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Medicare Releases Comprehensive Care for Joint Replacement Model

In November of 2015, the Centers for Medicare &
Medicaid Services (CMS) published a final rule
detailing the Comprehensive Care for Joint
Replacement (CJR) program.* In brief, CJR is a
bundled payment model that holds hospitals accountable
for all of the care associated with hip and knee
replacement surgeries, as opposed to only holding
hospitals responsible for the cost and quality of the
inpatient stay associated with these surgeries.” In
enacting this program, which is slated to begin on April
1, 2016, CMS is continuing its drive towards value-
based care, by offering incentives for providers to
reduce spending, and improve the quality and
coordination of care for many Medicare beneficiaries.®
This Health Capital Topics article will detail the
methodology behind the CIJR model as well as explore
how the CJR program may impact participating
providers.

The CJR program seeks to bundle payments made to
providers for major joint replacement services into a
single payment. Under the CJR program, CMS will
modify the payments made to any hospitals that meet
three conditions: (1) hospitals that are reimbursed under
the Inpatient Prospective Payment System (IPPS); (2)
hospitals that discharge Medicare beneficiaries in one of
the two Medical Severity Diagnosis Related Groups
(MS-DRGs) related to major joint replacement or
reattachment of a lower extremity (i.e., MS-DRGs 469
and 470); and, (3) hospitals that are located in one of 67
metropolitan statistical areas (MSAs) selected by CMS
for inclusion in the CJR model.* The only hospitals that
meet all three of these conditions that are not required to
participate in the CJR model are hospitals that are
already participating in models 1, 2, or 4 of the Bundled
Payments for Care Improvement (BCPI) Initiative, a
separate CMS bundled payment program.® As of
November 12, 2015, approximately 800 hospitals across
the United States meet all three of these conditions (and
are not already participating in the BCPI), and therefore
will be included in the CJR model.®

The CJR will go into effect on April 1, 2016, and will
continue through five performance years (PYs),
concluding on December 31, 2020 (PY1 is only nine
months long, concluding on December 31, 2016).
During each of the five PYs, Medicare will pay all
relevant providers according to their normal fee-for-
service (FFS) payment schedules.® However, CMS will
track all payments on related Medicare claims for items
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or services rendered during a CJR episode, which
begins at the admission of Medicare beneficiary in one
of the relevant MS-DRGs, and ends 90 days after the
discharge of said Medicare beneficiary.” At the end of
each of the PYs, CMS will compare the actual payments
made during CJR episodes to a target payment. The
target payments are based on a blend of the following:
(1) three years of historical data on expenditures for
CJR episodes in a specific hospital; and, (2) three years
of historical data on expenditures for CJR episodes in
other hospitals in the specific hospital’s region.™
Further, the target payments incorporate a 3% discount,
which serves as Medicare’s savings under the CJR
model.™ If a hospital’s actual payments are lower than
CMS’s target payment for that hospital, then CMS will
pay the hospital a reconciliation payment equal to the
difference.’? Conversely, if the hospital’s actual
payments are higher than CMS’s target payment for that
hospital, then the hospital must repay the difference to
CMS.®®  However, for PY1, CMS will not require
hospitals to make payments to the Medicare program if
actual expenditures exceed target expenditures.**

Notably, the payments between hospitals and the
Medicare program are subject to a cap. In PYs 1 and 2,
payments between hospitals and the Medicare program
(whether in the form of reconciliation payments to
hospitals from CMS, or payments to the Medicare
program from hospitals) are capped at 5% of the target
payment.®> However, in PY1, this cap operates purely as
a stop-gain mechanism for hospitals, as hospitals have
no downside risk in PY1 of the CIR model.*® In PY3,
this cap on payments between hospitals and the
Medicare program rises to 10% of the target payment,
and in PYs 4 and 5, the cap rises to 20% of the target
payment.*’

Although hospitals are the primary target of reforms in
the CJR program, the bundled payment model is
designed to improve care coordination with other, non-
hospital ~providers.® Under the CJR program,
participant hospitals may contract to share risks and
rewards with certain other types of providers, which
include, but are not limited to: (1) skilled nursing
facilities (SNFs); (2) physician and non-physician
practitioners; and, (3) long-term care hospitals.”® In
addition to potentially reaping the financial rewards
associated with sharing in reconciliation payments or
any inherent cost reductions, these associated providers
may also be incentivized to collaborate with hospitals
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due to the presence of various waivers of current
Medicare program policies for providers who are
participating in the CJR.*’ For example, for those
providers participating in the CJR, beginning in PY2,
CMS will waive the requirement that Medicare
beneficiaries must receive at least three consecutive
days of inpatient hospital care in order for that
beneficiary’s subsequent stay in an eligible SNF to be
covered under Medicare.?* Similarly, for post-discharge
visits to a CJR beneficiary’s home, CMS will waive the
direct supervision rule for physician services, instead
allowing the clinical staff of a physician or a non-
physician practitioner to furnish services in a
beneficiary’s home under a physician’s general
supervision.”? These waivers of Medicare payment
policies may allow providers that are collaborating with
CJR participating hospitals to provide services to more
beneficiaries, simultaneously improving the
beneficiary’s access to care and the collaborating
provider’s revenue. However, in order to ensure that
quality of care is maintained, these Medicare program
waivers are subject to certain restraints. For example, in
order to be eligible for waiver of the SNF three-day
rule, beneficiaries must be discharged to an SNF with a
rating of at least three stars on the CMS Nursing Home
Compare website.”

