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Vision

¢ Payment to health care providers 
aligned with goals related to ….

l Safety

l Quality

l Efficiency

¢ First, do no harm





Recent History of Medical 
Errors

¢ Harvard Medical Practice Study
l Hospitalized patients in New York (1991): 
extrapolates to 100,000 deaths

¢ Colorado/Utah Study
l Around 44,000 deaths

¢ Institute of Medicine (IOM) Report: To Err is 
Human (1999)

¢ Quality in Australian Health Care Study 
(1995)
l Adverse events 10-17% of admissions
l Preventable costs up to $1 billion



Recommendations from IOM

¢ Create national center for patient safety
¢ National mandatory reporting system
¢ Develop voluntary reporting efforts
¢ Extend peer review protections
¢ Performance standards focusing on safety for organizations 

and professionals
l Public and private purchasers should provide 
incentives to health care organizations to demonstrate 
continuous improvement in patient safety

¢ FDA focus on safe use of drugs
¢ Health care organizations/professionals should make 

improved safety a ‘declared and serious aim’
¢ Organizations should implement proven medication safety 

practices



What Has Happened?

¢ Private
l IHI 100,000 Lives Campaign
l Computerized Order Entry
l Electronic Health Records

¢ Public/Private: National Quality Forum and 28 Serious Adverse 
Events (SAEs) or ‘Never Events’ (2002 and updated 2006)

¢ Federal Government Payment Reform from Centers for Medicare 
and Medicaid or CMS (DRA 2005)
l Hospital Acquired Conditions (HACs)

¢ New York
l Reporting

• NYPORTS
• Mandatory but highly imperfect

• Selected hospital acquired infections

l Patient Safety Center
l Hospital acquired infections







In Australia…

¢ Richardson and McKie (2008): Options to 
decrease adverse events
l Error learning and Mandatory Disclosure
l Hospital Accreditation and Audit
l IT
l Public Disclosure
l Hospital Regulation
l Physician focused efforts
l System level reform

• Financial incentives are ‘important missed 
opportunity’



Definition of ‘Never Event’
(National Quality Forum)

¢ Of concern to public and healthcare 
providers

¢ Clearly identifiable and measurable

¢ Feasible to include in reporting 
system

¢ Of a nature such that the risk of 
occurrence is significantly influenced 
by the policies and procedures of 
healthcare facility …..and….



Definition

¢ Unambiguous

¢ Usually preventable

¢ Serious 

¢ And..

l Adverse and/or

l Indicative of a problem in a healthcare 
facility’s safety systems and/or

l Important for public credibility or public 
accountability





National Quality Forum

¢ Surgery on wrong body part

¢ Surgery on wrong patient

¢ Wrong surgical procedure

¢ Retention of foreign object

¢ Intra-post operative death in ASA Class 
I patient

¢ Contaminated 
drugs/devices/biologics

¢ Device functioning other than 
intended

¢ Intravascular air embolism

¢ Infant discharged to wrong person
¢ Patient disappearance
¢ Suicide or attempted
¢ Medication error

¢ Incompatible blood

¢ Maternal death/disability in low risk 
pregnancy

¢ Death/disability associated with 
hypoglycemia

¢ Failure to identify/treat 
hyperbilirubinemia

¢ Stage 3 or 4 pressure ulcers
¢ Death/disability with spinal 

manipulation
¢ Artificial insemination with wrong sperm 

or egg
¢ Electric shock

¢ Wrong gas or contamination

¢ Burn

¢ Fall
¢ Death/disability with restraints or 

bedrails

¢ Impersonation
¢ Abduction
¢ Sexual assault
¢ Physical assault 



Hospital Acquired 
Conditions (10 Categories)

¢ Retained foreign object after surgery

¢ Air embolism

¢ Blood incompatibility

¢ Stage III and IV pressure ulcers
¢ Falls and trauma
¢ Poor glycemic control
¢ Catheter associated UTI
¢ Vascular catheter associated infection
¢ Surgical site infections

l CABG
l Bariatric
l Orthopedic

¢ DVT/PE



The Impact

¢ Modeling on California data (on 6 conditions) showed

l Present in .11% of Medicare discharges
• Only 3 percent of these affected by policy

