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You Should Know 
•Where to find the slides: 
http://cmmi.airprojects.org/BPCI.aspx  

•The views expressed in these presentations 
are the views of each speaker and do not 
necessarily reflect the views or policies of the 
Centers for Medicare and Medicaid Services. 
The materials provided are intended for 
educational use and the information 
contained within has no bearing on 
participation in any CMS program. 

 

http://cmmi.airprojects.org/BPCI.aspx
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Objectives for Accelerated 
Development Learning Sessions 

• Support practitioners in their efforts to 
successfully implement bundled 
payment in support of the three-part aim.  

• Share expert knowledge and lessons 
learned by early adopters. 

• Set stage for continued collaborative 
learning during implementation.  
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Agenda 

•Presentation: Episode Construction, Robert 
E. Mechanic, MBA 

•Presentation: Preparing for Episode 
Payment, Thomas R. Graf, MD  

•Questions & Answers: Mechanic & Graf  
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Presenters 
Robert E. Mechanic, M.B.A, is Senior Fellow at 
the Heller School of Social Policy and Management at 
Brandeis University and Executive Director of the Health 
Industry Forum, a national program working on strategies for 
improving the quality and effectiveness of the U.S. 
healthcare system. Prior to Brandeis, Mr. Mechanic was a 
Senior Healthcare Analyst with Forrester Research, a Senior 
Vice President with the Massachusetts Hospital Association, 
and a Vice President with the Lewin Group. Mr. Mechanic’s 
work has been published in the New England Journal of 
Medicine, JAMA, and Health Affairs. He is a trustee of Atrius 
Health, a 900-physician multispecialty group in Eastern 
Massachusetts. Mr. Mechanic earned an MBA in finance 
from The Wharton School at the University of Pennsylvania 
and a BS in economics with distinction from the University of 
Wisconsin. 
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Presenters 
Thomas Graf, M.D, is Associate Chief Medical Officer 
for Population Health and Chairman of the Community 
Practice Service line for Geisinger Health System. Dr. Graf is 
responsible for the Value Re-Engineering of the Care 
Continuum and other Population Health initiatives for 
Geisinger. He has also implemented nearly 40 NCQA Level 
III accreditation Medical Home sites in the Geisinger 
ProvenHealth Navigator model. Dr. Graf serves as a content 
expert for the AHRQ’s Patient Centered Medical Homes 
Project, and AMGA’s Caring for Patients with Multiple 
Chronic Diseases Collaborative. The Value Re-engineering 
efforts of Geisinger were recently recognized as the AMGA 
2011 Acclaim award winner. 
 
Prior to joining Geisinger, Dr. Graf was also the Director of 
the Southwest Georgia Family Practice Residency. 
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Bundled Payment for Care Improvement Initiative 
Accelerated Development Learning Session #4 

March 13, 2012 

Robert Mechanic 
Senior Fellow 

Brandeis University 

Brandeis University 
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Summary 

• Bundled payment overview 

• Bundle characteristics 

• Elements of bundle design 

• Risk assessment and risk adjustment 
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Bundled Payment 

Professional 
services

30 - 180 day look-forward

Index Hospitalization

Inpatient Professional

Outpatient Professional

Inpatient 
Stays ReadmissionSNF
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Calculating Medicare Payments Under BP Pilot 

2008 - 09

Historical 
Cost Per 
Episode

Target 
Price

2013

BPLN
Episode Definitions

Risk Adjustment

Actual
FFS Cost

Settlement

CMS 
Discount*$12,200

$13,320

$12,900

$420

Update 
Factor*

* For illustration 
update = 3%/yr 
discount = 3%

Note: CMS has not announced a method for adjusting between historical and performance period
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Average Risk-Adjusted Spending: Medicare Admission Plus 30 days 
   

Comparing Hospitals in Low and High Resource Use Quartiles 

Congestive Heart Failure 

Service Low Average High Percent Dollars 

Total episode    $7,757    $9,278   $11,019        42.0%    $3,262 

Hospital      4,837      4,826       4,824          0.0%         (13) 

Physician         612         647          650          6.9%           38 

Readmission      1,102      1,986       2,965      169.0%      1,863 

Post-acute         842      1,378       2,041      142.0%      1,199 

Other         363         441          539        48.5%         176 

Source:  MedPAC, June 2008 
Source: MedPAC 
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Avg. 2008 Medicare Payment for Select DRGs 
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Avg. 2008 Medicare Payment for Select DRGs 
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2008 Episode Spending By Setting (30 days) 

