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Speaker Disclosure

• Current appointment as a “Quality Payment Program Clinical 
Champion” for the Centers for Medicare & Medicaid Services

• Recently appointed member of the Technical Expert Panel 
(TEP) for the project entitled “Development of Inpatient 
Outcome Measures for the Merit-based Incentive Payment 
System”

• Rural Quality Advisory Panel for the Rural Quality Improvement 
Technical Assistance (RQITA) Program (funded by the Federal 
Office of Rural Health Policy)

• Co-Chair, National Quality Forum Technical Advisory Panel –
Primary Care and Chronic Illness Safety Standing Committee

All are volunteer positions.



Objectives

• Describe the concepts of bundled payment.

• Discuss variation in cost and quality for episodes of 
care

• Describe the Bundled Payment for Care 
Improvement Advanced initiative of CMMI

• Review the evidence of impact of bundled 
payments
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Increasing assumed risk by provider
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From….  ..get paid more for 
doing more (i.e., FFS)

To….  ..profiting by keeping your 
population of patients healthy, 
delivering high-quality care, and 
doing so at less cost



Fee-for-service Payment is 
Inflationary
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“Fee-For-Service” pays for volume, so that is exactly what we get:
LOTS OF VOLUME

(visits, tests, procedures, duplication of services)



FFS: not only rewarding volume, but 
rewarding volume of highly priced services

• FFS payment provides a financial incentive to:
• Provide more of those services which are paid most 

handsomely – e.g., cardiology, orthopedics
• Introduce new services that generate higher fees 

than longer-standing services

• FFS payment provides a financial disincentive to:
• Deliver services that generate comparatively lower 

remuneration – e.g., primary care, psychiatry
• Provide services for which there is no FFS 

compensation – e.g., patient outreach, care 
coordination, treatment plan development, e-visits, 
web visits



FFS: No Financial Incentive for Quality

• Physicians get paid the same amount for one 
patient regardless of whether they provide 
excellent care or poor quality care

9

Providers may actually be paid more for poor 
quality due to the need for “rework.”



What is a Bundled Payment?
• Bundled payments offer reimbursement for all of the 

services needed by specific patient for a particular 
condition or treatment. Creates incentive for provider 
coordination of efforts.

Primary goal: reduce costs by reducing cost variation, 
including through reduction in avoidable complications

• Generally includes payments for all of the providers and 
the care settings that may be required, but does not 
include services that are unrelated.
• Example: hip replacement surgery bundle

Include: the surgery, pre and post-operative 
appointments, rehabilitation and the treatment of 
any complications associated with the procedure.  
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Concept of Bundled Payments
A Clinical “Episode”

Laboratory 
Charges

Durable Medical 
Equipment Charges

Implanted 
Device Charges

• One fixed payment that is then distributed to all of the caregivers and facilities.
• Profit is driven by keeping costs low (efficiency) while providing high quality care!



Pros/Cons of Bundled Payments

• Pros:
• provide a strong incentive to reduce costs – including both 

volume and price
• provide an incentive to improve quality and reduce costly 

complications associated with the procedures
• “strong”??? evidence of success at reducing costs in the 

Medicare population

• Cons:
• impact limited to specific procedures/ treatment of specific 

conditions
• does not provide an incentive to reduce the volume of 

procedures (only the costs associated with each procedure)
• administratively challenging to administer



Opportunities with Bundled 
Payment

• Large opportunity to reduce costs from waste and 
variation 

• Gainsharing incentives align hospitals, physicians and 
post-acute care providers in the redesign of care that 
achieves savings and improves quality 
• Improvements “spillover” to private payers 

• Strategies learned in bundled payments lay the 
foundation for success in a value driven market 

• Adoption of bundled payments is accelerating across 
both private and public payers 

• Valuable synergies with ACOs, Medicare’s Shared 
Savings Program and other payment reform initiatives 



Bundled Payment Models

Concept: Establish a total budget for all 
services provided to a patient for an 
episode of care (starting with a 
hospitalization), rather than individual 
provider/setting payments; providers 
can share in savings if episodes are 
below budget

• 6,000+ participants in four BPCI 
models serving 130,000 Medicare 
beneficiaries

Model 1: Inpatient hospital services

Model 2: Inpatient hospital, physician, 
post-acute services

Model 3: Post-acute services

Model 4: Inpatient hospital, physician 
services

Focus of services for each BPCI model• Model 1: lower cost growth during 
hospital stays, but not post-
discharge; models 2-4: results based 
on small samples and limited 
timeframe (2013-2014)



https://innovation.cms.gov/initiatives/bundled-payments/



https://innovation.cms.gov/initiatives/bundled-payments/

CMMI has Identified Multiple Episodes



N Engl J Med 2013; 368:1465-68.



