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Optimizing resource use, eliminating waste, aligning provider incentives, reducing overall costs, and coordinating
the delivery of quality care while improving outcomes have been major themes of health care reform initiatives.
Recent legislation contains several provisions designed to move away from the current fee-for-service payment
mechanism toward a model that reimburses providers for caring for a population of patients over time while shifting
more financial risk to providers. In this article, we review current approaches to episode of care development and
reimbursement. We describe the challenges of incorporating emergency medicine into the episode of care approach
and the uncertain influence this delivery model will have on emergency medicine care, including quality outcomes.
We discuss the limitations of the episode of care payment model for emergency services and advocate retention of
the current fee-for-service payment model, as well as identify research gaps that, if addressed, could be used to
inform future policy decisions of emergency medicine health policy leaders. We then describe a meaningful role for
emergency medicine in an episode of care setting. [Ann Emerg Med. 2011;Xxx:xxX.]
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BACKGROUND

Reducing total costs, optimizing resource use, eliminating
waste, and improving health outcomes by aligning provider
incentives have been major themes in health care reform
initiatives." This is in part a reaction to reports that total US
health care expenditures were expected to exceed 20% of the
gross domestic product by 2019 if no change in national health
care spending occurred?; drivers of escalating costs included
potentially avoidable complications, which are estimated to
add $0.40 to every dollar spent on care for chronic conditions and
$0.15 to $0.20 per dollar spent on acute hospitalizations and
procedures3; wide geographic discrepancies in cost, use, and quality
outcomes exist*®; and the current fee-for-service system contributes
to quality and safety gaps by encouraging a fragmented health care
delivery system that rewards overuse and fails to provide incentives
for coordination of care.”*°

The Patient Protection and Affordable Care Act,’ signed into
law in March 2010, includes methods to develop and test novel
models of health care delivery and payment reform, with
proposed payment policies based on “value-based purchasing”
paradigms, rather than payment based on the volume of services
provided.'""'? Policymakers have cited the care delivered at
integrated health care delivery systems such as Intermountain
Healthcare, Kaiser Permanente, Mayo Clinic, Geisinger Health
System, and the Cleveland Clinic as models of higher-value
systems.'®1%1> Based on these systems, one new health care
delivery model legislatively mandated is the development of

accountable care organizations. These networks of providers
(primary care, specialty, and ancillary) and facilities (eg,
hospitals, ambulatory surgery centers) are to be financially
accountable for managing a defined population of patients.
The objective is to align patient, provider, and societal
incentives to improve cost efficiencies and decrease avoidable
expenditures (ie, potentially avoidable complications)."'? In
addition to reorganizing the health insurance system, the
Patient Protection and Affordable Care Act legislation also
contains provisions designed to move away from the current
fee-for-service payment mechanism to global payment system
models that shift financial risk to the provider compared
with fee-for-services systems.” !¢

One form of global payment is reimbursement for episodes
of care, which describe a patient’s complete interaction with the
health care system for an illness or procedure during a defined
period (eg, total knee replacement). Episode of care payment
methodologies are intended to cover the cost of all services
associated with a care “episode” (including evaluation and
management, surgery, ancillary, laboratory, and pharmacy)
according to a fixed set of anticipated health care resources
needed to treat the patient by providing a lump sum “bundled”
or “global” payment to all providers who are involved in the
delivery of services to the patient. Each episode has a set of
associated quality metrics or clinical guidelines with financial
incentives (or penalties) based on provider performance.'®*°
Whereas accountable care organizations represent
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comprehensive restructuring of the health care delivery system
(ie, they are intended to be health care delivery organizations
that provide comprehensive care to a population for a defined
period and accept risk for the total cost of care of that
population), episodes of care are intended to be payment reform
models that can be used within the current care delivery system.
The primary motivation for development of new payment
models (including episodes of care) and health care delivery
systems relates to the emphasis of improving the value of
medical care. In that context, discussions related to the value of
emergency services in an episode of care have for the most part
been notably absent. In this article, we briefly review the current
state of episode of care development, discuss the value of
emergency care in current episodes, consider the potential
influence of episode of care payment methodologies on
emergency service care delivery, identify the benefits and
challenges of episode payments, and propose the framework for
a research agenda to better inform policymakers about the role
of emergency medicine in the new episode of care environment.

