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When a patient undergoes 
an episode of care, Medi-
care and most commercial 

payers reimburse the hospital, 
surgeon, and postdischarge provid-
ers using separate and unique pay-
ment systems. For example, when 
a surgeon performs a total hip 
replacement (THR), the hospital is 
reimbursed based on the medical 
severity adjusted diagnosis-related 
group (MS-DRG) code for major 
joint replacement. Separately, the 
surgeon submits charges based on 
the current procedural terminology 
(CPT) code for hip replacement. 
Providers and institutions caring 
for this patient after discharge 
through a home health agency, 
inpatient rehabilitation, or skilled 
nursing facility are reimbursed 
separately as well. 

This fragmented system of charg-
es and payments does little to pro-
mote quality, cost-efficient, coordi-
nated, or patient-centered care. For 
instance, if sepsis were to develop 
and the THR patient required me-
chanical ventilation, the hospital 
payment could more than double. 
Physician payments increase as 
well due to consultations from a 
pulmonologist or infectious disease 
specialist. Although complications 
may be unavoidable in many cases, 
payers are increasingly unwilling to 
pay for care based on the volume 
of services provided per-episode. 

Both Medicare and private pay-
ers have launched several projects 
that bundle all payments to pro-
viders and facilities for an episode 
of care, regardless of the presence 
of complications, supply costs, 
and readmissions. Unlike the frag-
mented system of payments in 
the current fee-for service system, 
bundled pricing creates common 
incentives across settings to deliver 
coordinated, patient-centered, 
quality care at the lowest cost. This 
emerging payment system has the 
potential to profoundly affect the 

delivery of orthopaedic care in the 
United States.

Why is bundled pricing important?
Orthopaedics consumes a large and 
growing proportion of healthcare 
resources. More than 1.1 million 
people underwent joint replace-
ment in 2012, and demand for 
joint replacement is expected to 
increase 10 percent to 15 percent 
annually. Furthermore, payments 
for orthopaedic services vary con-
siderably, seemingly without any 
correlation to quality of care. 

Studies on the variability in 
Medicare payments for inpatient 
procedures have found that pay-
ments to hospitals for back surgery 
varied by an average of $18,762, 
while payments for hip fracture 
varied an average of $10,615  
(Fig. 1). Such large variations in 
payments for treatment of similar 
conditions suggest that hospitals 
have considerable room to improve 
cost efficiency.

Variations in the quality of care 
are also of concern to payers, 
policy makers, and patients. Sev-
eral authors have demonstrated 
that significant differences exist 
between surgeons and institutions 
in adherence to quality processes, 
as well as in outcomes following 
orthopaedic procedures. Bundled 
pricing encourages the universal 
provision of quality orthopaedic 
care by rewarding the adherence 
to evidence-based care guidelines, 
while holding providers and hospi-
tals cost-accountable for complica-
tions and readmissions.

Bundled pricing is one of several 
payment reforms outlined in the 
Affordable Care Act. Bundled pric-
ing realigns the incentives of payers 
and providers toward providing 

healthcare value to patients. 
Economist Steven Porter defined 

value in healthcare as quality di-
vided by cost. Quality in orthopae-
dics may be defined as the delivery 
of safe, effective, patient-centered 
musculoskeletal care. Bundled pric-
ing creates incentives for orthopae-
dic surgeons to provide such care, 
and surgeons, in partnership with 
hospitals, surgery centers, and other 
providers, assume financial liability 
for the cost and quality of that care. 

The orthopaedic surgeon is 
central to the success of bundled 
pricing. Although fee-for-service 
payments to orthopaedic surgeons 
for procedures such as hip fracture 
repair and spine surgery constitute 
less than 13 percent of inpatient 
surgery costs, surgeons control the 
provision of resources within an 
episode that determine both cost 
and quality. 

Implant selection, implementa-
tion of evidence-based measures 
to prevent complications, chosen 
discharge setting, and care coor-
dination before, during, and after 
hospital admission are among the 
resources that affect episode costs 
and are in some way under control 
of the surgeon. Successful bundled 
pricing requires quality, cost- 
efficient, and coordinated ortho-
paedic care, which requires the 
leadership of the orthopaedic  
surgeon. 

How and why bundled pricing 
works 
The service “bundle” is the basic 
unit of bundled pricing—the pack-
age of supplies and services as-
sociated with a specific disease or 
surgical procedure that is required 
to provide care for a patient for 
a prespecified period of time, or 

episode period. Such a bundle of 
services creates an expanded “epi-
sode-of-care” that spans all settings 
and providers and may include 
preoperative care, hospitalization, 
and care during the postoperative 
period.

For example, Medicare’s Bundled 
Payments for Care Improvement 
(BPCI) project defines 16 ortho-
paedic bundles. Each episode of 
care begins 3 days before surgery 
and ends 30, 60, or 90 days after 
discharge. Unlike the current pay-
ment system, surgeries are warran-
tied, and readmissions or surgeries 
related to the index procedure 
during the episode period incur no 
additional charges and are covered 
by the bundled payment. Bundles 
may include physician and hospital 
care, implants, pharmaceuticals 
and medical supplies, as well as 
postdischarge care related to the 
surgical procedure (Fig. 2). 

Payment for a bundle of services 
is termed an “evidence-informed 
case rate” (ECR), and is the con-
tracted amount per service agreed 
to by the provider organization on 
a per-episode basis. This amount is 
based on historic reimbursement, 
minus a predetermined amount 
(typically up to 5 percent of historic 
payment), which is shared among 
physicians, the hospital, and post-
acute care (PAC) facilities and pro-
viders when savings are realized. 

Bundled payments may be de-
termined either prospectively or 
retrospectively. Prospective bun-
dling involves the distribution of 
a predetermined payment to the 
hospital or provider organization, 
which then distributes payments 
to the surgeon, hospital, and PAC 
providers. Should care efficien-
cies and quality benchmarks be 
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Editor’s Note: This is the first 
of two articles on bundled 
pricing for orthopaedic servic-
es. This article covers the in-
creasing use of bundled pricing 
in healthcare reform and the 
application of bundled pricing 
to orthopaedics. A subsequent 
article will cover measures of 
success and challenges facing 
bundled pricing models.
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Fig. 1 Comparison of Medicare payments between hospitals in the lowest and highest quartiles of overall payments showing variation in total costs per 
episode of care.
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