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Abstract 

The Health Care reform has been a topic that has gained much attention in these past few 

years and has been widely studied and criticized within the United States. It is one of the 

biggest issues in present day and one of the most prominent concerns is how to make 

health care more economically efficient.  This paper is research-based as I investigate 

different types of payment methods within healthcare, specifically within Medicare. 

Some of these payments are already widely used; others have only recently been 

implemented, while others are completely new proposals. With the help of my thesis 

advisor, Dr. Joiner, I have found the necessary documents in order to successfully 

analyze the differences and possibilities of a change from a fee-for-service payment to a 

bundled system payment. I discuss the potential economic benefit from changing 

payment method systems as well as breaking down the proposed alternative payment 

methods that are being implemented, or may soon be implemented, within the United 

States.  
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Introduction 

The United States has been going through some major changes within the Healthcare 

system in present day. It is almost impossible to turn on a news channel or listen in on a 

political debate and not hear about the famous “Obama care” or the possibility of 

Universal health care. With the United States being one of the only first world countries 

without universal health care, there are many debates on how the health care system can 

be improved, and thousands rooting for radical changes.  

There has been a lot of concern with the great costs of health care and proposed methods 

to decrease some of the health providers costs. One popular idea being analyzed currently 

is a bundled payment system. Bundled payments are virtually large sum payments given 

to a consumer from his or her insurance for the estimated cost of whichever procedure 

they are getting done from the first to last step. Instead of each small procedure being 

paid and reported to the healthcare provider separately, every step would be covered by 

this payment.  

To understand how this may save money one can look at a specific procedure this could 

be used for. For example, this payment could be used for a procedure such as a hip-

replacement. A patient would have to go through several steps before actually having the 

operation and several steps after the procedure as well. For example, he or she would 

typically go to a doctor first to diagnose that he or she needs a hip-replacement, then the 

patient would go get an x-ray of this area, then the individual would schedule and go 

through with the surgery, then return for a few check-ups (there of course may be more or 

less steps depending on the physician and procedure, this is just an arbitrary example.) 

Each one of these steps will cost the patient a certain amount of money. In a bundled 
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payment, the patient would receive the average amount of money needed for the entire 

procedure to be completed, no more, no less. This form of payment is based off of the 

belief of quality over quantity, which can help avoid an excessive amount of costly 

services. The payment should be enough to cover what is necessary, and with this comes 

the theory that some doctors would possibly provide less service knowing there would be 

a limited amount of money and this could lead to unethical behavior and a loss of quality 

of the procedures.  

I chose this topic for several reasons, one of the most prominent being my interest in both 

behavioral and healthcare economics. I am very interested in the health care system and 

believe there is much need for a reform. My mentor helped me choose this specific topic 

by informing me on some of the areas of health care he has recently been researching and 

analyzing. It is an important topic in today’s world as health care is a vital protection for 

every person and especially now since it is mandatory for every citizen of the United 

States to have health insurance. I believe it is topic that is not only interesting, but also 

requires more research as this information could be vital to the future of the health care 

system.  
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Methodology 

In the following thesis paper, I will adopt a holistic approach to the health care system 

within the United States. I will investigate the most popular payment methods used today 

and that have been the most common throughout Medicare’s history. I will provide 

thorough research on what alternatives are being proposed and what each of these plans 

focuses on changing and improving. I will provide an analysis of the differences between 

the fee-for-service payment and bundled payment in the form of a chart. Then I will 

examine what criticisms exist of the proposed bundles and what results have been seen 

with recently implemented payment systems. I will attempt to provide the information in 

a way that simplifies health terminology in order to assist readers in the understanding the 

different payment systems and proposed models. 
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The Most Common Form of Payment: Fee-For-Service 

In order to understand the contents of this topic, one must understand what types of 

services are offered today. The most popular health care payment service, which is the 

most used currently in the Medicare healthcare system, is the fee-for-service payment. 

Basically, for each service performed for a patient (by a practice, physician, facility etc.) 

a separate fee must be paid, usually billed directly to the healthcare provider. For a long-

term treatment this can be a huge expense as there are typically several procedures and 

physician visits that the patient will have to go through, and each will require separate 

payment. This also means that there are several bills that must be made to the health 

provider in order to receive payment for each process. In a fee-for-service system, 

physicians and practices do not typically have to coordinate directly with any other 

service providers as the payments are made separately among procedures and visits.  

Within the fee-for-service payment system, it would seem as though a sick patient is 

worth more than a healthy patient because the more the patient returns, the more 

procedures he or she will go through and the more money that will be earned by the 

health provider. If the entire episode is done ethically, there should not be any problems 

with this as the patients will only receive treatment when they need it and not longer than 

necessary. However, there are skeptics that believe that this payment structure 

encourages unethical behavior. Would a physician be tempted to require more services 

than necessary to gain more profit?  

For example, since every single procedure, appointment, check-up, etc. is paid for 

separately there is an incentive for doctors to ask for more visits than actually necessary 

for economic gain. A hypothetical example would be a patient who has fractured his leg. 
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The physician provides the necessary services and gives the patient his cast in order to 

heal the fracture. The physician knows the patient only needs three check-ups after the 

implementation of the cast, but insists on five, seeing that the patient will most likely not 

know he did not really need the additional two, in order to make more of a profit. 

Although this is illegal it is very hard to keep track of and is very probable among 

practices. This unethical behavior is very much possible in the current fee-for-service 

system and is one of the biggest problems in the healthcare system. It is very difficult to 

penalize these behaviors as well because there may actually be situations in which the 

patient does require additional check-ups. For example, there is also the chance that 

maybe the doctor is not working unethically, but would like the additional check-ups 

because he or she may think there may be a complication with a specific procedure that 

the patient has undergone. 

One solution to this problem could be bundled payments. Bundled payments are 

payments that can cover entire episodes and will be further described within this 

document. Within a bundled system, the doctor may have to find a way to use his or her 

time more efficiently and effectively while saving the provider money. It is estimated that 

the cost of the entire episode may be reduced through a successful bundled system as 

opposed to the fee-for-service structure. (Center for Medicare, 2016)  
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Bundled Payments 

A bundled payment within health care would be a payment where several services are 

covered within a single payment as opposed to several fee-for-service payments. In order 

to understand the different payment systems and what exactly a bundled payment is, one 

must look at hypothetical situations. A helpful example of this would be a patient that 

needs a hip surgery, one of the most common surgeries needed in recent times. Initially, 

the patient will have to go to the doctor to first get a check-up and to be diagnosed. Then 

the patient will have to go through several different appointments with radiologists, 

doctors, surgeons, etc. in order to complete the episode successfully. The episode will 

easily go on for months and each separate appointment will typically be paid within a 

fee-for-service payment system. Anyone can imagine how costly this can be, especially 

for a procedure that can require several follow-ups with the patient for months or quite 

possibly even years. However, in a bundled payment system, instead of every separate 

procedure being paid, there is only one total payment per the entire episode. This can cut 

costs of the episode, as the health providers are restricted to a certain number of 

thoroughly calculated procedures.  