CURRENT STATE OF EPISODE OF CARE
DEVELOPMENT

The Patient Protection and Affordable Care Act legislation
mandates the establishment of an episode of care demonstration
project (an episode timeframe is defined as 3 days before a
hospitalization until 30 days postdischarge) for 1 or more of 8
stated conditions to be determined by the Secretary of Health
and Human Services and directs the Secretary to develop
episode groupers and episode quality measures by 2012 (section
3003).! In addition, it directs establishment of bundled
payments for episodes by 2013 (section 3023), a budget-neutral
physician payment value-based payment modifier using the
episode groupers beginning in 2015 (section 3007), hospital
value-based purchasing programs (section 3001), penalties for
hospital-acquired conditions and readmissions (sections 2702
and 3025), and extension of the gain-sharing demonstration
project (section 3027).

The episode grouper methodology began in the private
sector nearly 15 years ago with Ingenix ETG and Thomson-
Reuters Medstat MEG, which were initially intended for
commercial payers to aid in development of a “unit of analysis
to measure health care and provide incentives for high
performance” through episode and payment bundling
methodologies.”' In 2009, the Centers for Medicare and
Medicaid Services (CMS) used this software to create a limited
number of episodes of care mandated by passage of the
Medicare Improvements for Patients and Providers Act (2008)
as the first of 2 phases of the Physician Resource Use
Measurement and Reporting program.

Since passage of Patient Protection and Affordable Care Act,
more players have entered the field, each focusing on different
health conditions and using a variety of methods, but most with
aggressive project completion timelines. CMS has been the most
active facilitator of episode development, coordinating,
sponsoring, or funding numerous episode development projects.

In the summer of 2010, CMS completed a competitive bidding
process, awarding 5 contracts for groupers development to
Thomson-Reuters (who will adapt its existing product), The
Lewin Group with Ingenix, Brandeis University, 3M
Information Systems, and Agency for Healthcare Research and
Quality. All are expected to devise groupers that will be
evaluated by an independent third party (Acumen) and
reviewed by CMS in the fall of 2011. CMS will then select 1
contractor (product) by January 1, 2012.%2

PROMETHEUS, a nonprofit entity, is another party
creating episode groupers. The PROMETHEUS Payment
model was designed by a multidisciplinary panel, using
“evidence-informed case rates” derived from clinical guidelines
and risk-adjusted, to assign bundled payment for inpatient and
outpatient care, with an explicit 10% profit margin built
in,!217:202324 Tt embraces global budgets rather than global
payments and segregates provider payments from hospital
payments, allowing a portion of the payment to be withheld and
redistributed according to provider performance on clinical
process measures, patient outcomes, and patient satisfaction for
several procedure and disease conditions (Table). Expansion to
spine care, medical home modeling, and other conditions is
planned. These groupers are being tested with commercial and
Medicaid plan members in 4 pilot states.”'**>%"

The American Board of Medical Specialties has also created 22
acute and chronic episode-based cost-of-care episodes (Table) that
are or will be the basis of quality measure development by the
group.”®?” In partnership with the Brookings Institute, Agency for
Healthcare Research and Quality, CMS, National Committee for
Quality Assurance, and National Quality Forum, this group
intends to pilot the measures within commercial and public data
sets and then submit them to the National Quality Forum for
endorsement.”® To date, none of the episode of care projects (other
than acute myocardial infarction) have considered emergency care
delivered during an episode.

THE CHALLENGES OF INCORPORATING
EMERGENCY MEDICINE INTO AN EPISODE OF
CARE APPROACH

Conceptually, episode grouping is composed of 3 modules:
clinical logic, episode construction logic, and a risk-adjustment
method. Clinical logic refers to the use of evidence-based
guidelines to direct care for a certain patient population (eg,
hypertension). Episode logic defines the rationale and
parameters of what care is included in the episode (eg, specific
International Classification of Diseases, Ninth Revision and
procedure codes, outpatient versus inpatient versus both, acute
exacerbation of disease versus chronic disease management).
Acknowledging that there are limitations to defining a patient
solely according to 1 disease process (eg, diabetes), and
recognizing the potential effect of comorbid conditions on the
health of the patient, risk adjustment methods consider which
factors enhance the likelihood of a patient’s requiring additional
resources and necessarily generating higher costs (eg, obese
diabetic patient with retinopathy). This logic is then used to
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Table. Episodes of care being developed by PROMETHEUS and the American Board of Medical Specialties.

