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Implementing CJR: 
How CentraState Healthcare 
System Builds on its 
Gainsharing Experience to 
Engage Physicians

Dr. Cheryl Lyn Hayne

by  Dr. Cheryl Lyn Hayne, Ph.D., M.Sc., M.P.H. and Jo Surpin

Jo Surpin

It has been several months since the Comprehensive Care 
for Joint Replacement Program (CJR) went into effect.  This 
bundled payment program is the first mandatory program of 
its kind and represents a significant step in the larger  paradigm 
shift from traditional fee-for-service to value-based reimburse-
ment, as well CMS’ strategic goal of moving 50% of tradition-
al Medicare payments to alternate payment methods (APMs) 
by the end of 2018.  Currently 30% of payments are under an 
APM and it is clear that CMS is evaluating CJR and other bun-
dling models with a view for national expansion.  It has been 
estimated that as much as 60% of the hospitals participating in 
the CJR Program might be facing penalties based on their cost 
performance.  The program carries financial incentives for pro-
viders to better coordinate care and keep costs down.  While 
only 4 orthopedic MS DRGs are currently included, there are 
indications that there will be expansion to include additional 
MS DRGs and other service lines in the near future.  

With the 5 year CJR pilot- program, Medicare will be look-
ing at lower extremity joint replacements (LEJR) through the 
ocular of an Episode of Care, tracking the cumulative cost of 
care incurred over a 90 day period.  The basic modus operandi 
of CJR is that designated hospitals have a target episode price 
for LEJR which are primarily hip and knee replacements, as-
signed by Medicare based on historical data.  The interim pay-
ment for care provided during episodes is provided through 
traditional fee-for-service payments to all providers, but at 
the end of the performance year, all payments are reconciled 
against an established, quality-adjusted target episode price. If 
the care provided to the beneficiary is lower than the target 
episode price, the savings are kept by the episode-initiating 
hospital provider.  Beginning in Year 2, hospitals assume the 
risk that should the cost of care provided exceed Medicare’s tar-
get, any difference must be repaid to Medicare by the hospital 

who performed the initial joint 
replacement. 

In addition, hospitals are as-
signed a composite quality score 
that is assessed at each perfor-
mance year’s reconciliation. A 
hospital’s composite quality score 
is based on their performance on 
three quality measures (HCAHPS 
Survey, Complications and Pa-
tient Reported Outcomes) and impacts the percentage discount 
that Medicare takes from the episode target price, in addition 
to a compulsory reduction. Hospitals must receive a composite 
quality score of at least ‘acceptable’ or higher to be eligible for 
any reconciliation payments they have otherwise earned through 
cost reductions.  Unlike other demonstrations, where the focus 
was on one provider type or another, with this program hospitals 
assume the financial risk for the cost of all care provided within 
a 90 day period, requiring coordination of care across the con-
tinuum and that all providers involved in the delivery of care for 
a patient undergoing a hip or knee replacement work together.

Where the fee-for-service environment has enabled systems 
to often operate in silos, CJR requires patient care to extend 
beyond the hospital’s boundaries and requires physicians, hos-
pitals, and post-acute providers, such as skilled nursing facili-
ties, inpatient rehab, and home health agencies, to work to-
gether in collaboration.  

In preparing for CJR, CentraState Medical Center drew 
upon its experience in the New Jersey Hospital Association’s 
Medicare Gainsharing Demonstration. The Gainsharing Dem-
onstration began in July 2009 and continued until April 2013 
when it expanded into the BPCI Model 1 initiative.  That ex-
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perience allowed the hospital to structure a successful gainshar-
ing program, emphasizing the importance of good, detailed 
data as a tool for engaging physicians. In addition, the gainshar-
ing demonstration provided a foundation for the alignment of 
hospital and physician goals, which will be vital in succeeding 
under CJR. The Gainsharing Demonstration was limited to in-
ternal cost savings and did not focus on an episode of care, but 
the hospital was allowed to work with other shared savings pro-
grams at that time.  