Virtually, economists and health care providers estimate the total cost of the services a 

patient would receive for a certain episode by thorough research of these episodes 

preformed in the past. Payer reduces the total cost by 2-3% and hands over to the 

provider. This may seem like a relatively small percent, but when realizing how costly 

these procedures are, it is quite a large sum of money. For example, a 30,000-dollar 

procedure would be lowered by about 900 dollars. Now if this new form of payment was 
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used on the health care of millions, this could save the health care industry millions in the 

short run, and very possibly billions of dollars in the long run.  

For example, the typical knee and joint surgery is around 40,000 dollars including all 

procedures that are done within the episode. This would mean that if the bundle were to 

be successfully implemented, the payer would save around 900 to 1,200 dollars. If the 

facility usually performs 1,000 of these procedures a year, they would be saving up to 

120,000 dollars by switching from a typical fee-for-service structure into bundled 

payments.  

If the provider can meet quality benchmarks with a lower total cost, they keep the extra 

funds, giving them the incentive to be as efficient as possible within the first encounters 

with the patient. (Center for Medicare, 2016) 
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The Need for a New Payment Method 

There are several reasons there should be a payment reform in the current healthcare 

system, specifically within Medicare. One large problem is that the current Medicare 

system there is a lack of payment for services that are of high value. Responding to a 

patient’s call regarding to a patient’s condition is something that is not currently covered. 

Spending time sharing the decision-making process with the family members of the 

patient, as well as the patient themselves, which has shown to bring better value 

treatments and reduce the frequency of invasive procedure is also not covered. Providing 

transportation to a physician’s office, which could help avoid the patient being taken by 

the ambulance to emergency services is also not covered. These and many other services 

are very difficult to cover in the current fee-for-service healthcare system, however they 

could be much easier to cover within a bundled payment system. 

Another problem is that there are currently financial penalties for giving a different mix 

of services. Basically, what this means is that under the current fee for service payment, 

physician practices will lose revenue if physicians perform less procedures while the 

costs of running the facilities do not decrease, it leads to operating losses. The worst 

impact under fee-for-service is that physician practices will not get paid when patients 

stay healthy because they do not need services. However, some physician practices have 

been able to receive funding from other institutions, such as the federal government and 

private foundations, to help overcome these barriers in their payment system. 

Unfortunately, not all physician practices have been this fortunate and even the ones who 

have typically have had their payments discontinued in the long run.  
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Alternative payment models would be designed to work for higher-quality care while 

actually lowering costs in a way that will not hurt physicians. It is impossible to be 100% 

certain that the move from a fee-for-service payment system to a bundled system will 

automatically be better, but by focusing on certain characteristics will be able to help 

achieve these goals. The first characteristic would be flexibility. There must be quite a bit 

of flexibility in care delivery. The payment method must be designed in a way that 

physicians can provide the patients with the services they need in the most efficient ways. 

It must also be able to cover services that improve outcomes that may have not been 

covered in the fee-for-service payment. The second characteristic would be that the 

payments must be both predictable and adequate in order to be sustainable as well as 

successful.  

Although it is a goal to achieve savings, quality and access must not be jeopardized. 

Payments must be reliable and predictable in order for physicians to be able to know how 

many personnel they can recruit and how they can invest in facilities, as well as 

equipment. There must not be radical changes in payments either as this will decrease 

quality in care. There must also be risk-adjustments in some cases, as well as limits 

placed on financial risk for the physician. The final characteristic that must be fulfilled is 

accountability for costs and quality that are controllable by the physicians. The payment 

method most be modeled in a way that can assure patients and payers that the spending 

will be controlled or reduced, but the quality of care will be maintained or increased. 

Individual physicians, however, should only be accountable for aspects they can control.  
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Physician-Focused Alternative Payment Models 

In order for a successful shift in payment systems from the fee-for-service to the bundled 

payment model, there are many different alternative payment models that will work for 

different procedures. Since it is virtually impossible to have one type of bundle that will 

work in every single healthcare scenario, seven payment models have been formed by the 

American Medical Association. These models are to be based on the condition and 

characteristics of the patient in order to form the best possible experience, maximizing 

quality and outcomes for the patient. The similar goal that each alternative payment 

model is aiming to achieve is to produce more high quality procedures while still 

lowering total costs. The Center for Healthcare Quality and Payment reform has created 

these seven possible alternative payment methods that are adapt to several possible 

episodes. The following will be a brief summary of each of the proposed models and 

what advantages this could provide to the current healthcare system as well as what 

benefits will be received by the players involved. The players in this case are the 

healthcare providers, the physicians, the facilities involved, the patients, and any third-

party providers.  (American Medical Association, 2016) 
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Alternative Payment Method #1 

For the first alternative payment method, the main goal is that payments would be paid 

for the high-value services that are not currently covered through the Medicare system. 

This would include service such as patient’s phone calls. These calls have the potential 

for the patient to avoid expensive services such as emergency visits. It would include 

communication between the primary care physicians and specialists to coordinate care 

together. This makes it possible to avoid ordering duplicate tests and prescribing proper 

medication that does not conflict. Communication between community physicians and 

emergency physician would be included, as well as short-term treatment, which can 

enable patients to safely be discharged without admission. Telephone outreach provided 

to high-risk patients is another service that helps avoid serious health problems by 

making sure they receive preventive care. Decision-making processes between patients 

and their families when there are several treatment options would be included as well. 

This type of decision-making has been shown to lower the number of invasive procedures 

and low-value treatments. Hiring nurses and more staff to provide education to both 

patients and their family members would also be a service that may be covered, which 

can help them all manage their health problem efficiently, avoiding unnecessary 

hospitalizations. Palliative care would be provided for patients in addition to their 

treatment in order to improve their quality of life and reduce other more costly 

treatments. Lastly, it may provide non-health care services that can avoid more costly 

medical service. These services include transportation, which can avoid the cost of an 

ambulance to the emergency department.  
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In addition to providing payment for high-value services, this bundle would also measure 

avoidable utilization. What this refers to is that one or more services will be avoided or 

more controlled by delivering the newly paid services previously mentioned. These 

services would make it possible for practices to set a target level of avoidable utilization 

to try to meet. If the avoidable services are undesirable, such as a complication in a 

following procedure, the measure of this avoidable utilization would represent quality. 

