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A fter many years of design-
ing, testing, and evolving, 
the Centers for Medicare 

& Medicaid Services (CMS) ap-
pears committed to transitioning 
from fee-for-service to bundled 
payments for several episodes of 
care. By mandating participation in 
the Comprehensive Care for Joint 
Replacement (CJR) program and 
proposing more mandatory pro-
grams, CMS is sending physicians 
a message that bundled payments 
are here to stay. 

History
Bundled payment models from 
CMS have been evolving for some 
time. For years, hospitals have 
been paid according to the Inpa-
tient Prospective Payment System 
(IPPS), which reimburses Part A 
inpatient hospital care under a 
single price, and orthopaedic sur-
geons have received a global fee for 
surgery and fracture treatment. 

What is now commonly under-
stood as “bundled payment” began 
in 2009 with the Acute Care Epi-
sode (ACE) demonstration project. 
The 3-year project tested seven or-
thopaedic and cardiovascular epi-
sodes of care in five hospitals. ACE 
participating hospitals received 
a prospective bundled payment 
that captured all Part A and Part 
B services provided during acute 
care hospital stays. In effect, CMS 
expanded IPPS by adding physician 
professional fees. 

As ACE concluded in late 2011, 
CMS gave the evolution of bundled 
payments momentum by announc-
ing a voluntary pilot project, Bun-
dled Payment for Care Improve-
ment (BPCI). Offering tremendous 
flexibility, BPCI enabled a broad 
array of providers—hospitals, phy-
sicians, and postacute care (PAC) 
providers—as well as nonprovider 
third parties—to participate as 
convening organizations. Origi-
nally a 3-year program, BPCI was 
extended an additional 2 years, 
until Sept. 30, 2018. 

In many ways, BPCI participants 
could design their own programs 
by selecting from 48 episodes or 
diagnosis-related group (DRG) 
families, 4 program models, epi-
sode length, and 3 levels of risk. In 
addition, participants could define 
their own quality measures if they 

chose to do gainsharing. 
By design, the pricing methodol-

ogy created a participation bias 
because target prices and bonuses 
are predominantly based on im-
provement over the participant’s 
own past performance. Thus, BPCI 
attracted organizations with high-
cost (low-performing) histories, 
effectively giving them the greatest 
opportunity for improvement that 
would generate savings or bonuses. 

Conversely, many organizations 
with low-cost (high-performing) 
histories considered BPCI an un-
attractive option, because there 
was not enough margin for im-
provement to offset cost after the 
mandatory 2 percent to 3 percent 
discount to CMS.

In 2015, CMS announced CJR. 
This program incorporates learn-
ing from preceding programs and 
is modeled after BPCI. However, it 
differs in three key areas: participa-
tion, pricing, and risk. 

Implemented on April 1, 2016, 
CJR mandates participation of 
nearly 800 hospitals in 67 Metro-
politan Statistical Areas; there is 
no opting out. Participants include 
hospitals in a variety of settings: 
academic and community, small 
and large, rural and urban. In con-
trast to BPCI’s model of compet-
ing against oneself on price, CJR’s 
pricing methodology creates re-
gional competition, pitting similar 
hospitals in a region against one 
another as they pursue savings and 
avoid risk of paybacks to CMS. 

This phased-in regional pricing 

methodology gives both high- and 
low-performing hospitals oppor-
tunities to earn bonuses, while 
increasing the risk of penalty. The 
regional component increases from 
one-third of the target price in 
the first 2 years to 100 percent of 
the target price in year 4. Hospi-
tals begin bearing risk in year 2. 
Those facilities that come in over 
the established target price must 
repay CMS the difference. That 
repayment has a stop-loss limit, 
which increases from 5 percent to 
20 percent from performance year 
2 to performance year 4. 

The combination of regional 
pricing and downside risk will 
fuel competition and quicken the 
pace of cost reductions, creating a 
“race to the bottom” for episode 
costs and therefore target prices. 
A question that remains is “where 
is the bottom?” This is difficult to 
estimate; based on current infor-
mation, however, Fig. 1 presents a 
logical scenario. 

Lowering regional prices
It remains to be seen whether the 
CMS bundled payment programs 
achieve their stated goals of better 
care, smarter spending, and health-
ier communities. One certainty is 
that the CJR price/risk methodol-
ogy will result in lower average 
episodic costs and savings to CMS. 
The impact of CJR on overall uti-
lization is unclear; the program 
could have an adverse impact on 
CMS’s total cost as high-perform-
ing providers may find attractive 
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Fig. 1 Forecast: CJR Regional Average Target Price, DRG 470, 2016-2020.
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