DRG 470: Major Joint Replacement w/o CC, MCC 

 
Episode 

Percent With 
Claim 

Mean Cost Per 
Service User 

Index Admission 100.0% $11,079 

Rehab 12.7% $13,021 

SNF 39.4% $9,347 

LTAC 0.3% $32,298 

Home Health 68.6% $3,538 

Readmission 11.7% $12,798 

Source: RTI Inc, Post-Acute Care Episodes: Expanded Analytic File, June 2011 
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Episode Spending By Setting: Admission Plus 30 Days 

DRG 292: Heart Failure with CC 

Episode 
 

Percent With 
Claim 

Mean Cost Per 
Service User 

Index Admission 100.0% $5,322 
Rehab 2.9% $16,744 
SNF 48.6% $13,222 
LTAC 1.6% $35,233 
Home Health 66.2% $4,422 
Readmission 41.8% $17,682 

Source: RTI Inc, Post-Acute Care Episodes: Expanded Analytic File, June 2011 
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Distribution of Post-Discharge Cost for CHF Episode 
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Bundle Building Activities 

• DRG selection 
− Individual versus pooled DRG bundles 
− Frequency, cost variation within DRG over time 
− Alignment with desired clinical strategies 

• Exclusions 
− Applicants must take all patients in selected DRGs 
− Readmission DRGs 
− Part B services 

• Episode length 
• Risk adjustment 
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Considerations for Choosing Episodes 

• Case volume 
• Cost profiles 
• Risk factors 
• Opportunities 
• Preparedness 
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Prometheus Episodes by DRG: CABG & PCI 

Source: Prometheus Payment. 
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Prometheus Episodes by DRG: CHF and COPD 

Source: Prometheus Payment. 
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Sources of Risk 

• Low case volume  -> random variation 

• Catastrophic cases, outliers 

• Heterogeneity within an episode (DRG) or 
within DRGs (diagnosis)  

• Changes in case mix over time 
– Systematic trends in who is referred or admitted  

• Complications (POA vs. HAC) 

• Failure to follow care-redesign protocols 
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Impact of Case Volume on PAC Cost Variation by Hospital 

$9,000
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$15,000

$18,000

$21,000

$24,000

$27,000

25 - 50 51 - 100 101 - 200 201+

+$9,200

+$1,900

-$2,800

-$7,500

Illustrative Analysis of Variation in PAC Cost for CHF Episodes

  

Number of Cases Per Hospital

Range = 5th – 95th Percentile
 = Expected PAC Cost

Source: Illustrative analysis based on prior knowledge of data characteristics and and statistical properties. 
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Risk Mitigation 
• Appropriate fidelity to strong clinical 

interventions 
• Bundle design 
− Select high volume DRGs or large number of DRGs to 

spread out the impact of random variation 
− Narrow clinical focus/single DRG 
− Exclusions 
• Risk and severity adjustment 
• Reinsurance 



24 
Impact of Reinsurance to Reduce Impact of High Cost Cases 

Illustrative Analysis of Variation in PAC Cost for  CHF Episodes
Hospitals With 101 – 200 Cases
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Source: Illustrative analysis based on prior knowledge of data characteristics and and statistical properties. 



25  Adjusting for Risk 
1. DRG case mix 

 Adjust for the specific DRG that triggered the bundle 

2. Clinical events during stay 
 Principal diagnosis  
 Other diagnoses that ‘appear’ on hospital record 
 Adjust for severity indicators within the inpatient stay 

(e.g., hemorrhage) 

3. Patient risk prior to admissions 
 Risk adjustment model such as the CMS HCC model 

that predicts future costs based on diagnoses observed 
prior to admission,  
e.g., 6 months 
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Another View of Risk in The CMS Pilot 

100.0%
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0%
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Total revenue Medicare inpatient
revenue

Episode DRGs 3% CMS Discount

Source: RTI Inc, Post-Acute Care Episodes: Expanded  Analytic File, June 2011 
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What’s Next? 