“….a substantial part of the variation across HRRs stems from spending on post-acute 
care, meaning the use of home health services, skilled nursing facilities, rehabilitation 
facilities, long-term care hospitals, and hospices.”

N Engl J Med 2013; 368:1465-68.



“At the hospital level, the highest payment quartile of hospitals had a mean total 
episode payment of $54,399 compared with $45,487 for the lowest payment quartile 
(16.4% difference, P < .001). The highest payment quartile hospitals compared with the 
lowest payment quartile hospitals had 14.6% higher index hospitalization payments 
($34,992 vs $30,531, P < .001), 33.9% higher professional payments ($8060 vs $6021, P 
< .001), 29.6% higher post-acute care payments ($7663 vs $5912, P < .001), and 35.1% 
higher readmission payments ($3576 vs $2646, P = .06).”

Guduguntla V, et al. JAMA Surg. 2018; 153:14-19.



“Participation in Medicare’s ACE Demonstration Program was not associated 
with a change in 30-day episode-based Medicare payments or 30-day mortality 
for cardiac or orthopedic surgery, but it was associated with lower total 30-day 
post- acute care payments.”

Chen LM, et al. Health Serv Res. 2017 Mar 28. doi: 10.1111/1475-6773.12681.



In the first 21 months of the BPCI initiative, Medicare payments declined more for 
lower extremity joint replacement episodes provided in BPCI-participating 
hospitals than in comparison hospitals, without a significant change in quality 
outcomes.

Dummit LA, et al. JAMA. 2016; 316:1267-1278.



We identified participating hospitals and used national Medicare claims data to 
assess their characteristics and previous spending patterns. These hospitals are 
mostly large, nonprofit, teaching hospitals in the Northeast, and they have 
selectively enrolled in the bundled payment initiative covering patient conditions 
with high clinical volumes. We found no significant differences in episode-based
spending between participating and nonparticipating hospitals. Postacute care 
explains the largest variation in overall episode-based spending, signaling an 
opportunity to align incentives across providers.

Tsai TC, et al. Health Aff (Millwood). 2015; 34:371-80.



Tsai TC, et al. Health Aff (Millwood). 2015; 34:371-80.



“Patterns of participation and dropout in the BPCI program 
suggest that for voluntary alternative payment models to have a 

broad effect on quality and costs of health care, barriers to 
participation and strategies for retention need to be addressed.”

Maddox KE, et al. JAMA 2018; 319:191-3.



CMS History with Bundled 
Payments

Tom Price, MD
Secretary of DHHS



http://www.modernhealthcare.com/article/20171130/NEWS/171139986



Bundles are Back



BPCI Advanced

• Voluntary bundled payment model

• Single payment and risk track with a 90-day 
episode period

• 29 Inpatient Clinical Episodes

• 3 Outpatient Clinical Episodes

• Payment is tied to performance on quality 
measures

• Preliminary Target Prices provided prospectively 3



Qualifies as an Advanced APM

Participants will be financially at risk for up to 20% of 
the final Target Price 



Quality Measures



Inpatient Episodes



Inpatient Episodes



Outpatient Episodes





What’s included in an episode?



How is the target price set?



How is the target price set?

Retrospective reconciliation based on comparing actual Medicare FFS 
expenditures to the final Target Price





Episode Costs – OU Physicians
Measurement Period: 06/01/16 to 05/31/17



Does bundled payment work?



Although the past decade has witnessed a fair amount of experimentation with 
performance-based payment models, primarily P4P programs, we still know very little about 
how best to design and implement VBP programs to achieve stated goals and what 
constitutes a successful program. The published evidence regarding improvements in 
performance from the P4P experiments of the past decade is mixed (i.e., positive and null 
effects); where observed, improvements were typically modest.

Rand Health Q. 2014 Dec 30;4(3):9.