Participating hospitals should note that the hospital, not
the collaborating provider, is ultimately responsible for
expenditures in CJR episodes of care as well as for the
regulatory compliance of other providers with which the
participant hospitals collaborate.”* Further, under the
CJR model, participant hospitals must retain at least
50% of the downside risk of repayments to the
Medicare program (resulting from actual expenditures
in excess of target expenditures), and participant
hospitals may not assign more than 25% of their
repayment responsibility to any one provider or
supplier.®®

In addition to reducing costs, the CJR model also
includes provider incentives that seek to improve the
quality of care for Medicare beneficiaries undergoing
hip or knee replacement surgery. In order to receive
reconciliation  payments  for  reducing  actual
expenditures below target expenditures, participant
hospitals must earn sufficiently high composite quality
scores.”® These composite quality scores are calculated
using quality metrics related to both patient satisfaction
and complications in hip and knee replacement
surgeries.”’ Hospitals may also voluntarily submit data
pertaining to patient-reported outcomes of total hip and
knee replacement surgeries, the submission of which
will improve a hospital’s composite quality score (i.e.,
this provision incentivizes hospitals for reporting, not
for performance).®® In addition to reconciliation
payments, participant hospitals with high composite
quality scores may be eligible for a quality incentive
payment, which takes the form of a reduced discount
related to the calculation of the participant hospital’s
target payments (typically at 3%).”° Based on their
composite quality scores, participant hospitals may be
rated as below acceptable, acceptable, good, or
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excellent.® After rating the participant hospitals based
on their composite quality scores, CMS will: (1) make
reconciliation payments to those participant hospitals
with a quality rating of as at least acceptable; (2) reduce
the discounts for hospitals with a quality rating of good
by 1% (for an effective discount of 2%); and, (3) reduce
the discounts for hospitals with a quality rating of
excellent by 1.5% (for an effective discount of 1.5%).*"

The CJR model serves as yet another step in CMS’s
continued efforts to improve the value of the healthcare
services provided to Medicare beneficiaries. The CJR
model’s bundled payment methodology, which
incorporates both regional trends and inherent discounts
on historical expenditures, encourages providers to
control costs.* Further, the use of quality metrics, both
as a source of inherent bonus payments and as a
determining factor in eligibility for reconciliation
payments, encourages providers to furnish high quality
care.® In addition, under the CJR model, CMS will
offer providers valuable tools to improve the
coordination of care, including spending and utilization
data, Medicare policy waivers, and programs to
disseminate best practices among providers.* If the CJR
payment model is able to effectively control costs and
improve the quality of care, it may serve as a foundation
for other, perhaps broader, bundled payment programs,
thus continuing the trend towards paying for value
instead of volume in healthcare.
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Robert James Cimasi, MHA, ASA, FRICS, MCBA, CVA, CM&AA, serves as Chief Executive
Officer of HEALTH CAPITAL CONSULTANTS (HCC), a nationally recognized healthcare financial
and economic consulting firm headquartered in St. Louis, MO, serving clients in 49 states since
1993. Mr. Cimasi has over thirty years of experience in serving clients, with a professional focus on
the financial and economic aspects of healthcare service sector entities including: valuation
consulting and capital formation services; healthcare industry transactions including joint ventures,
mergers, acquisitions, and divestitures; litigation support & expert testimony; and, certificate-of-
need and other regulatory and policy planning consulting.

Mr. Cimasi holds a Master in Health Administration from the University of Maryland, as well as several professional
designations: Accredited Senior Appraiser (ASA — American Society of Appraisers); Fellow Royal Institution of
Chartered Surveyors (FRICS — Royal Institution of Chartered Surveyors); Master Certified Business Appraiser
(MCBA — Institute of Business Appraisers); Accredited Valuation Analyst (AVA — National Association of Certified
Valuators and Analysts); and, Certified Merger & Acquisition Advisor (CM&AA — Alliance of Merger & Acquisition
Advisors). He has served as an expert witness on cases in numerous courts, and has provided testimony before federal
and state legislative committees. He is a nationally known speaker on healthcare industry topics, and is the author of
several books, the latest of which include: “Adviser’s Guide to Healthcare — 2nd Edition” [2015 — AICPA];
“Healthcare Valuation: The Financial Appraisal of Enterprises, Assets, and Services” [2014 — John Wiley & Sons];
“Accountable Care Organizations: Value Metrics and Capital Formation” [2013 - Taylor & Francis, a division of
CRC Press]; and, “The U.S. Healthcare Certificate of Need Sourcebook™ [2005 - Beard Books].

