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Today’s Agenda
1. A Little Bit Of History

2. Evidence

3. Now & Tomorrow
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Why Episodes 
Of Care?
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It’s About Manageable Risk
The difference between insurance risk and care management risk

• It’s called the insurance 

zone for a reason

• The retail zone is already 

in play and consumers 

are engaged

• The management zone is 

where value can be 

significantly increased
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Converting Concepts To Payment

• Taking risk on all zones = total costs of care (or 
capitation)

• You need A LOT of covered lives to overcome the 
variation in yearly costs in the insurance zone*

• Episodes of care can cover all the care in the 
management zone and hold providers accountable for 
cost and quality outcomes

Why certain alternative payment models work for some and not others

* DeLia, December 2013, Health Services and Outcomes Research Methodology 13(2)
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A Little Bit Of

History
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Thirty Years Of Expanding Scope

Private Sector

Transplants

Joint Replacements

Bariatric/Hernia/ 
Cardiac Surgery

Chronic Conditions

Medicare

Cardiac Surgery

Medical & Surgical 
Hospitalizations

End-stage Renal 
Disease

Medicaid

Maternity

Chronic Conditions

Mental/Behavioral 
Health

Duals

From simple to very complex patients

1990s 2020s

• Chronic conditions, 

mental/behavioral 

health, musculoskeletal, 

maternity are all now in 

scope

• Simple and complex 

surgeries almost 

commoditized
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How Soon We Forget
It’s unclear why Episode of Care payment programs still seem “novel”

1967 1998 2012 2017
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A Fair Amount Of

Evidence
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Thirty Years Of Evidence
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• CMS Cardiac Bypass 
Demonstration deemed the only 
Medicare payment demonstration 
that saved money and improved 
outcomes1

• Private sector Episode of Care 
payments for joint replacements 
and cardiac procedures proven 
to lower costs and improve 
outcomes2

• CalPERS Reference Price 
payment and benefits program 
significantly reduced inpatient 
prices3

• PROMETHEUS Payment 
implementation for global 
maternity payments reduced 
costs while maintaining quality 
in Medicaid patients4

1. GAO Report on Lessons From VBP Demonstrations, 2012

2. GAO Report on Private Sector Initiatives on Bundled Payments, 2011 

3. Health Affairs, Vol 36 #12, Dec 2017

4. HCP LAN Report on Clinical Episode Payments, 2016

And yet we still question whether it actually works
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Where We Are

Where We Go
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National Snapshot
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• Medicare’s Bundled Payment for Care 
Improvement (BPCI) has close to $50 
Billion in program (14% of FFS)

• Arkansas, New York, Ohio and 
Tennessee have statewide Medicaid 
episode of care payment programs

• Washington, Oregon, Idaho, Rhode 
Island and others are incorporating 
EOC payments as part of Medicaid 
payment reform

• Catalyst For Payment Reform 
estimates that less than 10% of 
private sector health care spend is in 
EOC payments

• All the national plans claim to have 
episode of care payment programs, 
but very little has been contracted

• Large employers are implementing 
procedural carve-outs at an increasing 
pace, but these also represent a 
fraction of medical spend

Public sector leads by a wide margin
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The ”Classic” Center Of Excellence 
Approach

Knee & Hip Replacement surgeries cover ~ $55 PMPY

Back surgeries cover ~ $150 PMPY

Bariatric surgery covers ~ $20 PMPY

Cardiac Bypass surgery covers ~ $25 PMPY

And that’s for all cases, inclusive of a 90 day warranty 
period. The subset that is done in national Centers of 
Excellence is a fraction of the total cases and doesn’t 
include a warranty.

It’s insufficient to impact $5,500 PMPY in total health cost

• $250 PMPY = 4.5% of 

total costs per member 

per year

• 10% savings on the 

$250 is less than 0.5% 

savings on total health 

costs
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Why The Lack Of Private 
Sector Progress?
1. Despite the evidence, most employers believe that EOC payments 

are for a handful of procedures
2. Payers say they can’t find providers willing to take downside risk 

despite the hundreds in Medicare downside risk arrangements
3. Payers still don’t have the infrastructure to automate full risk EOC 

payment programs
4. Most employers believe that prospectively paid episodes are the 

only way to create the right provider behavior* and implementing 
prospectively paid episodes requires significant administrative 
challenges**

14

*  There’s no evidence that prospectively paid episodes have a greater effect than other modes of implementation

** See IHA report/study on prospectively paid joint replacement episodes
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Innovators Are Filling The Gaps
EOC payment and benefits administrators responding to demand
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The “Right” Way To Do Episodes

• Focus on the totality of the “manageable zone” – up to 
70% of medical spend

• Nest the program in a total cost of care (TCC) payment 
model – it helps you optimize TCC

• Use historical prices to establish target prices only if 
those prices are reasonable, else use Medicare-based 
reference prices and contract a more reasonable target 
price – in Indiana, RBC-M is the way to go

• Ultimately, if you want to create a market, you have to pull 
all the levers of competition

Go wide and wrap in contracted Medicare-based reference prices
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The End Game
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• CalPERS’ programs 
demonstrate demand will shift 
to lower priced providers

• Consumers, armed with 
information on cost and quality 
will select the higher value 
providers

• Combining EOC payment and 
benefits into a single program 
creates a real market for health 
care

Solving for Kenneth Arrow’s information asymmetry and Uwe 
Reinhardt’s pricing disparities



© 2018 Remedy Partners, Inc. All Rights Reserved.

Proprietary and Confidential

© 2018 Remedy Partners, Inc. All Rights Reserved.

Proprietary and Confidential18

Q&A