There would also be several different measures to see which service are unnecessary and 

will be able to adapt efficiently to the required conditions. 

Along with the benefits of quality, there will also be an adjustment of payment amount 

based on performance within this APM. For example, if the practice’s rate of avoidable 

utilization is within the standard target levels, the practice would receive the average 

payment for the new code. If the quality of the procedure was much lower than the target, 

or if the avoidable utilization was higher, the payment would be reduced as well. If the 

quality was higher and the avoidable utilization was lower, then the payment would be 

increased. This payment system would be updated on a yearly basis in order to deal with 

inflation. It would also be changed based on the costs of delivering these services in order 

to make sure the payment is not higher than necessary, but still adequate for the services 

provided.  

The main benefits of this alternative payment method would be that the patient would 

benefit from services that may have not been provided previously because of the lack of 

payment. The second would be that the payer benefits as well because it is expected that 

the savings from the lower levels of avoidable utilization would be higher than payments 

for added services. Lastly, physicians would benefit because they would gain resources 
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that are needed to deliver desirable services to patients. This will help avoid 

complications for the patients and their need for less effective services. (American 

Medical Association, 2016)  
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Alternative Payment Method #2 

The second would be a condition-based payment for physician services. In this model, 

the physician would be given flexibility to use the best method, diagnostic or treatment 

for a patient without reducing the operating margins of a physicians practice. This would 

include diagnosis or treatment options that are not currently supported by the payment 

system.  

To break down this payment method, it is important to understand that this payment 

would be based on the patient’s condition as opposed to the services delivered. This 

means that the practice can bill for treating the care of a patient with a specific health 

condition and be paid as well, as opposed to having payment tied completely to only 

specific services. This gives the practice the flexibility to be able to provide not only 

services that are currently billable, but service that are not billable as well. These services 

could be delivered in as quickly as a day, or as long as a month. This condition-payment 

can replace some fee-for-service payment.  

Patients with the required health conditions would be eligible for services that are based 

on the condition, therefore the practice no longer has to bill individual services not 

previously included. However, payments to other providers outside of the practice would 

still have to be made separately within this payment method. There would be several 

codes available for the physician practice that would be condition-based codes instead of 

procedure codes. Every code would be based on the patient’s characteristics, which are 

expected to help find a mix of services that are similar in costs. Each code would have a 
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different amount of payment, which would be based on the expected costs of services that 

would be performed for the patient.  

To make sure that the patient would continue to receive quality care and the appropriate 

services, the practice would have to agree to document the quality of the treatments of the 

patient’s condition, then compare these measures to certain benchmarks. The payments 

within this bundle would be reduced if physicians did not appropriately apply the criteria 

provided, or if the quality was much lower than the benchmark levels. These payments 

would be analyzed every year in relation to inflation and to adjust payment with the 

assessment of the cost of delivering the care within each code.  

The benefits to the patient would be that under this alternative payment method, the 

practice would be allowed to deliver several different types and combinations of services 

that could not have been provided. The services could not have been provided due to the 

lack of payment in the current system. Also, this APM allows the practice to deliver care 

to the patient more cost effectively; at a lower cost. The payer would benefit because the 

practice could either accept a smaller payment for the entire condition-based payment as 

opposed to paying for each individual service. They could also benefit from the new mix 

of services that would enable lower-cost services from outside providers and possibly 

prevent additional health problems and complications, saving the payer more money 

overall. The practice would benefit from the flexibility of services by providing patients 

with the best option without concern of which service will gain a larger return. (American 

Medical Association, 2016) 
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Alternative Payment Method #3 

The third is a multi-physician bundled payment, which basically means that two or more 

physician practices would have flexibility to design their services providing treatment to 

the same patient. There would be a single bundled payment, which would cover services 

that are delivered by two or more physicians. The physician would be able to choose 

what services to use with much more flexibility, with the ability to use services not 

currently covered by the payment system and would give the ability to divide the 

payment differently.  

This bundled payment could either supplement the fee-for-service payments or 

completely replace this payment for physicians. The design of this payment could be used 

to increase the economic gain of the practice in order to support delivery of a different 

mix of specific services. It could also be used to replace payment for some existing 

services, meaning that the physicians would not have to bill for each individual CPT code 

(A CPT code is a medical code that is used for reporting procedures and services) for the 

services, but rely on the bundled payment, which would cover all of the required services. 

The patient would have to agree to use solely the physicians on the team for any of the 

services that are covered by this bundled payment.  

The participating physicians would designate to which alternative payment entities the 

bundled payment could be distributed to. The “Alternative Payment Entity” in this case 

could be a new organization, such as a liability corporation that is owned by one of the 

practices that participates, and would take in the payment and then distribute it to the 

practices. It could also be one of the physician practices and in this case, one of them 
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would agree to pay for the services provided by the other physician practice(s) the share 

of the bundled payment for what services they provided.  

The amount of the totally bundled payment would be able to change based on the 

patient’s needs. The Alternative Payment Entity would bill the payer using a new service 

code, which would bill for services to an eligible patient. In the case that a patient needed 

more services than provided in the specific bundle, there would be a group of new 

bundled services codes that could be used. These codes would each be defined by the 

patient’s characteristics and what need of mix of service from the practices they would 

need. Considering that the payment would be designed to increase the total payments to 

the participating practices, the physicians would agree to reduce or control one or more 

other services that they would have the ability to identify. There would be services that 

would be newly payable within the bundled payment, which could be used instead. A 

target level would be established for the rate of avoidable utilization of the practices, 

which would be risk adjusted take into consideration factors that are outside of the 

physician practice’s control such as the patient’s characteristics.  

The payment would most likely replace payment for more than one of the current 

services, which would mean that the physicians included in this payment would have two 

options. Either they would measure quality and outcomes and compare this with 

benchmarks, or they would have to document their use of the criteria appropriately. The 

payment could be lowered if the quality and/or outcomes were much lower than 

benchmark levels, if the avoidable utilization was not reduced, or if the physicians did not 

apply appropriate use of criteria. The payment would be increased every year based on 
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the inflation rate and adjusted according to the cost of delivering the services most 

effective for the patients.  