• Payment reductions small (extrapolated to only $1.1 
million nationwide)

¢ CMS Response

l Too early to evaluate

l Ripple effect to states and private insurers

l Underestimates power of small financial disincentives 
to change behavior

l Broader context of quality and safety initiatives 
including improvement, public reporting, value based 
purchasing



The Landscape

¢ We have in New York..

lMandatory reporting with required 
‘plans of correction’

l Some public reporting

l ‘Global’ payment (DRG)

l Voluntary improvement efforts

l Large (but slow) investments in HIT, 
computerized order entry



Medicaid is a large payer….

¢ Payment incentives/disincentives

¢ Response to the federal initiative

l And to taxpayers

¢ Approach budget constraints using 
more ‘surgical’ approach

¢ Address cost and quality/safety



New York Medicaid 

¢ Insures 4.5 million low income 
individuals/families with 
comprehensive benefit package

l Delivered through both fee-for-service 
and full risk health plans

l Annual budget ~ 46 billion

• Represents ~ 30% of state budget

• ~ 28% of health care spending in state





Value Based Purchasing 
Initiatives

¢ Selective contracting

l Breast cancer surgery

l Bariatric surgery

¢ Pay for Performance

lMedicaid health plans

l Provider/hospital demonstrations

¢ Never Events



Our Approach

¢ Review NQF and CMS lists

¢ Include stakeholders in discussion

l Hospitals, physicians, associations

¢ Start modest and evolve

l Build consensus if possible

¢ Establish requirement for ‘present on admission’ field 
for each diagnosis on claims 

¢ (Respect) hospital acquired infection reporting

¢ Potentially Preventable Complications/Readmissions



Immediate Challenges

¢ What is preventable?
l Which list and why?

¢ Definitional 
l What is ‘serious disability’?
l ICD9 codes

¢ Hospital capture of events
¢ Legal exposure
¢ Payment adjustment in setting of DRGs
¢ Readmissions for ‘repair’

l Same hospital
l Different hospital

¢ Include physician payments? Outpatient?
¢ Hospitals negative response to federal (CMS) 

approach



Program Features

¢ 13 total events

l 3 can be ‘administratively’ adjusted

l 10 require manual review

¢ Program is similar for fee for service 
and health plans

¢ Audit necessary

¢ Inpatient claim adjustments only



NYS Medicaid SAEs

¢ Retained surgical 
instrument

¢ Air embolism

¢ Blood incompatibility

¢ Wrong person surgery

¢ Wrong part surgery

¢ Wrong surgical 
procedure

¢ Medication error

¢ Contaminated 
drugs/devices/biologics 

¢ Malfunction of device

¢ Electric shock

¢ Wrong gas

¢ Burn

¢ Injury from restraints



Timeline

¢ Hospitals required to submit claims with valid ‘present 
on admission’ (POA) fields as of July 2008
l If invalid, rejected
l Audit

¢ Policy of payment adjustment for 3 events began 
October 2008
l Object left in surgery
l Air embolism
l Blood incompatibility

¢ As of September 2009……ZERO Events
¢ Policy for other ten (10) events began November 2009

l Begins January 2010 for health plans



Limitations

¢ Effort/resources involved in ‘not paying’
l Chart reviews

l Audit
• Includes POA validation

l Manual payment adjustment

¢ Limited number of events

¢ Minimal cost impact compared to what 
many believe is ‘true cost’ of errors and 
avoidable complications

¢ Risk adjustment



What Else?

