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Carter Dredge

CMS Movement to Bundled Payments

&

The Arkansas Health Care Payment

Improvement Initiative

Why was I asked to talk to you?

• Developed the original business plan for 

Intermountain Healthcare’s Bundled Payment Pilot 

back in 2009  (helped shape CMS’ BPCI program)

• Researched healthcare payment innovation at 

Cornell University

• Alternative healthcare payment consultant at a 

venture-funded firm in Minneapolis

• Director alternative payment strategies at St. 

Vincent Health System in Little Rock

• Director of Healthcare Transformation for 

Intermountain Healthcare
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WHY BUNDLED PAYMENT?

3

What is Driving the Adoption of  Value-based 

Reimbursement Methodologies—Like Bundling?

4
Reference: APII Public Town Hall Meeting Update - August 2012
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Bundled Payment is a Good Place to Start

-Robert Mechanic & Stuart Altman (Health Affairs -2009)

Previous Attempts at Bundled Payment

• Earlier episode payment programs have had a hard time 

getting traction

– Single payer initiatives can create first-mover disadvantages for 

the leading payers if others don’t follow 

– Never reached the “tipping point” necessary for providers to 

change the way they practice

– Overly heterogeneous episode definitions were very burdensome
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Just Not Enough Critical Mass
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MEDICARE’S BPCI PROGRAM
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Some High Level Details About BPCI

• 4 models to choose from

– 3-year pilot program

• 48 bundles to choose from
– These 48 bundles account for 65%+ of Medicare’s total spend

• 467 participants initially accepted across 44 states
– However, there was significant drop-off between acceptance and formal contract execution

• Participation is based on the notion of “pay-to-play”

– Pay: provide Medicare a discount upfront of either 2% or 3% 

– Play: awardees can share both TCOC and internal cost savings directly 

with physicians

– Note: BPCI is the only CMMI program allowing this type of internal cost 

sharing (MSSP is completely silent on this issue)
8
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CMS Bundled Payment – 4 Models

*29 where from the State of NJ

(Bar graph representation  produced by the Advisory Board; modified) 
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THE ARKANSAS HEALTH CARE PAYMENT 

IMPROVEMENT INITIATIVE (APII)
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Some Details About the APII

1. Multi-Payer / Multi-Stakeholder

– Commercial Payers: Arkansas BCBS, Qualchoice

– Government Payers: Medicaid, Medicare – Still TBD?

2. Principal Accountable Providers

– The “Quarterback” for the Episode

3. Retrospective Reconciliation

– Builds off the current FFS framework

– “Quick to Market” Solution
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Multi-Payer / Multi-Stakeholder - APII

A Different Approach

– Government and private payers working together

– Significant public input (still taking input)

12Reference: APII Public Town Hall Meeting Update - August 2012
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Principal Accountable Providers – Who Are They?

• A single provider (e.g. a physician or a hospital) is selected to be 
responsible for the all of the costs and quality for the episode—they 
become the Principal Accountable Provider (PAP).

• Payers choose a PAP based on three criteria*:
– Main decision maker for most care during episode

– Ability to coordinate or direct other providers

– Meaningful share of costs or volumes

• Example: Hip/Knee Replacement—PAP is the Orthopaedic Surgeon
– This is different from Medicare’s Bundled Payment for Care Improvement 

Initiative, which allows multiple entities  (e.g. hospitals/conveners/physician 
groups) to assume the risk

– Non-PAPs are not directly financially at risk

13*Reference:  APII Cross-Episode Update – March  2012

X

PAP is primarily the doctor

Principal Accountable Providers – Phase 1 Episodes

14
Reference: APII Public Town Hall Meeting Update - August 2012

-or-
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More Episodes Coming Fast…
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Additional Confirmed Bundles:
• Cholecystectomy (gallbladder removal)

• Tonsillectomy

• Colonoscopy

Under consideration:
•Cardiac care:  AMI,  CABG,  PCI (angioplasty) 

