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Background
States have the flexibility in the Medicaid state plan to reward providers for improved quality of care, rather than basing payment solely on the volume of services delivered.  The information below should assist states in developing quality incentive payments made through fee for service (FFS) payments.  
Fee for Service Quality Incentive Payment Criteria
When developing quality incentive payments (QIP) authorized through the Medicaid state plan, states should consider the following:
· A QIP is made pursuant to a 1905(a) Medicaid benefit category, such as Physician Services or Clinic Services - among others, and must be reported on the CMS-64 by benefit category.  Only providers that have received Medicaid FFS payments within a measurement period may receive QIPs.
· Quality payments are considered service revenue when reconciling to actual cost. In addition to base payments, the QIPs must be subtracted from service cost to determine whether a provider received more or less than actual cost. 
· When making a QIP both the base rate and QIP must meet the requirements of 1902(a)(30)(A) with respect to economy, efficiency and access to care. Generally, the QIP may be implemented as a supplemental payment that is an enhancement to the base rate, but may not replace the base rate. The base rate must continue to be economic and efficient when a QIP is implemented.
· If a provider does not fully meet the benchmark(s) for performance and/or improvement described in the state plan, the methodology can: (1) set a reduced or tiered QIP or, (2) not make a QIP at all. The criteria for any reduction or modification in payment must be comprehensively described in the state plan. 
· Generally, a QIP may not be implemented as a negative incentive payment. Specifically, if a provider does not achieve on the quality measure(s) the state cannot make a “negative” QIP that would result in the provider making a refund to the state.  A downside risk arrangement may be described through shared savings payment methodologies, where the provider could be placed at risk for total cost of care, repaying a portion of costs that exceed the projected total cost of care. 
· The QIP methodology for a given set of measures should be uniform across eligible providers; however, improvement can be measured on a provider-specific basis or in comparison to other similar providers. 
· A state may elect to apply different measures to different types of providers.  For example, some measures are more appropriate for primary care practitioners, while others may be more appropriate for hospitals. 
· The QIP cannot be made prior to the provider having demonstrated achievement on the measures. 
Medicaid State Plan Language
The Medicaid state plan must contain a description of the QIP methodology that is sufficiently comprehensive to understand the criteria used to set and make the payments. CMS is available to work with states to assure that their state plan language meets this requirement.  
At a minimum the Medicaid state plan language, should include the following elements:
· A description of which providers are eligible for the QIP;
· A description of the actions by the providers, activities that the providers must undertake, or the characteristics the providers must possess in order to qualify for the QIP; 
· The amount of the QIP, which may be expressed, for example as a total dollar amount, an add-on amount, or an additional percentage to the base rate;
· The effective date of the QIP (the baseline measurement period may begin prior to the effective date of the QIP);
· An assurance that the benchmarks are uniform across all providers;
· An assurance that a provider may receive a QIP when it individually achieves on the quality measures, rather than linking payment to improvement by the entire class of providers;
· An assurance that the quality metrics will utilize data for Medicaid beneficiaries only;
· The timing of quality incentive payment; and
· If applicable, an explanation of when and for how long a provider will be paid for reporting only.
In addition, the following information should be referenced within the state plan methodology through a link on the state’s Medicaid website: 
· A listing of the quality measures with links, as applicable, to the technical specifications and reporting templates. 
· An explanation of the benchmarks that must be achieved. 

    
