
 

 
 

CMS Bundled Payments Initiative: Four Models for Coordinated Care 
 

 
  

Several provisions of the Patient Protection and 
Affordable Care Act (ACA) encourage alignment, 
collaboration, and communication among providers, 
such as bundling payments for services provided for a 
single episode of care.  On August 23, 2011, the Centers 
for Medicare and Medicaid Services (CMS) announced 
the Bundled Payments for Care Improvement Initiative 
(Bundled Payments Initiative).1  The Bundled Payments 
Initiative includes four approaches to bundled payments. 
One model includes a single prospective payment for all 
services provided during an inpatient stay, and three 
models include a retrospective payment system with a 
target price for an established episode of care.2 The 
Bundling Payments Initiative is expected to provide 
better outcomes in environments where physicians and 
hospitals have already established strong 
communication and collaboration.3   

The Bundled Payments Initiative aims to improve care 
through a patient-centered approach, emphasizing care 
coordination and quality.4  Though limited evidence-
based literature regarding bundled payments currently 
exists, recent data indicates: (1) bundled payments may 
reduce spending for an episode of care; (2) some 
providers are ready to participate in bundled payments 
program while others have not yet expressed readiness; 
and, (3) bundled payments can promote quality 
improvements in care.  Each of the four models 
presented by CMS incentivize coordination of care and 
lower costs by allowing providers to share in any cost 
savings achieved based on a historic fee-for-service 
payment rate and a discounted target price per episode 
of care.5 

Each of the four models proposed by the Bundled 
Payments Initiative has a different definition for a single 
episode of care, or what the bundled payments will 
cover. Models One through Three all reimburse 
retrospectively. Model One sets the episode of care as 
the patient’s inpatient stay at a general acute care 
hospital, with the discounted payment rate based on the 
Inpatient Prospective Payment System. Model One pays 
physicians and hospitals separately, although both may 
participate in shared gains. Model Two and Model 
Three bundle physician services, care by post-acute 

providers, related readmissions, and any other services 
proposed in the episode definition (i.e., laboratory 
services, durable medical equipment, prosthetics, Part B 
drugs, etc.). Model Two establishes an episode of care 
that includes the patient’s inpatient days as well as post-
acute care following discharge. The length of post-acute 
time covered under the episode of care ranges from 30 
days to 90 days, following discharge. Model Three’s 
episode of care begins at discharge and ends 30 days 
following discharge. Model Four is the only model to 
use a prospective payment bundling system.6 

Model Four has a single payment that encompasses all 
services provided during the inpatient stay, whether 
performed by the hospital, physician, or other 
practitioners. Payment is made directly to the hospital, 
which then pays physicians and practitioners from the 
bundled payment.7  The table below explains and 
compares some key features of the bundled payments 
models. 

According to a 2008 Medicare Payment Advisory 
Commission (MedPAC) report, payment systems should 
encourage collaboration between physicians and 
hospitals.8  Valinda Rutledge, Director of the Patient 
Care Models Group at the CMS Innovation Center, 
stated that hospitals and physicians have expressed a 
desire to work collaboratively but have experienced 
barriers when previously trying to do so.  Dr. Cecil B. 
Wilson, former American Medical Association (AMA) 
president, stated: “We are pleased the initiative provides 
flexibility and a range of models…This may be an 
important opportunity to learn how to organize these 
approaches to improve patient care, quality, cost of care 
and practice economics.”9  The AMA has encouraged 
CMS to provide technical assistance and data resources 
to physicians expressing interest in the initiative.10 

Final applications for the first Bundled Payments 
Initiative were due on October 21, 2011.  For 
participation in one of the other three initiative models, 
letters of interest must have been submitted by 
November 4, 2011, along with any requests for 
historical Medicare claims data. Final applications must 
be received on or before March 15, 2012.11 Hundreds of 
hospitals and physician groups are expected to 
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Key Features of Bundled Payment Models Compared13 
 A B C D E 
 