The benefits of this alternative payment method for the patient would be that the care 

they receive would be more coordinated and would be able to receive a mix of different 

services that could not be provided under the current payment system. The payer would 

benefit from this APM because the new payment would reduce the number of 

complications for patients, would order fewer services from other providers and allow 

doctors to deliver services more efficiently. The practices involved would benefit from 

more flexibility to deliver the best services without worrying which services will gain the 

most revenue. (American Medical Association, 2016) 
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Alternative Payment Method #4 

The fourth is a physician-facility procedure bundle in which a physician would be able to 

choose the appropriate facilities for them to deliver the most successful procedure. One 

single payment would account for both the physician and facility services. This would 

entail that the services of the hospital (or any facility where the physician chooses to 

work) that are part of a treatment to a patient’s problem would be bundled in a single 

payment along with the physician services. The bundled payment would be able to be 

divided between the physician and facility in different ways according to the services 

performed that would differ from current payment systems. This bundle would replace 

current fee-for-service payments and the facility would no longer have to be for services 

that are relevant under this new system. In this payment structure there would be an 

alternative payment entity that would separate the funds between the practice and facility. 

This entity could be any of the providers including the practice or other facility where an 

episode occurred. It could also be a completely new entity or a physician-hospital 

organization that is jointly owned by the hospital and physicians. Treatments may be 

delivered in several different facilities and therefore the bundle could also be facility-

independent. What this would mean is that the payment would remain constant regardless 

of what kind of facility was used for the episode. It could also be facility-specific with 

different payments according to which facility the procedure was carried out in. The 

entity that deals with the payment would send a bill to the payer for the payment of the 

entire episode by using a code that would be picked from a group of new codes for the 

newly created bundles.  
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Each code would be designated for services provided and the payment amounts would be 

weighed out with the expected costs of all of the services given by providers. There 

would also be facility-specific codes that would be based on characteristics of the patient 

that may affect the episode and the services provided. Facility-independent codes would 

also be included, which would not be based specifically on what facility was used. If a 

patient were to need a higher number of services, or services that are more costly than 

predicted in the bundle, there would be supplemental payment for these instances. Then, 

in order to ensure high quality services for the patients, the physician and facility would 

agree to document services and measure the outcomes with the target benchmarks. The 

amount of the bundle will be cut if the providers fail to apply the criteria given or if the 

quality of the outcome is much lower than the benchmarks. These payments would be 

adjusted on a yearly basis to deal with inflation and any rise of cost for the performance 

of procedures and services.  

The way the patient would benefit from this alternative payment model would be that 

they would be able to receive the best possible care at the most cost efficient facility and 

would also receive care from the physician and facility staff that is already coordinated 

by their payer. The payer then benefits because they could issue a smaller payment for 

the episode payment than they would have if paying through the current fee-for-service 

payment system. The practice would then benefit because this alternative payment would 

pay for services that were not billable or received inadequate payment in the current 

structure. (American Medical Association, 2016) 
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Alternative Payment Method #5 

The fifth is a warrantied payment for physician services where the physician would be 

able to deliver care with much flexibility and accountability, with very few possible 

complications. This would mean that the practice could receive payment for a warrantied 

version of the services that the physician performs. The practice would receive a larger 

payment that under the fee-for-service structure if it were to perform the same service 

without warranty. The practice will be responsible for providing the initial service and for 

either providing extra services or paying additional services needed to treat complications 

that can arise from the initial service. 

The practice would therefore no longer bill separately to treat any complications covered 

by the warranty that came from the initial service. If the complication were treated by a 

physician from another practice, the payer would reduce the payment of the initial 

provider by whatever amount was paid to the other physician practice. The physician will 

choose a code from a new group of codes that would allow him or her to bill the 

warrantied service. The codes would relate to the patient’s characteristics that could 

possibly cause complications. The warranty would report the rate of complications that it 

covers in order for patients to have the ability to choose practices with fewer rates of 

complications. The payments would be adjusted on a yearly basis in order to take 

inflation into consideration as well as a rise of costs in delivery of care. In these payments 

there would also be an adjustment based on an achievable rates of complications to make 

sure the payment covers a fair rate, but not higher than necessary.  
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The benefit to the patient would be that he or she would be able to receive quality care 

with less complications and lower costs. The payer would then benefit by being able to 

pay a smaller amount of money for warrantied service and this service would pay for the 

mix of services and treatments of complications at present rates. The practice would have 

the benefit of having increased flexibility in providing care in a different and more 

efficient rate, which would ultimately reduce complications. The practice would also be 

getting paid more for their higher-quality care. (American Medical Association, 2016) 
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Alternative Payment Method #6 

The sixth is an episode payment, which would be a total payment that covers all services 

within a procedure. The time that is required to deliver a specific treatment or procedure, 

including follow-ups and extra time required from complications, would define the 

episode of care. This means that if the payment will depend on the total number of days 

of the patient’s hospitalization. The payment would be based on the episode and cover 

any and all of the services provided by all providers. This would also include any services 

needed for recovery that were performed after the patient was discharged from the 

hospital. It also covers services that were performed to treat complications that were 

caused or related to the treatment. 

 In the case of this payment, the patient would have to agree to only use providers on the 

participating team within the bundled payment. This would mean that any service related 

to the treatment would have to be made by one of the appropriate providers. Again, an 

alternative payment entity would designate the allocation of the payment among 

providers. Providers would be paid by the alternative payment entity from the episode 

payments and would no longer bill the payer for services covered by the payment. A 

different approach would be “retrospective reconciliation,” which would mean that the 

payment is treated as budget. The providers would still bill the payer for separate services 

and the total payments would be compared to the budget. If the bill is less than the 

budget, the payer would give the difference to the alternative payment entity and in the 

case that the bill is more, the entity would have to return the difference to the payer. The 

third option would be for the alternative payment entity to pay individual services using 



	 																																																																																																																																									ALANIS	 27	

the revenues from the episode payments. This would mean that the payments would be 

deducted from the bundled payment and the balance given to the alternative payment 

entity.  

The alternative payment entity would bill based on a new group of codes where each 

code would be based on relevant patient characteristics. There would be an outlier 

payment that would be given if the patient needed more expensive services than usual or 

if the patient needed more procedures done than in an average episode. In an attempt to 

assure high quality services, providers would document services and compare to criteria 

based on the episode. This would have specific benchmarks that the providers should 

have made. There will be adjustments made to the payments if the providers failed to 

apply relevant criteria or if the quality was much lower than the benchmark. These 

payments would be adjusted in relation to inflation and costs of services on a yearly 

basis.  