The Importance and Use of Data
One of the key factors that CentraState recognized during 

the Gainsharing Demonstration was that physicians are scien-
tists and, as such, they respond to data. Regular reports were 
utilized through the Gainsharing Demonstration that showed 
physicians how they measured up against their peers, as well 
as with internal goals and industry-established benchmarks. 
Data identified areas for improvement, both internal cost re-
ductions and quality, and drove change. Therefore, it was vital 
to provide accurate, timely data that provided physicians with 
information on their performance and encouraged a change 
in behavior. Using data showing the potential incentive if the 
physician was able to reach the best practice level (a statewide 
norm established at the 25th percentile of lowest cost for a 
severity adjusted DRG) versus the potential if there was no 
change in practice assisted in the identification of physicians 
that could benefit from the initiative, and possibly become 
leaders in the hospital’s efforts, as seen below.

The data was also summarized by severity adjusted DRG 
(i.e. APR DRG), so that analysis of particular case types could 
be considered. In this illustration (top right), the example phy-
sician has cost overages in hip and knee replacements. A higher 
length of stay, medical surgical supplies (MSS) and operat-
ing room costs (ORR), contributed to the overages. This data 
was then summarized into an individual physician dashboard, 
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PAR 198266 Family Practice 135 4.8 3.3 3.2 1.6 $1,047,849.14 $700,023.82 $387,384.18 $19,978.70 $25,031.56 $45,010.26 $45,010.28 $18,137.05 $26,873.23
PAR 162908 Internal Medicine 114 5.2 3.3 3.1 2.1 $875,614.40 $573,493.79 $342,667.06 $19,437.03 $20,582.45 $40,019.48 $40,019.52 $15,215.69 $24,803.83
PAR 193213 Internal Medicine 84 4.7 3.2 2.9 1.8 $640,014.70 $393,585.82 $273,980.58 $19,537.06 $14,082.77 $33,619.83 $33,619.84 $17,232.36 $16,387.48
PAR 125539 Internal Medicine 108 4.0 3.3 3.0 1.1 $696,452.63 $542,640.76 $198,103.33 $18,770.72 $19,666.60 $38,437.32 $38,437.34 $22,439.36 $15,997.98
PAR 118468 Internal Medicine 70 4.3 2.8 2.6 1.7 $447,541.81 $300,465.57 $165,496.83 $12,713.54 $10,567.97 $23,281.51 $23,281.48 $8,883.66 $14,397.82
PAR 119480 Orthopedic Surgery 55 4.1 3.8 3.5 0.5 $740,908.60 $627,994.56 $162,219.99 $11,169.63 $13,335.78 $24,505.41 $24,505.44 $10,536.03 $13,969.41
PAR 184127 Orthopedic Surgery 55 4.6 3.6 3.5 1.2 $782,863.93 $600,615.73 $198,492.11 $12,492.48 $12,513.52 $25,006.00 $25,006.08 $11,159.12 $13,846.96
PAR 161998 Internal Medicine 115 4.8 3.0 2.8 2.0 $900,321.86 $524,087.26 $396,283.25 $0.00 $18,816.45 $18,816.45 $18,816.50 $6,515.06 $12,301.44
PAR 100380 General Surgery 32 7.2 4.2 3.9 3.3 $455,860.95 $310,279.95 $156,826.76 $7,972.75 $8,447.91 $16,420.67 $16,420.66 $5,910.67 $10,510.00
PAR 127560 Internal Medicine 44 5.5 3.4 3.2 2.3 $358,187.97 $234,617.51 $136,444.68 $7,527.39 $8,148.82 $15,676.21 $15,676.22 $5,893.29 $9,782.93
PAR 107356 Vascular Peripheral Surgery 48 6.2 4.1 3.8 2.4 $674,385.66 $605,766.18 $130,164.94 $13,585.94 $16,691.61 $30,277.55 $30,277.56 $20,654.94 $9,622.62
…… ………. ………. ………. ………. ………. ………. ………. ………. ………. ………. ………. ………. ………. ………. ………. ………. ………. ……….