PROMETHEUS

American Board of Medical Specialties

Procedure episode groupers
Hip/knee replacement

Coronary artery bypass graft surgery
Cardiac catheterization

Bariatric surgery

Colon resection

Hernia repair

Disease condition episode groupers
Diabetes

CAD

Hypertension

CHF

COPD

Asthma

Depression

Acute myocardial infarction

Acute myocardial infarction for 30 days after onset; and postacute period (days 31-365 days postevent)

Diabetes during a 1-y period

Chronic management of CHF during a 1-y period; and posthospitalization management of CHF during a
4-mo period

CAD chronic management during a 1-y period; and CAD management postrevascularization during a 1-y
period

Acute/subacute lumbar radiculopathy with or without lower back pain; and simple nonspecific lower back
pain (acute and subacute)

Community-acquired pneumonia hospitalization; and ambulatory pneumonia episode

Asthma during 1-y period

Breast cancer 60-day period preceding breast biopsy; and treatment in newly diagnosed cases of breast
cancer during a 15-mo period

Stable COPD during a 1-y period; and unstable COPD during a 1-y period

Colon cancer 21-day period around colonoscopy; and treatment of localized colon cancer

GERD 12-mo period for treatment; and GERD 12-mo period of hiatal hernia treatment

Acute/acute-recurrent sinusitis; and chronic sinusitis

CAD, Coronary artery disease; CHF, congestive heart failure; COPD, chronic obstructive pulmonary disorder; GERD, gastroesophageal reflux disease.

quantify the economic expenditures for a given operative
procedure or disease condition (ie, diagnosis) during a defined
period.

This framework does not characterize the practice of
emergency medicine for a number of reasons. First, all current
episode grouping models, including those based on elective
surgical care, are defined by a diagnosis, most of which are
“ambulatory sensitive conditions” (ie, chronic conditions).?%3?
In the emergency department (ED), we treat according to
presenting symptoms of a suspected or identified diagnosis, but
at times no definitive diagnosis is made in the ED. At this time,
essentially no research-based evidence or policy exists from
which an episode of care system might be derived for chief
complaints.

Second, although the direct costs of emergency care represent
a tiny proportion of overall US national health care
expenditures (less than 2% in 2008),% there is an increasing
perception that ED visits are expensive, wasteful, unnecessary,
and a “failure of the system.”*®%” This oversimplification and
misunderstanding about the role of emergency care®®?? has
influenced episode of care development projects. Unfortunately,
emergency care provided to a patient as part of an episode (eg, a
severe congestive heart failure exacerbation) is frequently
characterized as a potentially avoidable complication, which
supposes that this care provided is an inappropriate cost to the
health care system and therefore assigns essentially no value to
emergency care. Although prevention of the disease exacerbation
is the ideal health objective, timely treatment of acute
exacerbation of chronic disease conditions (eg, hyperglycemia in
a diabetic patent) is important and valuable for the patient and
health care system to improve overall health outcomes. Further,
if a patient presents to the ED requesting care, the Emergency
Medical Treatment and Active Labor Act mandates that the
patient be evaluated and stabilized. Third, risk adjustment
(disease severity and patient comorbidity) is complex in the ED

setting. For example, although the severity of a diagnosis may be
amenable to characterization, how is the severity of a chief
complaint to be judged? Finally, episode methodology is
founded on the assumption that predicted costs can be
accurately attributed to each episode care provider. Although a
handful of emergency physicians have been involved in current
episode development projects, none to date have included
attribution to emergency physicians, accurately citing that their
costs are too small relative to the episode timeframe (eg, 1 year
for chronic care). However, the value of preventing an episode
(eg, ruling out ST-segment elevation myocardial infarction) has
not been considered or quantified.