The benefits of this alternative payment model to the patient would be that because they 

are receiving more coordinated care and having the ability of getting various types and 

amounts of services that are not possible under the fee-for-service structure. The payer 

would benefit from paying a lower amount per entire episode instead of separate services 

under the current system. The practice would benefit from the flexibility of providing a 

mix of services in the most efficient way and could gain more revenue when delivering 

cost efficient and high quality care. (American Medical Association, 2016) 
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Alternative Payment Method #7 

The seventh and final payment method is a condition-based payment in which the 

physician’s practice would have the ability to decide how to work most efficiently to 

deliver services for the patient’s specific condition. Each of the payment methods are 

designed to adapt to special problems we currently see in health care payments and with a 

mix of these methods, successful bundles can be made. The bundled payment would end 

when a condition is resolved, but in the case of a chronic condition a fixed time could be 

defined. The physician would be able to receive payment for procedures not currently 

covered and have more flexibility in deciding which services to perform that will be most 

efficient. The patient would need to agree to use only providers that are participating in 

the bundled payment for his or her specific payment.  

There would be different options of payments that would be paid to an alternative 

payment entity. One would be a prospective payment in which the providers would not 

bill individual services to the payer, but receive payment from the alternative payment 

entity using revenues from the episode payment provided by the payer. Another option 

would be retrospective reconciliation payment in which the payment is set as a budget 

and a fee-for-service structure is used. The total amount of the fees for the services 

provided are then added up and deducted from the budget. If the providers are over 

budget they will have to pay the difference, if they are under budget they will receive the 

difference. The final option is a mixed payment in which the payer would pay a subset of 

the providers from the episode payment and the balance would be given to the alternative 

payment entity. The rest of the providers would be paid by the alternative payment entity 
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instead of billing for individual services. The revenue from the condition-based payments 

would be used by the alternative payment entity in order to pay for the services that were 

provided.  

The amounts of the payment would be based on a new group of codes that would be 

based on each condition. There would be a supplemental payment for patients that need 

additional services or more expensive services. There would be benchmarks providers 

would be expected to meet and they would have to document the appropriate use of 

criteria. If the providers failed to reach the benchmark levels or if they did not follow 

appropriate guidelines, they would have a reduction of payment. These condition-based 

payments would be adjusted every year according to inflation and the costs of delivering 

services and procedures. 

The benefits for the patient within the seventh alternative payment model would be that 

the care would be more coordinated because of the access to receiving a mix of more 

services than are currently available to him or her. The payer benefits from paying a 

smaller amount per episode than it would have in the fee-for-service structure. The 

practice would then benefit from the flexibility of care and reduction of costs and 

complication rates. They also have the chance and incentive of gaining more revenue by 

providing higher-quality and lower-cost care. (American Medical Association, 2016) 
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Alternative Payment Models Differences from the Current System 

Although the seven alternative payment models mentioned above seem to be very 

similar, they all have different benefits in relation to the current fee-for-service system. 

The exhibit below (provided by the American Medical Association Center) shows a quick 

description into of what each alternative payment model would change for the system.  
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Bundled Payments for Care Improvement (BCPI) Initiative 

The Bundled Payments for Care Improvement Initiative, or BCPI for short have formed 

four models, which have been, or will be, implemented into the Medicare system. 

Bundling is far from an easy solution, but it could be a very economically effective 

solution if implemented properly. Mixes of the seven alternative payment methods 

previously stated have been packaged into four final models. There have already been 

several prototypes of these bundles made, and some are currently being tested in 

randomly chosen hospitals in order to estimate the possible success of each model. The 

following four models are the most popular and important to understand within the new 

Medicare system. (Center for Medicare, 2016) The ultimate goal from the BCPI initiative 

is to assess if the implementation of these models will enhance quality of care and lower 

costs to Medicare. (For a quick view of the model characteristics, please refer to exhibit 2 

within the figures section.) 

 

Important Terminology within the Four Models 

The models use some health payment related terms that are important to understand for 

the four models. The first term is a MS-DRG. This stands for a Medicare Severity- 

Diagnosis Related Group, which is a system that Medicare uses to classify its patients’ 

stay in a hospital into groups. These groups were originally created by Yale University 

with the goal to separate all potential diagnoses of human disease into over 20 body 

systems. After being divided into these systems, there are then subdivisions of these 

systems into over 450 groups. These groups facilitate payment of services because a 

DRG is virtually a fixed rate for patient services.  Fees are assessed based on which 
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group and body system is affected and how many resources will be needed to treat this 

condition.  

The DRG is then split into one of two systems, All-Patient DRG or MS-DRG. The All-

Patient DRG system is used for non-Medicare patients. The MS-DRG is specifically for 

Medicare Patients and will be the DRGs’ used in the following models. The MS-DRG 

system has expanded to about 750 DRGs. The system has also evolved from a two-tiered 

system into a three-tiered system that allows Medicare to account for any complications 

that may occur within the service. MS-DRGs enable for Centers for Medicare and 

Medicaid services to provide additional reimbursements to more ill patients and less to 

less ill patients.  

The next term is the IPPS, which stands for the Inpatient Prospective Payment System 

within Medicare. This system of payment accounts for the operating costs of acute care 

of a patient under Medicare. Within IPPS, different DRGs are assigned and calculated 

into each payment. The base payment rate is separated between non-labor and labor-

related share. In this case the labor-related share is related to the area where the hospital 

is located and the non-labor related share can relate to the cost of living in the area. The 

DRG weight is then multiplied to the base payment. (Premier, Inc.)  

 

Model 1 

Under Model 1, there has been a retrospective payment set up for acute hospital stay.  

In this case, Medicare would pay the hospital a prorated amount, which would be based 

on payment rates established by a system within the original Medicare program. Within 

this model, the only services that are covered are hospital services. This means this model 
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would only cover inpatient stay. The episode initiator would be acute care hospitals and 

the conditions for this payment would be all diagnosis-related groups. Under this model, 

hospitals are paid an amount that is discounted based on the IPPS payment amount. 

Under this model, participants would be allowed to participate in all MS-DRGs and 

would not be limited to a certain amount as the other models.  This model was first tested 

in April 2013 and ended in March 2016. (Center for Medicare, 2016) 

 

Model 2 

Model 2 is considerably different from the first model. Under this model, Medicare 

would continue to pay fee-for-service to providers and suppliers of services to 

beneficiaries in the Model 2 episodes. This model would not only pay for inpatient stay, 

but also an additional 30, 60 or 90 days of care depending on what the participant 

chooses. The conditions would be picked from 48 episodes that are based on the 

Medicare System diagnosis-related groups. The initiators of this episode would be 

physician group practices or acute care hospitals. The total payment amount for an 

episode is then reconciled in relation to the bundled payment amount. This amount is 

decided by the Centers for Medicare & Medicaid Services (CMS) through calculation of 

the DRGs that are used. 