Non PAR 162907  1 2.0 3.0 2.0 0.0 $2,959.81 $3,813.28 $0.00 $46.69 $132.60 $179.29 $179.29 $179.29 $0.00
PAR 172019 Pulmonary 1 3.0 3.0 3.0 0.0 $3,741.74 $4,215.56 $0.00 $133.08 $138.29 $271.37 $271.37 $271.37 $0.00
PAR 175035 IM/Cardiology 2 1.0 1.5 1.0 0.0 $3,346.42 $5,629.30 $0.00 $188.21 $189.80 $378.01 $378.01 $378.01 $0.00
Non PAR 182120  1 2.0 3.0 2.0 0.0 $3,653.97 $5,281.74 $0.00 $0.00 $169.15 $169.15 $169.15 $169.15 $0.00
Non PAR 195237  2 4.0 5.5 4.0 0.0 $12,563.54 $19,469.27 $0.00 $0.00 $394.65 $394.65 $394.65 $394.65 $0.00

     2,473 $21,239,940.43 $15,268,934.79 $7,106,934.49 $283,701.51 $484,955.95 $768,657.46 $768,657.92 $365,102.12 $403,555.80

AMS: NJHA (20xxq4b 10% Var) - Program: diff_simltn1c 

75th Percentile of Spread for Surgical Improvement and Uncapped Medical Improvement Incentives

Incentive Simulation Report
Performance Based Incentives

Total Incentive by Physician (Ranked High to Low difference in Incentives)
Non PAR - NPI Accuracy not Verified

July 20xx through December 20xx; Medicare Only Claims
Provider: 100000 - General Medical Center
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shown on previous page, bottom, which allowed the hospital 
to have an in-depth discussion with the physician about their 
costs, the potential incentive to be earned, and which areas 
might hold these opportunities. Through these conversations, 
CentraState was able to expand the physician’s knowledge of 
how their performance impacted the hospital’s performance 
and allowed them to share in the internal cost savings achieved, 
contributing to the success of the program.  

The Gainsharing Program required that each hospital estab-
lish a Steering Committee to review data, identify areas for care 
redesign and other interventions, and approve incentive payouts. 
In order to ensure that quality under the program was enhanced, 
the Steering Committee established a set of standards that physi-
cians had to meet in order to achieve the full payment. Examples 
of these standards included active participation in care redesign 
initiatives, meeting guidelines for completion of operative sum-
maries and reducing readmission rates. In summary, the analy-
sis of data, open conversations with physicians and the actions 
of the Steering Committee provided the hospital with a solid 
structure for a successful gainsharing program. The insights and 
experience gained through CentraState’s initial Gainsharing ex-
perience encouraged them to utilize a similar strategy for CJR, 
one that rewards alignment with the program’s goals for quality 
and efficiency, while simultaneously creating physician leaders 
for the program. Despite programmatic differences, the founda-
tion to success remains the same: reliable, accurate data. 

The CJR Program is no different – accurate and timely data 
is required in order to make the appropriate decisions neces-
sary to achieve care coordination and reduce costs. While CMS 
does provide every CJR hospital with historical data on care, 
the raw claims data must be transformed into a meaningful 
format in order to be utilized as a catalyst for change. The data, 
unlike in the Gainsharing Demonstration, spans the entire 90-
day episode so it is a very comprehensive data set. Getting data 
beyond the initial hospitalization is a wealth of information. 
For this reason, hospitals may find they need to engage a data  
analytic partner to assist them in translating the data into 
reports that can easily be used within the hospital, with physi-
cians and with post-acute providers.  CentraState, in partner-
ship with NJHA and AMS, is using the data set provided by 
CMS (samples shown below), which has proved useful in ana-
lyzing the utilization of services provided to CJR cases:

1. Identify where the hospital is above or below the target 
price:  

Exceeding the target price set for your hospital exposes the 
institution to the risk of having to repay CMS during the recon-
ciliation.  But, as this report shows, CentraState had actual costs 
that were less than the target price on 3 of 4 diagnoses. On the  
4th, actual costs exceeded the target by 15%. Focusing on just 
one APR DRG can help to concentrate the hospital’s efforts. 