INFLUENCE OF EPISODES ON THE SPECIALTY
OF EMERGENCY MEDICINE

Because episode development is still in its relative infancy,
the full implications for emergency medicine patients and
practice are still speculative. However, it is likely that increased
pressure will be placed on emergency physicians to reduce
resource use, which increases the likelihood of missed
diagnosis—and exposes emergency physicians to increased
individual liability risk. Emergency physicians will also be
encouraged to provide better care transitions, in particular from
ED to outpatient providers. And as inpatient gatekeepers,
emergency physicians will be increasingly challenged by hospital
administrators when patients require hospital admission or
readmission. The current emergency care system was built on
the fee-for-service model. Changes in facility and provider
reimbursement may result in ED and trauma center closures,
which would have deleterious effects on patient care and access.
The effect on emergency medicine group practice is unknown
but will likely result in relative revenue reductions for the
specialty, which may in turn result in expansion of large group
practice or hospital employee models.
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EPISODES AS A PAYMENT MODEL

Theoretically, the greatest benefit of the episode of care
model is that it aligns incentives of providers and health care
facilities with those of the patient and payer—all focused on
the value proposition of maximizing quality of patient care
and minimizing cost. Episode of care could also improve
transparency, giving patients and payers the ability to
compare physician-hospital teams, prices, and patient cost-
sharing obligations for a consistently defined package of
treatment services. However, although much has been
written about the theoretical benefit of episode of care
payment methodologies, to date few outcomes data have
been published. A handful of studies in small cohorts have
reported improved cost efficiencies through decreased

2 and improved care

potentially avoidable complications**-
using episodes of care, with one study

claiming improved physician reimbursement for elective

coordination?®

joint replacement.*> However, one recent report suggests
that better-quality care may not always cost less.*

There are many challenges inherent in implementing an
episode of care—based payment model in the current US health
care system. First, more than 1 provider and facility are usually
involved in the care of a patient during an episode. The median
number of physicians involved in a Medicare beneficiary’s
episode of care is 7.** Likewise, patient care is provided in many
settings. In one study, 57% of hip fracture and 28% of acute
myocardial infarction patients received care in 4 or more facility
settings.'” Therefore, equitable allocation of payment for
services to both multiple providers and facilities for 1 episode of
care is challenging. It is not surprising that recent studies have
noted concerns of inappropriate attribution by grouper software
programs used by several commercial insurers to profile
physician resource use.'”*>*#® Second, many patients have
multiple comorbid conditions. One analysis found that
beneficiaries averaged 8 or more episodes of care during a year,
some for interrelated conditions (eg, patients with acute
myocardial infarcion also had hypertension [63%], congestive
heart failure [54%], or diabetes mellitus [35%] episodes).17 Just
as many guideline recommendations do not apply to patients
with multiple comorbidities,*’ so also does this complicate
development of meaningful, discrete, and widely applicable
episodes that can appropriately risk-adjust patients and
accurately define evidence-based case rates, further challenging
appropriate payment allocation. Finally, despite current realities,
episode of care methodologies presume that patients have
continuous access to care. In 2009, the number of uninsured
Americans increased to 50 million, and the uninsured are far
more likely than those with insurance to report problems
accessing medical care in the current environment.”® In
addition, a critical shortage of primary care physicians is
expected,’’ which will further complicate care coordination and
access. It is unclear how episodes of care will address the health
care needs of uninsured patients.

RECOMMENDATIONS FOR THE SPECIALTY OF
EMERGENCY MEDICINE

PROMETHEUS estimates that 30% to 40% of episode
costs are attributed to potentially avoidable complications.®*!
Although some ED visits are avoidable,”*? current episode of
care models ignore the value of operating a high-quality
emergency care system (eg, regional trauma system) and the
contribution of emergency physicians to desirable patient
outcomes, as described in episodes, when the health care
delivery system is underresourced (eg, inaccessible primary
care) or when the system fails (safety net function). The
value of emergency care includes rapid diagnosis and
intervention in acute illness or acute decompensation of
chronic illness and managing resources to a safe patient
disposition.”> However, we do not believe that development
of ED-centered (ie, chief complaint—based) episodes are
likely to be a successful strategy to define the value of
emergency services in the health care system. Most typical
undifferentiated ED chief complaints present with diagnostic
uncertainty (eg, abdominal pain), whereas diagnostic
evaluation, therapeutic intervention, and patient disposition
vary according to patient comorbidities and preferences,
physician preferences, and local facility resources (eg,
primary care and specialist network access, imaging
availability). This is confounded by the fact that EDs are
obliged to deploy “appropriate” resources, irrespective of a
patient’s risk profile, because of the federal Emergency
Medical Treatment and Active Labor Act mandate. Thus,
undifferentiated, symptom-based evaluations necessitate a
greater degree of variability in resource use, making
derivation of reliable and useful emergency care episodes
challenging. Further, although emergency medicine has
developed some evidence-based clinical guidelines, the
majority of emergency practice occurs in areas without
definitive evidence.

