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margins in these bundled pay-
ments. It is also unclear how much 
hospitals need to spend to manage 
bundled payments, compared to 
the desired savings by CMS. Will 
we be spending 75 cents to save a 
dollar?

A core element of the bundled 
payment pricing methodology is 
the target price. This is the price 
that CJR participants “compete” 
against. In the mandated programs 
(CJR and the recently announced 
surgical hip/hip femur fracture 
treatment and episode payment 
models), CMS uses a rolling base-
line that is updated in years 3 and 
5 to establish individual and re-
gional historical cost performance. 
As under the BPCI, the base price 
is discounted to ensure cost savings 
for CMS. The base price is also ad-
justed up or down to account for 
national cost trends and market-
specific variations in wages. 

Insight into the direction and 
pace of change in CMS costs can 
be obtained from national trend 
factors provided by CMS. As noted 
in Fig. 2, CMS’s costs for Medicare 
Severity (MS)-DRG 470 have been 
trending down since 2011. The 
pace is increasing and the impact 
of BPCI and CJR can be expected 
to further accelerate the decline. 
(Note: The 2015 trend factor may 
undergo further adjustment as 
CMS completes claims processing.)

Impact on the market
Although only 800 of 4,000 non-
government hospitals and approxi-
mately 25 percent of lower extrem-
ity joint replacements (LEJR) will 
be included in the CJR program, 
the program will affect all pro-
viders of the services included in 
CJR episodes. The greatest and 
most direct impact is on hospi-
tals mandated to implement CJR, 
which must develop programs and 
infrastructure to manage 90-day 
episodes of care. The pressure on 
CJR hospitals to perform will in-
crease as they assume a 5 percent 
downside risk beginning in year 2 
(episodes ending on or after Jan. 
1, 2017). This downside risk will 
increase to 10 percent in 2018 and 
to 20 percent in 2019. 

The indirect impact on nonpar-
ticipating CJR hospitals is often 
overlooked. Although hospitals 
not participating in CJR (or BPCI) 
may feel lucky to be left out, in the 
end they may be at greater risk by 
“getting into the game late.” By the 
time CMS expands CJR to include 
all BPCI nonparticipants, regional 
costs will have moved substantially 
lower, potentially creating an even 
larger delta between high cost 

hospitals and regional averages. 
“Early movers” who have experi-
ence in the ACE, BPCI, and/or CJR 
programs may have the advantage 
over the “late laggards.”

The immediate area of focus for 
CJR hospitals is to lower episode 
costs (or CMS payments). With 
relatively fixed hospital reimburse-
ment through IPPS and surgeon 
professional global fee structures, 
the best opportunities to lower 
CJR episode costs are in postacute 
care. The greatest cost variation 
and opportunity for savings is 
to change the site and utilization 
rate of postdischarge patient care. 
These changes adversely affect in-
patient rehabilitation and skilled 
nursing facilities and potentially 
benefit home health care and out-
patient rehabilitation. As CJR hos-
pitals reduce PAC expenses, they 
will turn their attention to internal 
cost savings.

For many hospitals, the next best 
opportunity for savings is revisit-
ing implant costs. Lower average 
episode costs for CMS translate 
into lower revenue for bundled 
payment providers. To counter rev-
enue decreases and ensure accept-
able profit margins (or limit losses), 
episode providers must look be-
yond CMS claims costs and focus 
on internal costs to deliver care. 
Increased productivity, improved 
efficiency, and lower supply and 
implant costs are the primary tar-
gets. The largest single-cost input 
for LEJR is the cost of implants 
and associated products. Signifi-
cant reduction and less variation in 
implant costs can be expected as a 
result of CJR.

Future expectations
CMS episode payments for CJR—
specifically for LEJR—are decreas-
ing. Where is the bottom? Based 
on BPCI and early returns from 
CJR, regional average episode costs 
can be expected to decrease by 

15 percent or more. This reduction 
in revenue will be compounded by 
additional provider costs for man-
aging bundled payments. 

Successful management of 
bundled payments requires invest-
ment in new or enhanced capabili-
ties, such as data collection and 
analysis, technology upgrades, and 
care coordination resources. When 
these new investments are com-
bined with payment risk, declining 
target prices, and the incremental 
costs necessary to manage a 90-day 
episode of care, LEJR may become 
unaffordable for many small-
volume hospitals. The unavoidable 
and, in some cases, unfortunate 
consequences of the CJR model 
will be consolidation and closure 
of low-volume LEJR programs. 
The critical volume to be effective 
in LEJR bundled payment services 
will likely be more than 100 cases 
a year.

It is important for non-CJR hos-
pitals to begin building the infra-
structure to manage bundled pay-
ments now. When CJR or similar 
programs are expanded, national 
and regional episode costs will al-
ready have been reduced as a result 
of their success. The “low-hanging 
fruit” of cost reduction will have 
been harvested. It may be very 
difficult for new entrants in the 
bundled payment model to adapt 
quickly. Forward thinking non-
CJR hospitals are working now to 
prepare for the inevitable future, 
including the transition to bundled 
payments by other payers, such as 
commercial payers and self-insured 
businesses.

Based on recent results and 
trends, CMS will probably transi-
tion nearly all LEJR and many 
other orthopaedic procedures to 
bundled payments within 5 years. 
As important stakeholders in man-
aging episodes of care, orthopaedic 
surgeons must understand the 
implications of this new payment 
model. The financial impact will be 
particularly important if these pro-
grams allow physician ownership 
and accountability of the bundle.

References and links to CMS rules can 
be found in the online version of this 
article, available at www.aaosnow.org
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Fig. 2 CMS National Trend Factors, MS-DRG 470, 2009-2015.
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