2.  Where are payments going?

For the first time, hospital staff has to be concerned with 
both the care delivered within its walls and what is provided 
after discharge. While the majority of the episode payment 
arises from the inpatient stay, understanding what payments 
are made to which post-acute providers is crucial to the hospi-
tal’s plan. On the inpatient side, the DRG payment is fixed and 
internal cost savings is the key. On the post-acute side, devel-
oping/enhancing relationships with providers that can deliver 
quality care at low cost, and avoid readmissions, is the key. 

3.  How is the hospital faring against the region?
In the early stages of the CJR Program, hospitals are given a 

target price based on a blend of the hospital’s historical perfor- 
mance (2/3) and that of the regions (1/3).  But in subsequent 
periods, the historical to regional blend of the target price will 
evolve to be based exclusively on regional data.  CentraState 
found that 29% of the episode payments for their patients was-
going to Skilled Nursing Facilities while the regional average 
was 15%. This clearly illustrated an area of opportunity. See 
chart 3 on page 24.

Chart 1

Chart 2
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4.  What the reconciliation might look like?

Projecting what the reconciliation might look like is also a 
key aspect of the data analysis.  This can jolt the hospital into 
understanding what their risk is and help motivate efforts to 
develop and implement a plan.  In CentraState’s case, while 3 
of the diagnoses were showing savings, the fourth offset these, 
which could have resulted in a net loss (i.e. CMS repayment) 
had similar costs been incurred in the 2nd year of the program.   
However, with repayment to Medicare not required in the ini-
tial program year, CentraState could expect a positive net pay-
ment reconciliation based on their historical data. 

Sharing the Savings and Penalties
Previous CMS programs included either shared savings or 

gainsharing (internal cost savings).  The CJR Program has re-
defined gainsharing to incorporate both concepts.  Upon meet-

ing minimal quality requirements, participating hospitals are 
able to keep, and share, a percentage of the positive reconcilia-
tion payment by falling below CMS’s target price. In addition, 
hospitals may track internal cost savings. Internal savings, real-
ized through CJR programming measures, can be added to the 
overall savings pool, comprised of both any positive net pay-
ment reconciliation and internal cost savings. How this savings 
pool is spent is at the purview of the hospital (subject to CMS 
caps) –and may include internal programs, and/or sharing with 
post-acute partners with whom they have engaged. In addi-
tion, hospitals can share with their physicians a portion of the 
savings generated internally through care redesign. The data 
provided by CMS can be crucial in analyzing key components 
that can impact savings. In particular, readmissions and indi-
vidual post-acute providers are a good starting point.

1.  What is the impact of readmissions?

Understanding readmissions remains a critical quality 
issue. Payments for cases that are readmitted can skew the 
total episode payment.  As seen on this chart, episodes with 
a readmission have an average payment that is almost twice 
that of a non-readmitted case. CentraState was fortunate that 
most of the readmissions came back to their facility, thereby 
providing better opportunity to implement care redesign 
plans to change this trend.

2. How are individual physicians doing compared with 
each other?

As mentioned earlier, being able to show physicians how 
they fare against their peers helps to engage them. It also 
provides a basis for determining what physicians with lower 

Chart 3

Chart 4

continued from page 23
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lengths of stay, lower episode costs and lower readmission rates 
are doing, or not doing, differently than other physicians.   
CentraState found that while some physicians had a length 
of stay below the average, they had higher episode payments. 

