
As 
th e pr e s i d e ntia l 

election approaches, 
some may think that 
the f uture of  the 

Affordable Care Act (ACA) is uncertain. 
However, for physicians and other 
providers, the sea change generated by 
new reimbursement models, a focus 
on more coordinated care, and a push 
toward consolidating and merging into 
larger networks is well under way and 
likely to remain unchanged. 

To incentivize the provision of better 
coordinated care for Medicare patients, 
the ACA has adopted a variety of different 
value-based reimbursement models. 
Payment bundling is among the new 
reimbursement programs currently 
anticipated under the act. The concept 
itself is not new, and both public- and 
private-sector payers experimented with 
different models even before the ACA 
was adopted. 

In general, the concept of bundled 
reimbursement involves a single payment 
for a relatively distinct episode of care. 
Most frequently, these episodes of care 
have at their center a hospitalization for 
a specific need, such as a hip or knee 
replacement or a heart bypass. Part of 
the impetus for bundled payments from 
a quality-control perspective is the poten-
tial of such an incentive system to reduce 
unnecessary readmissions that may be 
caused by poor quality of post-acute care 
and/or insufficient dialogue between 
acute and post-acute care providers. 

During August 2011, the Centers for 
Medicare & Medicaid Services (CMS) 
announced the Bundled Payments for 
Care Improvement initiative (“Bundled 
Payments initiative”). This initiative is 
a voluntary pilot program; however, the 
ACA sets the stage for such programs 
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to be expanded if the pilot appears 
successful. For the Bundled Payments 
initiative, CMS sought input from provid-
ers in defining episodes of care and the 
ancillary services to be performed as part 
of the episodes. There are currently four 
broadly defined reimbursement models in 
the pilot. Two of the models are focused 
mainly on the provision of hospital 
services, and the other two include addi-
tional services, such as physician services 
outside the hospital, post-acute care 
services, equipment and Part B drugs. 
For reimbursement purposes, three of 
the models operate retrospectively, with 
providers bidding a discounted price 
on traditional fee-for-service care and 
then sharing any savings realized in the 
actual delivery of the care. In the fourth 
model, Medicare payers make a single, 
prospectively determined payment. 

The Bundled Payments initiative and 
other similar programs that link hospital 
and post-acute services necessitate dia-
logue among service providers to identify 
the range of services provided within an 
episode, create a global payment for the 
services and allocate that payment among 
the providers in an equitable manner. (See 
Tracey Aumiller’s “Achieving Bundled 
Reimbursement” in the May 2011 issue of 
professional services company KPMG’s 
Health Actuarial Insights). While participa-
tion in the Bundled Payment initiative is 
voluntary, a successful pilot program could 
lead CMS to pursue bundled payments as 
a standard reimbursement structure for the 
future, at least for certain discrete medical 
events. The ACA charges the secretary of 
Health and Human Services with submit-
ting interim and final reports regarding the 
pilot to Congress and further provides that 
a plan for implementing an expansion, if 
warranted, should be submitted to 

Congress no later than January 1, 2016. 
Notably, private providers have been test-
ing and using bundled payment models 
over the past several years as well, and that 
shift may increase if the final report from 
the pilot program yields positive results. 

Bundled payment programs have 
several potential consequences for physi-
cians and other providers. From a practice 
management and financial perspective, if 
bids for bundled reimbursements do not 
come from within large-scale networks 
or already established accountable 
care organizations (ACOs), negotiation 
among providers over the allocation of 
the bundled payment may prove cumber-
some and even contentious. Hospitals, 
physicians and other post-acute care 
providers must work together to allocate 
funding, cut costs and implement proto-
cols for the episode. Physicians may find 
their bargaining power compromised 
in these negotiations if hospitals and/or 
ACOs take the lead in bidding particular 
bundled services to payers. Just as with 
other value-based reimbursement pro-
grams, bundled payments may further 
drive the ongoing trend of physicians 
consolidating into larger care networks. 
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