¢ Potentially Preventable Readmissions

¢ Potentially Preventable Complications

¢ Bundled Payments



Readmissions

¢ Potentially preventable readmission 
(PPR) is a readmission to the hospital 
after an initial admission that is 
clinically related to the initial 
admission and might have been 
prevented by appropriate care during 
the initial admission, improved 
hospital discharge planning, or proper 
outpatient care



Readmissions: Medicaid

¢ In 2007, over 46,000 initial admissions 
followed within 30 days by at least one PPR

l Overall rate 9.38%

l Most frequent conditions at initial admission

• Alcohol/drug use

• Mental diseases/disorders

• Diseases/disorders of circulatory, respiratory, 
digestive systems

l Total associated costs estimated at over 
$800 million



Readmissions

¢ Use APR-DRGs (risk adjusted)

¢ Clinically driven decision rules and 
exclusions
l Major malignancy, trauma, obstetrical

l Develop actual vs. expected rate for each 
hospital

l For 2005, actual ranged from 0% to 17.74%

l Most between 2-6%

¢ Adjust payment prospectively
l Many options for operationalizing



Potentially Preventable 
Complications (PPCs)

¢ Harmful events (accidental laceration during a 
procedure) or negative outcomes (hospital acquired 
pneumonia) that may result from the process of care 
and treatment rather than from a natural progression of 
an underlying illness

¢ Requires

l Present on admission indicator

l Clinical input

l Method for risk adjustment

l Exclusions
• Newborns, major trauma, organ transplants, 
major/metastatic malignancy, cardiac arrest, HIV



PPC Assumptions

¢ Not all complications are preventable

¢ Patients receiving poor quality care 
will be more likely to have 
complication

¢ Hospitals providing poorer quality care 
will have higher rates of complications

¢ Patient’s risk of complication related 
to both reason for admission and 
severity of illness on admission



PPC Organization

¢ Organized into 8 groups of 64 PPCs 

l Derived from ICD-9 diagnosis codes 
(1450 of 13,367)

l Based on similarities in clinical 
presentation and impact

l Groups are mutually exclusive



Examples

¢ Extreme complications
l Shock
l Acute pulmonary edema/respiratory failure
l Ventricular fibrillation/cardiac arrest

¢ Cardiovascular-respiratory
l CVA
l Pneumonia
l Pulmonary embolism
l Congestive heart failure
l Acute myocardial infarction

¢ Gastrointestinal complications
l Major GI complications with transfusion or bleeding
l Major liver complications

¢ Perioperative complications
l Post-op wound infection
l Reopening of surgical site
l Post-op hemorrhage
l Post-op foreign body



PPC Approach

¢ Use discharge or claims data to identify 
inpatient complications

¢ Adjust for ‘risk’ of complications

l Reason for admission

l Severity of illness

¢ Calculate expected complication rates

¢ Evaluate actual/expected rates

¢ Adjust rates prospectively



PPC Use

¢ New York

l Non public reporting of selected major 
PPCs since 2005 for quality 
improvement purposes

¢ Maryland

l PPCs used in payment adjustment to 
hospitals (all payer) starting July 2009



Sample Report 1 –
Statewide overall PPC rates



Sample Report 3 – Major PPC rates across all service lines



Sample Report 2 – Service Line PPC rates



Sample Report 4 – Major PPC rates for specific Service Line



Bundled Payments

¢ Interesting conversations but no one 
has any answers to date as to how to 
approach

¢ Geisinger Clinic defect-free 
‘guarantee’ for cardiac surgery



Summary: Richardson and 
McKie probably got it right…..

lMultiple approaches are best
• Error learning and Mandatory Disclosure

• Hospital Accreditation and Audit

• IT

• Public Disclosure

• Hospital Regulation

• Physician focused efforts

• System level reform
• Financial incentives are ‘important missed 
opportunity’



Conclusion

¢ Payment adjustments can/should be part of 
the toolbox to promote safety
l Carrots and sticks would be best

¢ To date, direct impact on savings small –
direct impact on quality/safety unknown
l Sentinel effects?

¢ Broader approach, looking at risk adjusted 
complications, readmissions, may have 
larger impact

¢ Hospitals need data, motivation, ‘know 
how’, and leadership
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