There are currently 601 participants around the United States and approximately 563 

different episode payments. The first participants were announced on January 31, 2013 

and by October 1, 2013 some of the participants entered into agreements with CMS and 

starting to begin bearing risk financially. In this quarter nine hospitals episode initiators 

participated in 34 out of the 48 possible DRGs. During the first quarter only 40% of the 
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awardees actually participated. The second group of participants started their 

performance on January 1, 2014. For this quarter 89% of the awardees participated and 

there were about 107 total episode initiators. 

The results of the implementation of this model were recorded and there were several 

changes in quality that were noted. Under this model the mortality rates were similar for 

the episodes that were tested between BCPI participants and other patients from other 

providers. However, the chance of having an unplanned readmission within the first thirty 

days after being discharged was about 1.3% higher than patients that were treated by 

other providers. (Center for Medicare, 2016) 

 

Model 3 

As in the second model, under model 3, Medicare would continue to make fee-for-service 

payments to providers and suppliers. This model would start with 30, 60 or 90 days of 

post-acute, which would follow a hospital stay. Organizations that choose to participate 

in this model will have performance accountability as well as financial accountability for 

episodes of care. The episode initiator would be the post-acute provider care or physician 

group practice. The main goal of the model is to provide more coordinated care and to 

also lower Medicare’s current costs. The condition would also be based on one or more 

of 48 available episodes that are based on families of diagnosis-related groups, one of the 

MS-DRGs. There are currently 836 participants that are made up of 725 episode initiators 

(post-acute provider of care.) Model 3’s results were calculated after its fourth quarter in 

2013 where there were six awardees. (Center for Medicare, 2016) 
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All of the BCPI participants were located in urban areas in the Midwest and South and 

are non-profit. 35 out of the 48 MS-DRGs were used and changes in utilization were 

noted. The average numbers of days of post acute care was 16 days, while it was 21 days 

for the patients in comparison groups. There was also a change in quality as the 30-day 

unplanned readmission rate for BCPI patients increased 1.3% from the baseline period to 

the intervention period. (Center for Medicare, 2016) 

 

Model 4 

Within the fourth model, there is a bundled payment given to the hospital that covers all 

of the services that are made by the hospital, doctors and any other third party 

practitioners that participated in the episode of care. It would cover inpatient stay as well 

as all physician services. The initiators of the episode would be acute care hospitals and 

the conditions would be picked from 48 episodes that are based on diagnosis-related 

groups. As of July 1, 2016, Model 4 has about 10 participants currently and is comprised 

of 1 episode initiator. (Center for Medicare, 2016) 

 

Implementation of Models 2 through 4 

For the second, third and fourth model, there are two necessary phases of 

implementation. The first phase consists of a type of preparation period in which the 

Center of Medicare and Medicaid services work with participants in order to decide how 

to implement the proposed model. There is also the assumption of financial risk that can 

be incurred and is discussed by the two parties. Then the second phase is referred to as 

the “risk-bearing” period. This phase will not occur until an agreement is made within 
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phase 1. The participant will need to assume financial liability and the health care 

providers, as well as the initiators of the episode, will not bear risk directly.  The 

initiators of the episode include acute care hospitals, physician group practices, nursing 

facilities, and long-term care hospitals. (Center for Medicare, 2016) 
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Understanding the types of payments: 

The health care system in the United States is currently dealing with a fee-for-service 

payment, which is a system in which each procedure is paid for separately. This is what 

we refer to as a retrospective payment. Below I have provided a quick analysis of the 

main pros and cons of each possible payment system.  

PROS 
 
Prospective Payment Pros (Bundle) Retrospective Payment Pros (FFS) 
 

• Reduces the incentive for 
physicians to make unnecessary 
appointments. 

• Reduces costs while still paying out 
a reasonable amount of money to 
facilities.  

• Many different types of bundles are 
possible, can be adaptable to 
different situations. 

• Discourage unnecessary medical 
procedures 

• Lower out of pocket price for 
consumers 

• Turns a complicated system into a 
more straight-forward 

• It makes paying out more simple 
and a faster process 

• It is an incentive for providers to be 
more cost-conscience 

• Can lower the costs of insurance 
premiums for consumers 

• Great incentive for providers to stay 
up-to-date on ways to control costs 

• Since there are so many types of 
bundled payment models to choose 
from, there is a high degree of 
flexibility  

• Gain sharing may be able to boost 
payments to physicians 

 

 
• Relatively easy to fix prices since it 

is focused on one specific service, 
procedure, etc. 

• Simple to calculate since it is on a 
small scale.  

• Can be changed more easily as it 
does not have as many components 
within it. 

• Can be tailored to each separate 
procedure as many procedures may 
have additions to take into 
consideration.  

• Any kind of indirect costs such as 
capital can be easily adjusted and 
added to the payment  

• Revising these payments is not very 
difficult when it comes to political 
and through economic research 
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CONS 
 
Prospective Payment Cons Retrospective Payment Cons 
 

• Can be very difficult to propose a 
fair price. 

• May incentivize physicians to treat 
a larger quantity of patients and 
reduce the quality of the services 
provided. 

• Physicians may be hesitant or 
unhappy to use this payment 
because they may feel they will be 
underpaid.  

• It is possible that procedures that 
are seen as unimportant may be 
taken out of the equation while 
other people may think otherwise.  

• Technology changes can mean that 
a bundle that worked well this year 
will not be correctly priced in the 
coming years  

• Revising bundles can be difficult, 
not only through economic analysis, 
but politically and according to 
government regulations  

• Accounting for overhead and 
indirect costs will be very difficult 
as they can vary quite a bit in each 
facility 

• Addressing items that are not 
covered in the bundle can create a 
lot of confusion, conflict, and may 
actually slow down the payment 
process. 

• Success is not guaranteed even if 
hospitals and physicians are 
incented on quality and 
collaboration  

• Hospitals worry that certain models 
will lead to readmission risks 

 

 
• Physicians have the incentive to 

provide unnecessary services in 
order to make more money.  

• More hassle for consumers, as they 
must report to health care 
constantly.  

• Physician does not have as much 
incentive for good quality of care. 

• Patients suffering a long term 
illness will most likely rack up huge 
medical bills as their procedures 
will all be separately charged.   

• Can cause for insurance premiums 
to be higher 
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Current Payment Structure 
 
Most health care systems have a fee-for-service structure or are based mainly on this 

payment structure. The United States has some of the highest costs for medical care in the 

entire world, with 60% of personal debt being linked to health related bills. Medicare has 

been presented with the authority to test out the new payment models presented above. 

