 
least one initiative to enhance their 
ability to respond to a statewide 
shift to value-based purchasing 
and to accept alternatives to fee-
for-service payments. Incentivized 
by this component of the DSTI, 
hospitals are developing the 
necessary infrastructures and 
capabilities to undertake increasing 
levels of risk, including obtaining 
National Committee for Quality 
Assurance (NCQA) certification 
for their patient-centered medical 
homes, developing accountable  
care organizations (ACOs) and other 
models that integrate hospitals 
and other providers, learning to 
stratify risk among identified 
patient subpopulations, working 
with community-based partners 
to reduce readmissions, and 
developing information systems 
to aggregate patient data across 
independent physician groups  
to facilitate care coordination.

Kansas designed its DSRIP to 
support the goals of Healthy 
Kansans 2020, based on the federal 
Healthy People initiative. The 
program focuses on three of the 
state’s overall goals: healthy living, 
healthy communities, and access  
to services. DSRIP projects address 
specific barriers to achieving 

INCENTIVE PROGRAMS HELP 
ACHIEVE STATE AND FEDERAL 
REFORM GOALS  
If successful, Medicaid incentive 
programs can drive infrastructure 
development and operational 
changes, engage hospital staff at all  
levels, and instill a culture of 
data-driven accountability within 
hospitals, all of which provide the 
foundation necessary for measurable 
transformations in patient care. 
While these programs are still in 
their infancy, early reports show 
promise in their ability to effectively 
incentivize and support providers 
working to create this foundation. 
This kind of systemic change in  
the way providers approach care 
delivery is central to state and 
federal health care reform efforts. 

While these programs are still 
in their infancy, early reports 
show promise in their ability 
to effectively incentivize and 
support providers working  
to create this foundation. 

At the heart of waiver-based 
incentive programs are concrete, 
hospital-specific projects—including 
periodic milestones—designed 
and developed in conjunction with 
the state and CMS. States release 
payments per milestone if and when 
the milestone is achieved. As New 
Jersey has put it, incentive payments 
are “earned, not guaranteed.” 2 

Recently, states have been 
increasingly focusing these projects 
on statewide goals. As a result, 
project incentives drive hospitals 
to focus on the metrics the state 

these goals. For example, because 
cardiovascular disease is the leading 
cause of death in Kansas, some 
projects seek to improve adherence 
to evidence-based guidelines for 
treatment of coronary heart disease 
and heart failure. 

Similarly, New Jersey developed 
its program to create statewide 
incentives to support the Healthy 
New Jersey 2020 vision. Because 
Healthy New Jersey 2020 aims to 
reduce chronic illness, the state’s 
DSRIP requires hospitals to select 
from a menu of projects to improve 
chronic care services. 

“Our safety net hospitals 
have done a brilliant job of 
controlling healthcare costs 
without sacrificing quality  
and this investment will keep 
them innovating through 
delivery reforms and new 
payment models.”  

—Former Massachusetts senator  
and current U.S. Secretary of State 
John Kerry 4

 
Texas 5 developed its incentive 
program to advance regional health 
care goals. Providers participate 
through geographically based 
regional health care partnerships 
(RHPs), each of which is required 
to perform a community needs 
assessment that identifies key health 
challenges specific to the RHP’s area. 
Each individual project is then tied to 
those specific identified community 
needs. Projects must focus on 
improving areas of poor performance 
and disparity in the region.
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INCENTIVE PAYMENT PROGRAMS 
DRIVE FOUNDATIONAL 
INVESTMENTS IN INFRASTRUCTURE 
AND REDESIGN 
Almost all of the programs tie 
early milestones to infrastructure 
and redesign investments that are 
foundational to transformation. This 
design recognizes these tools are 
necessary for success in later stages 
of the DSRIP, when milestones  
begin emphasizing quality reporting  
and performance improvement. 

California providers have already 
significantly improved their 
infrastructures. Progress reports 
reveal the following: 

•  expanded primary and specialty 
care capacity through additional 
staff, space, and service hours

•  implementation and use of a 
disease management registry, 
which is a critical building block 
for population management

•  enhanced performance 
improvement and reporting 
capacity through lean/Six  
Sigma staff training, quality 
dashboard development and 
regular leadership review,  
and quality improvement data 
systems and collection and 
reporting capabilities

These building blocks will  
be key to realizing more 
extensive outcomes-based 
improvements in later years, 
particularly as the DSRIP 
begins to focus more heavily  
on population health and 
urgent improvements in care. 

 

California providers have also 
invested in innovation and redesign 
through the following:

•  expanding medical homes,  
hiring dedicated staff to empanel 
patients and manage those  
panels, and defining care delivery 
team roles

•  redesigning primary care delivery, 
including redesigning clinic space 
to expand access and enhance 
efficiency and developing a system 
for protocol-driven automatic 
patient reminders

•  expanding a care transitions 
program by adding more 
case management staff to the 
emergency department and 
modifying an electronic health 
record (EHR) system to identify 
high-risk patients

 
These building blocks will be key  
to realizing more extensive 
outcomes-based improvements  
in later years, particularly as  
the DSRIP begins to focus more 
heavily on population health  
and urgent improvements in care. 

Such investments continue  
in the newer DSRIP models. New 
Jersey is supporting investment 
in infrastructure and redesign 
geared toward enabling progress 
on particular chronic disease focus 
areas. For example, a hospital that 
selects asthma as its focus area and 
pediatric asthma case management 
as its project would begin with the 
following types of foundational steps:

•  developing a risk stratification tool 
to assess the varying complexity  
of the project’s patient population 

DSRIP MODEL FOR TRANSFORMING HEALTH CARE

Population Health  
Improvement

Quality Improvement

Quality Reporting  
and Data Analysis

Infrastructure 
and Redesign
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Other targeted Medicaid support  
payments are being lost as states 
expand managed care programs. 
And evolving CMS policies disfavor 
certain types of funding streams. 
Incentive programs should not be 
used to fill those gaps. 

Nor should incentive programs 
be expected to result in overnight 
transformation. Section 1115 
Medicaid demonstrations generally 
last for three to five years before 
they must be renewed. True 
transformation, especially among 
essential hospitals with their 
unique challenges, takes much 
longer. Delivery system reform is  
a process. While incentive programs 
can lay the groundwork for a 
successful journey, there will always 
be additional work ahead.

Ensuring adequate base 
funding will help hospitals 
avoid diverting focus and 
resources from other urgent 
priorities as they work on 
incentive program projects.

As with many value-based payment 
systems, incentive programs  
run the risk of overemphasizing  
the importance of the chosen 
projects because funding is tied  
to them. This tendency could deter 
competing—and possibly more 
urgent—hospital priorities. 

Incentive programs must be 
designed with sufficient flexibility 
so the incentives align with local 
hospital and community needs  
as well as the state’s needs. 

Ensuring adequate base funding will 
help hospitals avoid diverting focus 
and resources from other urgent 
priorities as they work on incentive 
program projects. 
 
Ultimately, Medicaid waiver-based 
incentive programs could prove to be 
a critical tool for achieving a high-
performing, high-value health system 
available to all Americans. However, 
to accomplish this goal, CMS 
must resist the temptation to fund 
incentive programs from existing 
funding streams, and states and 
providers must structure programs  
to promote achievable reform. n
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