3. Where are patients being sent post-discharge and what 
do those costs look like?

Appreciating the patterns of post discharge care is key to 
controlling episode payments. Where patients are going and 
the related average payments are critical. These charts show 
that the bulk (70%) of patients are going to inpatient rehab or 
skilled nursing facilities.  Average payments for these locations 
are high.  If care redesign can change the pattern of discharge 
destination or the care provided at the post-acute provider, to-
tal episode cost can be reduced. 

4. Do individual physicians have different patterns for post 
discharge care?

Again, being able to look at all physicians in the CJR Program 
and determine what one is doing versus another can provide
integral clues to potential care changes.  Some CentraState
physicians sent most or all of their patients to Skilled Nursing
Facilities while others discharged patients to home (i.e. com-
munity). The distribution of destinations was shown to have 
an impact on cost and became a place to start conversations 
with physicians.

5. Are there particular PAC facilities that the hospital 
should develop relationships with?
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Using the data on ALOS, payments and readmission rates 
specific to individual facilities can highlight those with better 
outcomes with whom the hospital might want to further de-
velop a relationship.  In some cases, there were clear winners 
with several facilities.

6. How can cost savings be earned by engaged physicians 
through gainsharing? 

With the analytics described above, CentraState is able to 
focus its efforts on both the reduction of post-acute costs, 
as well as identify hospital-level internal cost savings oppor-
tunities. Having engaged physicians remains integral to the 
planning and improvement processes. As was learned through 
CentraState’s participation in the Gainsharing Demonstra-
tion, quality data and analytics not only serve to direct the 
hospital’s attempt and energy, but also to reward the effort 
and leadership required for revision. Since the savings to 
make incentive payments possible are generated through ef-
ficient hospital performance, the hospital may condition in-
centive payments on:

•  The realization of internal cost savings and receipt of a  
 positive reconciliation payment from CMS 

•  The successful support in design and implementation of  
 specific care redesign initiatives (i.e. care maps)

•  Individual attainment of various quality indicators (in  
 addition to those established by CMS) 

•  Individual cost savings contributions as compared to  
 both peer group performance and individual improve- 
 ment.  

Final Word
CMS has signaled that bundled payment programs are 

here to stay, and in fact more to come with coordinated 
cardiac bundles to start in 2017. Hospitals must be able to 
weather the transition from traditional fee-for-service pay-
ments to value-based payments.  The key to this effort is to 
take the data provided by CMS combined with hospital data 
and transform it into a usable format that allows in-depth 
analysis of internal costs, as well as payments related to post-
acute providers. 

On the inpatient side, efforts to reduce costs through en-
hanced supply control and care redesign can be focused on the 
CJR DRGs. However, many of these activities may also affect 
costs associated with other orthopedic procedures, as well as 
non-Medicare patients, which may enhance overall cost reduc-
tion. CentraState found that effective and open communica-
tion with physicians engages them. For instance, if they under-

stand how more efficient scheduling in the Operating Room 
benefits the hospital, they become more interested in finding 
ways to contribute to the effort. To further communication, 
the provision of reliable data to engaged physicians identifies 
individual cost savings contribution earnings and opportuni-
ties; sharing a portion of the savings achieved with the physi-
cians can foster positive long-term relationships between the 
hospital and its physicians.

Reducing the episode payments by Medicare primarily af-
fects the post-acute side of the equation.  Medicare pays for 
the inpatient stay with DRG payments; this payment is fixed 
so cost savings do not affect the payment by Medicare. Rather, 
the payments to the various post-acute providers must be as-
sessed and reductions made based on lower utilization (e.g. 
ALOS), lower costs, and/or redistribution within the post-
acute providers.  

This all leads to the conclusion that success may very well 
depend on the quality and quantity of the data available.  
Hospitals must be able to use the data provided by CMS to 
properly assess the inpatient stay, post-acute providers and 
physicians involved.  This can be integrated into a compre-
hensive plan that rewards the provision of quality care in the 
right setting at the right price.
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