With the most popular fee-for-service structure, Medicare is believed to be spending 

more money than is necessary and bundled payments have the potential to save providers 

millions of dollars. The episode models have the potential to save Medicare and their 

beneficiaries millions and Medicare’s secretary of health and human services, Sylvia 

Mathews Burwell, has committed to trying to tie 50% of Medicare payments to new 

alternative payment models by the conclusion of 2018.  
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Comprehensive Care for Joint Replacement Model 

There has been one model of a bundled system that will be put into system in April. This 

model is called the Comprehensive Care for Joint Replacement Model and is being 

implemented by the center of Holds hospital accountable for quality of procedures 

starting in April. Some of the most common inpatient surgeries are hip and knee 

replacements; therefore this model has been aimed to provide better support and more 

efficient care to patients undergoing these procedures. These two types of surgeries can 

require a very lengthy recovery period and in 2014 alone there were more than 400,000 

of these procedures performed. Altogether, these procedures cost more than 7 billion 

dollars for hospitalizations, excluding other costs. Regardless to the high number of these 

procedures performed, the surgeries vary drastically in quality and costs of the care of 

these patients among providers.  

For example, it has been found that some facilities have a three times higher rate of 

complications compared to others. Some facilities have an even higher rate and this 

would increase the chance that the patient would eventually have to be readmitted into 

the hospital. For Medicare, the average expenditure for one of these surgeries ranges 

from $16,500 to $33,000 for hospitalization, surgery and recovery. Medicare has set the 

goal to have 50% of all fee-for-service payments to be made by 2018. The 

Comprehensive Care for Joint Replacement model aims to improve the quality and 

efficiency of care for patients, creating a system that spends less money, while still 

delivering better care for healthier Americans.  
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Within the CJR model, hospitals included in the model would be held financially 

accountable for the cost and the quality of the procedure and would incentivize 

coordination of the care provided by physicians, hospitals, and third party providers. The 

episodes that are treated under this model would be MS-DRG 469, which refers to major 

joint replacement with major complications, and MS-DRG 470, which refers to major 

joint replacement without complications. The episode would start with the entrance of the 

patient into one of the participating facilities and is discharged under a major joint 

replacement, and would end 90 days after the patient is discharged. This aims to cover 

the entire period that the patient needs for recovery, which aims to avoid any possible 

complications.  

At the end of each year that the model is performed, actual spending for the episode will 

be compared to a target set by Medicare. The quality and episode spending performance 

of the hospital will be analyzed and then the hospital may receive an additional payment 

from Medicare. They also may be penalized if it seems that the quality is low or if the 

episode spending was too high. The actual episode payment amount will be adjusted in 

the case of special payment provisions within Medicare payment systems, payment for 

services that affect the end of an episode, and high payment episodes.  This model is 

being tested in 67 geographic areas in counties where the population was at least 50,000 

people. In this model, patients still have the freedom to choose what services and 

providers they want to have within their episode. The CJR model will be tested for five 

performance years and is based on a 90-day limit. (Center for Medicare, 2016)  
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Two-Sided Risk Model 

Within the CJR model a two-sided risk model has been proposed for hospitals who 

choose to participate. This model represents the idea that if the quality of the episode 

meets or exceeds quality benchmarks the hospital will be rewarded and if the opposite is 

true, they will be penalized. The target prices would be adjusted on a yearly basis to make 

sure the set budget is realistic and attainable by the participating facilities. During the 

first performance year, the participating hospitals would not have to pay any fee for 

spending more than the target price, as this would be a kind of trial period. The two-sided 

risk model would be applied for the following performance years, which would be year 2 

through 5.  

The reason the two-sided risk model has been implemented is not to necessarily penalize 

participants, but as a repercussion to make sure participants have the incentive to improve 

quality and efficiency while still spending less. This incentive is aimed at coordinating 

care and delivery of the hospitals. The first year is not accounted for because Medicare 

has noted that it can take several months to implement the model and it is their job to 

consider this. Risk would gradually be phased into year 2, which would give the hospitals 

more time to adjust. The third year would be completely phased in and if the spending is 

greater, the hospital will be penalized. The hope is that by the third year the CJR model 

will be successfully implemented and hospitals will be reaching the quality benchmarks 

and target price. 
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Arguments Against the CJR model 

The CJR model has been a large topic for debate since its launch. There are many people 

that believe this model would encourage fewer choices for consumers and many believe 

there would be less of an emphasis on quality. There is a consistent fear that there will 

only be an emphasis on cost efficiency. Not only are people skeptical of the CJR model 

but the bundled payment idea in general. The way it is set up makes it seem more like a 

“pay for performance” instead of a true episode payment. Basically, the argument is that 

in a true episode payment (a bundled payment) all providers would work together to 

provide the best outcomes at the most efficient economic cost. Providers have flexibility 

under this system to redesign the way they deliver care, which would include paying for 

the services mentioned that were not provided before.  

One of the main reasons the CJR model is not believed to be a true episode payment 

system is that in a theoretical episode payment, the providers will determine how much it 

will cost to provide the necessary services for each episode. The payer would then decide 

if it would be willing to pay this amount. In the proposed CJR model, Medicare decides a 

spending target that is based on the average of the procedure that have been performed on 

knee and hip surgery patients in all hospitals across the nation. The hospitals are then 

forced to conform to this amount. Another difference noted is that in a true episode 

payment system, providers would be allowed to decide with what other providers to work 

with. They would have a lot of say in how they would like to coordinate care.  

The CJR proposal is not seen as a true episode payment as described, instead it is seen as 

a system that is solely paying on performance. This is because in the proposed model it 

would seem that the practice would not be given control over what services the patient 
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received, as they should in the theory of a true episode payment. Also, the providers have 

no obligation to control how many services are provided. Although the amount of 

services would not be controlled, if the hospital made too many services, they would be 

charged a penalty. (Center for Healthcare Quality & Payment Reform, 2016) 

 

Fears of Bundling Badly 

Although there have been several successful bundles tested and there is hope for the 

move from fee-for-service to complete episode payments, there are several fears and 

criticisms about the bundling system. One is that these payments will affect the quality of 

the treatment. Some skeptics believe that this payment may discourage innovative 

approaches to certain procedures, as there are strict guidelines to follow. Although it is 

important to those creating the structure of the payment models to keep quality a top 

priority, it is possible that with a set amount of doctor visits, there may be a loss of 

quality because of the loss of time. There is a fear of discouragement of innovative 

procedures as well as a cut in payment amounts could lead to shortages of services as 

well as other undesirable effects.  