Model 
Feature 

Model 1 
Inpatient Stay 

Only 

Model 2 
Inpatient Stay plus 

Post-Discharge 
Services 

Model 3 
Post-Discharge 
Services Only 

Model 4 
Inpatient Stay 

Only 

1 
Eligible 

Awardees 

Physician group 
practices; Acute care 
hospitals paid under 
the IPPS; Health 
systems 
Physician-hospital 
organizations; and, 
Conveners of 
participating health 
care providers 

Physician group 
practices; Acute care 
hospitals paid under 
the IPPS; Health 
systems 
Physician-hospital 
organizations; Post-
acute providers; and, 
Conveners of 
participating health 
care providers 

Physician group 
practices; Acute care 
hospitals paid under 
the IPPS; Health 
systems 
Long-term care 
hospitals 
Inpatient 
rehabilitation 
facilities; Skilled 
nursing facilities; 
Home health agency; 
Physician-owned 
hospital 
organizations; and, 
Conveners of 
participating health 
care providers 

Physician group 
practices; Acute care 
hospitals paid under 
the IPPS; Health 
systems; Physician-
hospital 
organizations; and, 
Conveners of 
participating health 
care providers 

2 

Payment 
of Bundle 

and 
Target 
Price 

Discounted IPPS 
payment; no separate 
target price 

Retrospective 
comparison of target 
price and actual FFS 
payment 

Retrospective 
comparison of target 
price and actual FFS 
payment 

Prospectively set 
payment 

3 
Clinical 

Conditions 
Targeted 

All MS-DRGs Applicants to propose 
based on MS-DRG 
for inpatient hospital 
stay 

Applicants to propose 
based on MS-DRG 
for inpatient hospital 
stay 

Applicants to propose 
based on MS-DRG 
for inpatient hospital 
stay  

4 

Types of 
Services 
Included 
in Bundle 

Inpatient hospital 
services 

Inpatient hospital and 
physician services; 
Related post-acute 
care services; Related 
readmissions; and, 
Other services defined 
in the bundle 

Post-acute care 
services; 
Related readmissions; 
and, Other services 
defined in the bundle 

Inpatient hospital and 
physician services; 
and,  Related 
admissions  

5 

Expected 
Discount 
Provided 

to 
Medicare 

To be proposed by 
applicant CMS 
requires minimum 
discounts increasing 
from 0% in first 6 
mos. to 2% in Year 3 

To be proposed by 
applicant; CMS 
requires minimum 
discount of 3% for 30-
89 days post-
discharge episode; 2% 
for 90 days or longer 
episode 

To be proposed by 
applicant 

To be proposed by 
applicant; subject to 
minimum discount of 
3%; larger discount 
for MS-DRGs in ACE 
Demonstration  

6 

Payment 
from CMS 

to 
Providers 

Acute care hospital: 
IPPS payment less 
pre-determined 
discount; and, 
Physician: Traditional 
fee schedule payment 
(not included in 
episode or subject to 
discount)  

Traditional fee-for-
service payment to all 
providers and 
suppliers, subject to 
reconciliation with 
predetermined target 
price 

Traditional fee-for-
service payment to all 
providers and 
suppliers, subject to 
reconciliation with 
predetermined target 
price 

Prospectively 
established and 
bundled payment to 
admitting hospital; 
hospitals distribute 
payments from 
bundled payment 

7 
Quality 

Measures 

All Hospital IQR 
measures and 
additional measures to 
be proposed by 
applicants 

To be proposed by applicants, but CMS will ultimately establish a 
standardized set of measures that will be aligned to the greatest extent 
possible with measures in other CMS programs 
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participate in one of the four bundling initiatives.12 
1  “Affordable Care Act Initiative to Lower Costs, Help Doctors 

and Hospitals Coordinate Care,” US Department of Health and 
Human Services, August 23, 2011, 
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Robert James Cimasi, MHA, ASA, FRICS, MCBA, AVA, CM&AA, serves 

as President 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 Masters in Health Administration from the University of Maryland, as well as 

several professional designations: Accredited Senior Appraiser (ASA – American Society of 