Whether or not episodes of care that are specific to ED chief
complaints are ultimately developed, a pressing question
remains: How should reimbursement for ED visits be managed
for patients who are part of a broader care episode (eg, a total
hip replacement patient presents to the ED 3 days after hospital
discharge)? Unlike primary care physicians managing a patient
with a complex disease, emergency care providers cannot
influence patients’ care-seeking behavior. There is no effective
process of diverting patients to alternative locations for care
once an emergency care episode has been initiated by patients or
their “agents.” Thus, we agree with Goldsmith!® that acute
unscheduled episodic care, such as emergency care, cannot be
accurately valued within an episode grouper for the reasons
previously noted, and as such, emergency services should
continue to be reimbursed by a fee-for-service model. The
addition of performance incentives for elements such as care
coordination (including out-of-hospital transportation and
interfacility transports for time-critical diagnosis and specialized
care) and adherence to clinical pathways that improve quality
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outcomes may provide additional rationale for value within ED
visits once initiated.

The primary disadvantage of pursuing a fee-for-service carve-
out from the episode grouper payment system is that the lever of
aligning payment incentives to reduce use and treatment costs is
lost. If payments are bundled, there is a compelling motivation
to avoid unnecessary or repeat imaging or testing and to find a
way to work with other physician specialists in a more cost-
effective manner (eg, cardiology for a next-morning stress test).
In addition, if EDs were allowed to opt out of episode of care
payments and retain fee-for-service reimbursement, non-ED
providers receiving episode payments may preferentially send
patients to the ED for high-cost imaging studies and tests to
avoid attribution and defer use scrutiny that could ultimately
decrease that providers’” payment. No doubt, pursuing a “carve-
out” may be politically challenging and unpopular as physician
practice payment models undergo significant evolution. At this
time, there are minimal to no validated data from which to
make economic policy recommendations for emergency
medicine. Therefore, we recommend pursuit of a national
research agenda with an aggressive timeline to inform payment
policy reform decisions for emergency care. Emergency
medicine research that quantifies the economic value of
emergency care within an “episode” would be helpful for
developing future models of payment and would assist in
informing a sustainable, patient-centered health care policy.
Modeling of ED-based episodes (ie, 40- to 50-year-old man
with chest pain), including cost analysis and predictive
modeling related to outcomes (eg, missed AMI, missed aortic
dissection), would also be beneficial. Finally, the unintended
consequences of episode of care (traditional or ED care based)
should also be quantitatively and qualitatively described.

Potential ED care episodes are unlikely to address all ED
visits adequately. However, we believe that any effective episode
of care methodology must (1) accurately define an episode
(duration, acuity, diagnosis-based); (2) provide accurate facility
and provider attribution and payment methodologies; (3)
correctly classify patients according to comorbid conditions (ie,
risk adjust or stream patients in multiple episodes); (4) ensure
that the system can provide continuous access to care; (5) be
nimble enough to allow continuous quality improvement as
clinical care guidelines change; (6) consider local resources (ie,
access to stroke specialist), address uninsured patients, prevent
“cherry-picking” of patients and inappropriate care rationing;
and (7) codify patient responsibility/accountability for care
during an episode. Current federal antitrust and self-referral/
kickback laws must also be revised if episode of care payment

programs are to be successful. >

CONCLUSIONS

Payment reform methodologies, including bundled payment
systems, seek to align the incentives of providers and payers in
the hope of linking reimbursement to improved patient
outcomes at a discounted cost. The Patient Protection and
Affordable Care Act legislation mandates implementation of

episode of care—based programs within the next few years. It is
unclear which episode development method will become the
standard, and several unanswered questions remain about
program payment structure. Emergency medicine participation
in current episode development projects is critical to ensure that
the value of emergency care is appropriately considered and that
resources are allocated accordingly. An emergency medicine
research agenda that quantifies the economic value of emergency
care within an “episode” would be helpful for developing future
models of payment and would assist in informing a sustainable,
patient-centered health care policy.
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