Mr. Cimasi is the author of numerous additional chapters in anthologies; books, and legal treatises; published articles
in peer reviewed and industry trade journals; research papers and case studies; and, is often quoted by healthcare
industry press. In 2006, Mr. Cimasi was honored with the prestigious “Shannon Pratt Award in Business Valuation”
conferred by the Institute of Business Appraisers. Mr. Cimasi serves on the Editorial Board of the Business
Appraisals Practice of the Institute of Business Appraisers, of which he is a member of the College of Fellows. In
2011, he was named a Fellow of the Royal Institution of Chartered Surveyors (RICS).

Todd A. Zigrang, MBA, MHA, ASA, FACHE, is the President of HEALTH CAPITAL
CONSULTANTS (HCC), where he focuses on the areas of valuation and financial analysis for
hospitals, physician practices, and other healthcare enterprises. Mr. Zigrang has over 20 years of
experience providing valuation, financial, transaction and strategic advisory services nationwide in
over 1,000 transactions and joint ventures. Mr. Zigrang is also considered an expert in the field of
healthcare compensation for physicians, executives and other professionals.

y Mr. Zigrang is the co-author of the “Adviser’s Guide to Healthcare — 2nd Edition” [2015 —
AICPA] numerous chapters in legal treatises and anthologies, and peer-reviewed and industry articles such as: The
Accountant’s Business Manual (AICPA); Valuing Professional Practices and Licenses (Aspen Publishers); Valuation
Strategies; Business Appraisal Practice; and, NACVA QuickRead. In addition to his contributions as an author, Mr.
Zigrang has served as faculty before professional and trade associations such as the American Society of Appraisers
(ASA); the National Association of Certified Valuators and Analysts (NACVA); Physician Hospitals of America
(PHA); the Institute of Business Appraisers (IBA); the Healthcare Financial Management Association (HFMA); and,
the CPA Leadership Institute.

Mr. Zigrang holds a Master of Science in Health Administration (MHA) and a Master of Business Administration
(MBA) from the University of Missouri at Columbia. He is a Fellow of the American College of Healthcare
Executives (FACHE) and holds the Accredited Senior Appraiser (ASA) designation from the American Society of
Appraisers, where he has served as President of the St. Louis Chapter, and is current Chair of the ASA Healthcare
Special Interest Group (HSIG).

John R. Chwarzinski, MSF, MAE, is Senior Vice President of HEALTH CAPITAL CONSULTANTS
(HCC). Mr. Chwarzinski’s areas of expertise include advanced statistical analysis, econometric
modeling, as well as, economic and financial analysis. Mr. Chwarzinski is the co-author of peer-
reviewed and industry articles published in Business Valuation Review and NACVA QuickRead,
and he has spoken before the Virginia Medical Group Management Association (VMGMA) and
the Midwest Accountable Care Organization Expo.

Mr. Chwarzinski holds a Master’s Degree in Economics from the University of Missouri — St.
Louis, as well as, a Master’s Degree in Finance from the John M. Olin School of Business at Washington University
in St. Louis. He is a member of the St. Louis Chapter of the American Society of Appraisers, as well as a candidate for
the Accredited Senior Appraiser designation from the American Society of Appraisers.

Jessica L. Bailey-Wheaton, Esq., is Senior Counsel of HEALTH CAPITAL CONSULTANTS (HCC),
where she conducts project management and consulting services related to the impact of both
federal and state regulations on healthcare exempt organization transactions and provides research
services necessary to support certified opinions of value related to the Fair Market Value and
Commercial Reasonableness of transactions related to healthcare enterprises, assets, and services.
Ms. Bailey is a member of the Missouri and Illinois Bars and holds a J.D., with a concentration in
Health Law, from Saint Louis University School of Law, where she served as Fall Managing Editor
for the Journal of Health Law & Policy.

Kenneth J. Farris, Esq., is a Research Associate at HEALTH CAPITAL CONSULTANTS (HCC),
where he provides research services necessary to support certified opinions of value related to the
Fair Market Value and Commercial Reasonableness of transactions related to healthcare
enterprises, assets, and services, and tracks impact of federal and state regulations on healthcare
exempt organization transactions. Mr. Farris is a member of the Missouri Bar and holds a J.D.
from Saint Louis University School of Law, where he served as the 2014-2015 Footnotes
Managing Editor for the Journal of Health Law & Policy.
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