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KEY POINTS

� The implementation of the Bundled Payments for Care Improvement (BPCI) program by the
Centers for Medicare & Medicaid Services demonstrated significant cost savings and
improvements in quality of care.

� A thorough financial analysis of bundled contracts incorporates the evaluation of settings of
care, episode period, patient population, revenue and quality terms, and distribution of
payments to ensure the economic viability of the payment model.

� Preoperative risk factor modification, enhanced coordination of care, standardization of
implant costs, and optimized postacute care utilization may allow orthopedic groups to
maximize the advantages of bundled payment models on both costs and care quality.

INTRODUCTION

In the United States, total knee arthroplasty
and total hip arthroplasty are 2 commonly
occurring surgeries expected to undergo sig-
nificant growth through 2021.1–3 Although the
Centers for Medicare & Medicaid Services
(CMS) remain the largest payer for these pro-
cedures, private insurance providers comprise
a majority of financers for lower-extremity total
joint arthroplasty (TJA) patients under 65 year
old.4,5

Traditionally, TJAs have been reimbursed
through fee-for-service (FFS) models, incentiv-
izing the quantity of services rendered rather

than quality of care or cost control, which has
been a primary contributor to high health care
costs in the United States.6 In the face of the
anticipated future surge in TJA procedures,
CMS has begun to transition from FFS reim-
bursement to alternate payment models
(APMs).7 One of the most widely instituted of
these APMs is bundled reimbursement models,
including the Bundled Payments for Care
Improvement (BCPI) and Comprehensive Care
for Joint Replacement (CJR) initiatives. Many in-
stitutions have experimented with the imple-
mentation of bundled payment models, with
a majority realizing cost savings and quality
improvements.8–12
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Because Medicare is the largest payer of
health care costs in the United States, changes
to the CMS reimbursement systems are able to
drive provider and hospital financial decisions.13

With the implementation and preliminary suc-
cesses of BPCI and CJR, hospitals, providers,
and patients seem to be embracing the notion
of bundled payment models due to the
improved quality, decreased costs, enhanced
coordination of care, and simplicity.14 Many or-
thopedic surgeons believe that bundled pay-
ments are the most successful payment model
in decreasing costs and enhancing quality.15

With 83% of hospitals interested or already
participating in bundles, the opportunity is pre-
sented for private payers to similarly take advan-
tage of the cost savings anticipated to be
provided by these models.14 Although CMS’
implementation of bundled payments involved
primarily unilateral determination of target pric-
ing, for private payers to make use of this model,
they must collaborate with hospitals and pro-
vider groups to negotiate mutually beneficial
reimbursement schedules. This article presents
a stepwise model (Box 1) for the financial anal-
ysis of bundled contracts for use in the negotia-
tions between hospitals and private payer
organizations.

FINANCIAL ANALYSIS OF BUNDLED
CONTRACTS
Define the Bundle Clinically
Of premiere importance in negotiating bundled
payments is the precise determination of what
procedures the contract is to cover. In orthope-
dic surgery, the primary episodes considered
for bundles are Medicare Severity Diagnosis
Related Groups (MS-DRG) 469 and 470 (major
joint replacement or reattachment of the lower
extremity with and without major complications
and comorbidities, respectively), which have
several unique qualities that allow for feasible
implementation of bundles, as described previ-
ously. Some other orthopedic surgeries, such
as spinal surgery episodes, were available for
implementation under BPCI but failed to pro-
duce cost savings or quality improvement and
actually led to a significant increase in Medicare
claims.8 Selection of the episode of care to be
included in the bundle must ensure that there
is adequate potential for cost savings to be real-
ized to ensure economic viability of the contract
for all involved stakeholders.

Additionally, it is crucial to establish account-
ability and to outline the responsibilities of each
stakeholder involved in care delivery. All of
those involved need to share the common goal

of quality improvement and cost reduction and
collaboration in the provision of care. Determi-
nations need to be made regarding specific in-
clusions and exclusions of the care agreement,
conditions of any warranties, definitions of cost
parameters, and best clinical protocols/standard
of care.16

Determine the Different Settings of Care
Medicare’s BPCI and CJR programs offer the
option of several different models, consisting

Box 1
Outline of financial analysis of bundled
contracts with private payer organizations

1. Define the bundle clinically

Identify primary episodes of care

Outline stakeholder responsibilities

Define inclusions and exclusions of the
care agreement

2. Determine the different settings of care

Determine inclusion or exclusion of
inpatient stay, outpatient care, and PAC
settings

3. Identify the episode period to be included

Determine episode start date

Determine episode end date

Incorporate rate and cost of readmissions

4. Refine the patient population for analysis

Stratify patients based on risk factors

Optimize modifiable risk factors

5. Incorporate bundled payment revenue and
quality terms

Evaluate impact of more streamlined care
pathways on episode volume

Integrate provisions for financial outlier
cases

Evaluate costs of administrative and
procedural changes

6. Perform the financial analysis

Calculate episode payment required for
desired margin of profitability

Identify areas of potential cost reductions
or quality improvements

7. Determine how to distribute payments

Involve surgeons, administrators, and
other stakeholders in development of
reimbursement models

Develop guidelines to evaluate provider
performance
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