Appraisers); Fellow Royal Intuition of Chartered Surveyors (FRICS – Royal Institute 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, the 

author of several books, the latest of which include: “The U.S.  Healthcare Certificate of Need 

Sourcebook” [2005 - Beard Books], “An Exciting Insight into the Healthcare Industry and Medical 

Practice Valuation” [2002 – AICPA], and “A Guide to Consulting Services for Emerging Healthcare 

Organizations” [1999 John Wiley and Sons].  
 

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. 

 

Todd A. Zigrang, MBA, MHA, ASA, FACHE, is the Senior Vice President of 

HEALTH CAPITAL CONSULTANTS (HCC), where he focuses on the areas 

valuation and financial analysis for hospitals and other healthcare enterprises. 

Mr. Zigrang has significant physician integration and financial analysis 

experience, and has participated in the development of a physician-owned 

multi-specialty MSO and networks involving a wide range of specialties; 

physician-owned hospitals, as well as several limited liability companies for 

the purpose of acquiring acute care and specialty hospitals, ASCs and other 

ancillary facilities; participated in the evaluation and negotiation of managed 

care contracts, performed and assisted in the valuation of various healthcare 

entities and related litigation support engagements; created pro-forma financials; written business 

plans; conducted a range of industry research; completed due diligence practice analysis; overseen the 

selection process for vendors, contractors, and architects; and, worked on the arrangement of financing. 
  

Mr. Zigrang holds a Master of Science in Health Administration and a Masters in Business 

Administration from the University of Missouri at Columbia, and is a Fellow of the American College 

of Healthcare Executives. He has co-authored “Research and Financial Benchmarking in the 

Healthcare Industry” (STP Financial Management) and “Healthcare Industry Research and its 

Application in Financial Consulting” (Aspen Publishers). He has additionally taught before the 

Institute of Business Appraisers and CPA Leadership Institute, and has presented healthcare industry 

valuation related research papers before the Healthcare Financial Management Association; the 

National CPA Health Care Adviser’s Association; Association for Corporate Growth; Infocast 

Executive Education Series; the St. Louis Business Valuation Roundtable; and, Physician Hospitals of 

America. 

 

Anne P. Sharamitaro, Esq., is the Vice President of HEALTH CAPITAL 

CONSULTANTS (HCC), where she focuses on the areas of Certificate of Need 

(CON); regulatory compliance, managed care, and antitrust consulting. Ms. 

Sharamitaro is a member of the Missouri Bar and holds a J.D. and Health Law 

Certificate from Saint Louis University School of Law, where she served as an 

editor for the Journal of Health Law, published by the American Health 

Lawyers Association. She has presented healthcare industry related research 

papers before Physician Hospitals of America and the National Association of 

Certified Valuation Analysts and co-authored chapters in “Healthcare 

Organizations: Financial Management Strategies,” published in 2008. 

HEALTH CAPITAL 

CONSULTANTS (HCC) is an 

established, nationally recognized 

healthcare financial and economic 

consulting firm headquartered in 

St. Louis, Missouri, with regional 

personnel nationwide. Founded in  

1993, HCC has served clients in 

over 45 states, in providing 

services  including: valuation in all 

healthcare sectors; financial 

analysis, including the  

development of forecasts, budgets 

and income distribution plans; 

healthcare provider related 

intermediary services, including 

integration, affiliation, acquisition 

and divestiture; Certificate of  

Need (CON) and regulatory 

consulting; litigation  support and 

expert witness services; and, 

industry research services for 

healthcare providers and their 

advisors. HCC’s accredited 

professionals are supported by an 

experienced research and library 

support staff to maintain a 

thorough and extensive knowledge 

of the healthcare reimbursement, 

regulatory, technological and 

competitive environment. 
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