There is also the fear that if risk adjustment is poorly designed, hospitals may be 

pressured to perform less services and this may lead to more patients returning the 

hospital. However, most critics can agree that the theory of a successful retrospective 

payment is very attractive if correctly followed. It seems as though the CJR model may 

need some work before convincing the public that this would be a successful model. 

(Center for Healthcare Quality & Payment Reform, 2016) 
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Predicted Economic Gain 

The CJR model is believed to save Medicare $343 million dollars over 5 years if 

successfully implemented. At first, it will cost Medicare money to implement this model, 

but every year after that will be money saved instead. The following graph was provided 

by the Federal Register and gives predictions of the spending and gains within the first 

five years of the CJR model. The information is based off of 67 MSAs that were chosen 

and the dollar amounts represent millions of dollars.  

 

  
Performance year of the model Across all 5 

years of the 
model 2016 2017 2018 2019 2020 

Total episode 
spending $1,247 $2,562 $2,688 $2,821 $2,980 $12,299 

Net reconciliation 
payments** 11 (36) (71) (120) (127) (343) 

Reconciliation 
amounts 11 23 30 52 55 170 

Repayment amounts − (58) (101) (172) (182) (513) 

Net reconciliation as a 
percentage of total 
episode spend 0.8% −1.4% −2.6% −4.2% −4.2% −2.8% 
* Impact for 67 selected MSAs. All numbers rounded to closest million. 
** Sum of reconciliation amount and repayment amount may not add to net 
reconciliation payment due to rounding. 

Table 33—Estimates of Reconciliation Payments * 
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The first year of the CJR model is expected to cost $11 million dollars are estimated to be 

made in reconciliation payments to the hospitals. Since in the first year no hospitals will 

be required to make reconciliation payments, these will be non-existent in the first year. 

Seeing as the CJR model was implemented on April 1, 2016, the first “year” reflects the 

first 9-month period concluding on December 31, 2016. During the second year, hospitals 

are expected to pay about $36 million to Medicare when partial payment will be required. 

During the third year, this amount rises to about $71 million dollars in savings for the 

Medicare program. The fourth year rises to $120 million and the fifth to $127 million 

dollars. The total amount of savings represents about 2.8 percent of the total spending, 

which adds up to be about $343 million dollars out of the approximately $12.3 billion 

dollars of the total episode spending. Since these are estimates, actual results could vary 

dramatically. These results are based on research from 3 years prior for pricing strategies 

from analysis based on one-third of the hospital’s experience and the other two thirds of 

the regional experience.  

Performance years 1 and 2 will be using historical comprehensive care for joint 

replacement episodes which started anywhere from January 1, 2012 to December 31, 

2014. Performance years 3 and 4 will be using historical comprehensive care for joint 

replacement episodes which started anywhere from January 1, 2014 to December 31, 

2016. Performance years 5 will be using historical comprehensive care for joint 

replacement episodes which started anywhere from January 1, 2016 to December 31, 

2018. (Center for Medicare, 2016)  
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Conclusion 

Switching from a fee-for-service structure to episode (bundled) payments will be a 

process that will take time to implement, but has the potential to save Medicare a large 

amount of money. Bundled payments focus on high quality experiences within the most 

cost efficient benchmarks. Within my research I have found that there are many possible 

payment methods that could increase quality while lowering costs. Although there is 

much testing to be done with current models, successful implementation is possible and 

can be a great alternative to the fee-for-service payment structure. The five year result of 

the CJR model will be a very effective way of seeing if the bundled-payment system can 

be successfully implemented and save millions for the Medicare system.  
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Figures 

 
 
Figure 1: Provides a quick look into how the APMs aim to save money to the payer. 
 
Source: http://www.chqpr.org/downloads/Physician-
FocusedAlternativePaymentModels.pdf 
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Figure 2: Provides a quick summary of the four proposed BCPI models.  

Source: http://www.healthaffairs.org/healthpolicybriefs/brief.php?brief_id=148 
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Figure 3: Provides an easy to understand model of the differences between fee-for-

service and bundled payments.  

Source: 

https://www.strykerperformancesolutions.com/files/assets/images/large/1396453183_Slid

e8_HCR_Graph.jpg 
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Composite 
quality score 

Eligible for 
reconciliation 

payment 

Eligible for quality 
incentive payment 

Effective discount percentage 
for reconciliation payment 

(%) 

Effective discount 
percentage for repayment 

amount 

≤5.00 No No 3.0 Not applicable. 

>5.00 and ≤9.25 Yes No 3.0 Not applicable. 

>9.25 and 
≤15.20 Yes Yes 2.0 Not applicable. 

>15.20 Yes Yes 1.5 Not applicable. 

Table 13—Performance Year 1: Relationship of Composite Quality Score To Reconciliation Payment Eligibility and the 
Effective Discount Percentage Experienced at Reconciliation Under the Composite Quality Score Alternative Considered in 

the Proposed Rule 

Composite 
quality score 

Eligible for 
reconciliation 

payment 

Eligible for quality 
incentive payment 

Effective discount percentage 
for reconciliation payment 

(%) 

Effective discount 
percentage for repayment 

amount (%) 

≤5.00 No No 3.0 2.0 

>5.00 and ≤ 9.25 Yes No 3.0 2.0 

>9.25 and ≤ 
15.20 Yes Yes 2.0 1.0 

>15.20 Yes Yes 1.5 0.5 

Table 14—Performance Year 2: Relationship of Composite Quality Score to Reconciliation Payment Eligibility and the 
Effective Discount Percentage Experienced at Reconciliation Under the Composite Quality Score Alternative Considered in 

the Proposed Rule 

Composite 
quality score 

Eligible for 
reconciliation 

payment 

Eligible for quality 
incentive payment 

Effective discount percentage 
for reconciliation payment 

(%) 

Effective discount 
percentage for repayment 

amount (%) 

≤5.00 No No 3.0 3.0 

>5.00 and ≤ 9.25 Yes No 3.0 3.0 

>9.25 and ≤ 
15.20 Yes Yes 2.0 2.0 

>15.20 Yes Yes 1.5 1.5 

Table 15—Performance Years 3-5: Relationship of Composite Quality Score to Reconciliation Payment Eligibility and the 
Effective Discount Percentage Experienced at Reconciliation Under the Composite Quality Score Alternative Considered in 

the Proposed Rule 

Figure 4: These charts show how quality will be measured within the CJR model. 

Source: https://www.federalregister.gov/documents/2015/11/24/2015-29438/medicare-

program-comprehensive-care-for-joint-replacement-payment-model-for-acute-care-

hospitals 

 