• Orthopedic care: back pain, joint arthroscopy

• Behavioral health: depression, bipolar disorder

• Other specialty procedures: dialysis, hysterectomy

• Stroke

• Neonatal Intensive Care

• Preschool children with developmental delays

Risks and Rewards

16

• Risk = Uncertainty of the level of spending and clinical outcomes for a 

clinical episode

• Risks and rewards go together 

• More risk is not inherently bad, and typically speaking, the larger the risk, the larger 

the potential reward; managing risk is about influence, control, and scale

• Two main classifications of risk for healthcare payment:

• Actuarial Risk: (e.g. someone getting sick)

• Performance Risk: (e.g. errors, inefficiencies, patient behavior)

• The APII is shifting performance risk to providers, with the logic that those 

providers have more control over these risks

RISK

TRANSFER
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Hip/Knee Episode (APII Definition) 

• Episode duration: 30 days pre-surgery to 90 days post 

– Total Knee and Total Hip Replacements Only

• Does not include revisions or partials

• Is triggered by physician-billed CPT codes (e.g. 27130)

• Must also fall into DRG 470 (no major complications) 

– Episode also includes things like pre-operative evaluations, imaging, 

implants, and post-acute care (e.g. IRF/SNF) and readmissions

– Certain patients are excluded—ESRD, Pregnant, Autoimmune Diseases, 

Organ Transplants, and a few other factors 

– Quality Triggers: 30-day all cause readmissions

– Quality Trackers: Post-Op DVT/PE, 30-day wound infection rate
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Retrospective Reconciliation – Overview

18
Reference: AHCPII Public Town Hall Meeting Update - August 2012
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Retrospective Reconciliation – Thresholds

19Reference: AHCPII Public Town Hall Meeting Update - August 2012

Retrospective Reconciliation – Gains and Losses

20Reference: AHCPII Public Town Hall Meeting Update - August 2012
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Preliminary working draft; subject to change
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Determination of the PAPs shared-savings and shared-losses

Gain sharing 
limit

Commendable 
threshold

Acceptable 
threshold

Commendable 

performance

Acceptable 

performance

Beyond commend-

able performance

Sub-par 

performance

Providers whose 
costs exceed the 
acceptable threshold 
will be held 
responsible for a 

share of costs 

above this 

threshold – shown 
by the arrow above

The provider neither 

gains nor loses 

because costs are 
neither above the 
acceptable threshold 
nor below the 
commendable 
threshold

Savings below the 
commendable 
threshold – shown 
by the arrow above–
are shared between 
provider and Payer, 
until the gain sharing 
limit is reached

The provider will 
receive a share of 
savings up to a 

gain sharing limit, 

but not beyond

Average cost per episode for each Principal Accountable Provider (PAP), at satisfactory quality level

Note: Each participating Payer will determine the level of upside and downside sharing for each episode

Stop-loss 
Limit*

*PAPs down-side risk is capped at  

the stop-loss limit

Reference: AHCPII Public Town Hall Meeting Update - August 2012

Preliminary working draft; subject to change
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Episode payment model: illustrative example

Amount of gain or 

risk sharing

Principal Accountable 

Provider(s) A

Sub-par cost performance

$17,500

$11,000

Principal Accountable 

Provider(s) B

Commendable cost performance

▪ Average episode cost is 
$500 above acceptable 
threshold

▪ Excess cost is divided 
between Payer and PAP

▪ Average episode cost is $1000 
below acceptable threshold

▪ The PAP shares this gain with the 
Payer, so long as quality 
measures are satisfactory

$17,000
Acceptable cost 

threshold1

$12,000Commendable cost 

threshold1

$3,500Gain sharing limit1

%TTL NRStop-Loss Limit1

Reference: AHCPII Public Town Hall Meeting Update - August 2012
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Retrospective Reconciliation – Transition
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Reference: AHCPII Cross Episode Update

Carter Dredge

Email: carter.dredge@gmail.com

“If it doesn’t work everywhere, in the 

long run, it won’t work anywhere.”

Thank You.