We included 89,605 beneficiaries 
undergoing lumbar fusion, 
including 36% seen by a 
preparatory hospital and 7% from 
a risk-bearing hospital……. 
Relative to non-participants, risk-
bearing hospitals had a slightly 
increased fusion procedure 
volume from 2012 to 2013 (3.4% 
increase versus 1.6% decrease, p 
= 0.119), did not reduce 90-day 
episode of care costs (0.4% 
decrease versus 2.9% decrease, p 
= 0.044), increased 90-day 
readmission rate (+2.7% versus -
10.7% percent, p = 0.043), and 
increased repeat surgery rates 
(+30.6% versus +7.1% percentage 
points. P = 0.043).

Early effects of Medicare's Bundled Payment for Care Improvement (BPCI) program for lumbar fusion. 
Spine (Phila Pa 1976). 2017 Sep 6. doi: 10.1097/BRS.0000000000002404. [Epub ahead of print]



Compared with nonsavings hospitals, savings hospitals were larger (mean No. of 
hospital beds, 301 for savings hospitals vs 230 for nonsavings hospitals; P < .001) (Table) 
and had higher volume (mean annual Medicare joint replacement volume, 216.9 for 
savings hospitals vs 133.3 for nonsavings hospitals; P < .001). Savings hospitals were 
more likely to be nonprofit (70% for savings hospitals vs 53% for nonsavings hospitals; P 
< .001), teaching (62% for savings hospitals vs 52% for nonsavings hospitals; P = .004), 
and integrated with a post–acute care facility (55.8% for savings hospitals vs 40% for 
nonsavings hospitals; P < .001) than nonsavings hospitals.

Navathe AS, et al. Characteristics of Hospitals Earning Savings in the First Year of 
Mandatory Bundled Payment for Hip and Knee Surgery. JAMA. 2018; 319:930-932.

A greater proportion of 
nonsavings hospitals were low 
volume (2% for savings 
hospitals vs 23% for nonsavings
hospitals; P < .001) and safety-
net hospitals (22% for savings 
hospitals vs 37% for nonsavings
hospitals; P < .001). 



High Caesarean section 
rates. Too many babies 
in the NICU. There are 
indications that 
maternity and newborn 
care in this country is 
far from ideal. Some 
payers are betting that 
bundled payments for 
obstetricians will create 
incentives to make 
changes and reduce 
low-value care.

http://www.managedcaremag.com/linkout/2018/2/18

“….because pregnancy, 
labor, and birth account 
for seven of the top 20 
most expensive 
hospitalized conditions.”



The Ethics of Bundled Payments 
in Total Joint Replacement: 
”Cherry Picking” and “Lemon 
Dropping”

“……This article considers the 
ethics of patient selection to 
improve outcomes; specifically, 
screening patients by body mass 
index to determine eligibility for 
total joint replacement. I argue 
that this type of screening is not 
ethically defensible, and that the 
bundled payment program as 
structured is likely to lead to 
unfair restrictions on who receives 
total joint replacements.”

Humbyrd CJ. J Clin Ethics. 2018; 28:62-68.



Closing Thoughts



Closing Thoughts

• There is substantial, non-evidence-based variation 
in the costs and quality of care

• There is substantial waste in healthcare –
particularly unnecessary testing and interventions 
that do not alter patient outcomes

• In the next lecture – rates of growth in healthcare 
spending are not sustainable



Hospitals and clinicians entering bundled 
payment programs for CABG (and other 
episodes) should work to understand local 
sources of variation, with a focus on patients 
with multiple readmissions, inpatient 
evaluation and management services, and 
post-discharge care.

Guduguntla V, et al. JAMA Surg. 2018; 153:14-19.

If you are going to participate in a 
bundle, you need to understand 

your costs!



1. While some aspects of payment reform have slowed, MACRA and increased 
scrutiny of health care costs are here to stay.

2. Focusing on episodes of care can help align stakeholders around efforts to 
reduce unwarranted care variation and costs.

3. Now is the time to build infrastructure and increase alignment between 
hospitals and physicians

https://www.advisory.com/research/financial-leadership-council/at-the-margins/2018/01/bundled-
payments?WT.mc_id=Email|DailyBriefing+Headline|DBABBlog|DBA|DB|2018Jan22|OtherFinalDB20

18Jan22||||&elq_cid=2677568&x_id=003C0000027CYGBIA4



Value-based payment is here to 
stay!



dale-bratzler@ouhsc.edu