• Assess the opportunities 

• Assess your capabilities and readiness 

• Develop clinical & administrative strategies 



Preparing for Episode Payment 

Bundled Payment for Care Improvement Initiative 
Accelerated Development Learning Session #4 

March 13, 2012 

Tom Graf, MD 
Geisinger Health System 
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Summary Clinical Bundle Payment Strategies 

• Understanding targets 

• Developing redesign strategy 

• Clinical areas of redesign 
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Higher Cost Associated with Lower Quality 

Baicker K, Chandra A. Health Affairs Web Exclusive, April 7, 2004: W4 184-97. 
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Leveraging Quality to Reduce Cost 

• Hospital  

• Post Acute 

• Physician 
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Leveraging Quality to Reduce Cost 

Episodes DRG 292 (HF) 
Percent With 

Claim 

DRG 470 (Joint) 
Percent With 

Claim 
Index Admission 100.0% 100.0% 

Rehab 2.9% 12.7% 

SNF 48.6% 39.4% 

LTAC 1.6% 0.3% 

Home Health 66.2% 68.6% 

Readmission 41.8% 11.7% 

Source: RTI Inc, Post-Acute Care Episodes: Expanded Analytic File, June 2011 
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Leveraging Quality to Reduce Cost 

Episodes DRG 292 (HF) 
Mean Cost Per 
Service User 

DRG 470 (Joint)  
Mean Cost Per 
Service User 

Index Admission $5,322 $11,079 

Rehab $16,744 $13,021 

SNF $13,222 $9,347 

LTAC $35,233 $32,298 

Home Health $4,422 $3,538 

Readmission $17,682 $12,798 

Source: RTI Inc, Post-Acute Care Episodes: Expanded Analytic File, June 2011 
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Leveraging Quality to Reduce Cost 

• Hospital  
 Supply chain 

 Standardization 
– Clinical 
– Operational 

 Transitions of Care 
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Leveraging Quality to Reduce Cost 

• Post Acute 
 Modality of Choice 

 Facility of Choice 

 Care Connectivity 

 Advanced Care opportunities 
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Leveraging Quality to Reduce Cost 

• Physician 
 Primary Care 

– Medical Home 
– Transitions of Care 
– Targeted, Proactive Care – emerging exacerbation 

management 
– IT accelerators 

 Specialty care 
– Defined best practice standards 
– IT accelerators 
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ProvenCare ® Key Process Redesign Principles 

• Eliminate any care steps that can be.  

• Automate any work that can be.  

• Delegate work that must be done to 
appropriately trained non-physician staff 
when possible.  

• Incorporate into standard practice by using 
tools to enhance the reliability and efficiency 
of the care provided.  

• Activate and engage the patient.  
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ProvenCare®:Success Characteristics 

• Motivated clinicians with enthusiastic leadership 

• Good baseline performance (external data) 

• Consensus and evidence based guidelines available  

• Established models with benchmarks 

• Robust clinical informatics system 
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ProvenCare®:Guideline to Action 

14. In patients hospitalized with HF with reduced ejection fraction not                   
treated with oral therapies known to improve outcomes, particularly     ACE 
inhibitors or ARBs and beta-blocker therapy, initiation of these therapies is 
recommended in stable patients prior to hospital discharge.239,240 (Level of 
Evidence: B) 

• What are the appropriate agents? 

• What are the appropriate dosages? 

• Who is responsible for ensuring they are started/re-started? 

• How is the process “hard-wired?” 

• How will we measure compliance? 

• How will we report success? 

• What is the feedback/CQI process to improve if not 100%? 
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ProvenCare®   CHF: Process flow 

PCP 
Clinic

Card 
Clinic

Inpt SNF PCP 
Clinic

•Beta Blockade

•People
•Process
•Tools
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ProvenCare® & Process Reliability 
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ProvenHealth Navigator ® Impacts  CHF 
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ProvenHealth Navigator ® Impacts  CHF 
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Questions for Presenters 

1. Ask a question of one of today’s 
speakers by using the chat function. 

2. Direct a question about CMS 
Innovation Center Bundled Payment 
for Care Improvement Initiative to: 
BundledPayments@cms.hhs.gov. 

 

mailto:BundledPayments@cms.hhs.gov
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What’s Next—Upcoming Sessions 

Contractual and Governance Issues 
among Providers in Bundled Payment 

March 22, 3:30 - 4:30 pm ET 

 

Announcements, slides and transcripts: 
http://cmmi.airprojects.org/bpci.aspx  

 

http://cmmi.airprojects.org/bpci.aspx
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Remember 

The views expressed in these presentations 
are the views of each speaker and do not 
necessarily reflect the views or policies of 
the Centers for Medicare and Medicaid 
Services. The materials provided are 
intended for educational use and the 
information contained within has no bearing 
on participation in any CMS program. 
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Weslie Kary, MPP, MPH 
American Institutes for Research 
2800 Campus Dr., Suite 200 
San Mateo, CA 
 
Suggestions about curriculum: bpci-web@air.org 
ADLS info: http://cmmi.airprojects.org/bpci.aspx  
 

mailto:bpci-web@air.org
http://cmmi.airprojects.org/bpci.aspx
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