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Hospital Readmission 
Reduction Program: 
Part 3 of 4:  A Detailed Review of the Final CMS FY 2014 IPPS Rule 
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Welcome and Introductions 
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Vicky Mahn DiNicola RN, MS, CPHQ 

VP Research and Market Insights 

Midas+ Xerox 
 

 
Follow me at https://twitter.com/MidasXerox to keep up with  

Regulatory Changes Impacting Quality Reporting Requirements! 

 

 

Questions regarding this briefing may be submitted directly  to me 

in a private email simply by clicking on the comment bubble in the 

tool bar at the bottom right of your presentation screen, or you 

may contact me directly by sending me an email to  

vicky.mahn@xerox.com 

https://twitter.com/MidasXerox
https://twitter.com/MidasXerox
https://twitter.com/MidasXerox
mailto:vicky.mahn@xerox.com


Review of 

Final IPPS 

Rule for  

FY 2014 

CMS-1599-F 

CMS-1455-F 
Posted to  

Federal Registry 

August 19, 2013 

 
http://www.gpo.gov/fdsys/

pkg/FR-2013-08-

19/pdf/2013-18956.pdf 
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Hospital Readmission Reduction Program 
Began in FY 2013 

• Began with payments for 

Medicare claims October 1, 2012 

• Initial Populations of Acute MI, 

Pneumonia and Heart Failure 

• 30-day Risk-standardized 

Readmissions (all cause) 

• Based on excessive readmission 

ratios for discharges July 1, 2008 

through June 30, 2012 

• Hospitals financially penalized up 

to 1% of their Medicare Payments  
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COPD 30-day All Cause Risk Standardized 

Readmission Rate 
HRR Program beginning with FY 2015 

HIQR Program beginning with FY 2014 

 Acute exacerbation of COPD (4th largest Medicare 

diagnosis) 

 Median 30-day readmission rate among Medicare 

patients in 2008 was 22.0%. 

 NQF endorsed COPD 30-day All Cause Risk 

Standardized Readmission Rate (NQF #1891) in 

March, 2013  

 Similar to Acute MI, Heart Failure and Pneumonia 

includes only patients > 65, 30-day post discharge 

enrollment in Medicare FFS, excludes deaths, 

transfers to other acute care facilities, patients who 

leave AMA and planned readmissions 

 Includes Acute Exacerbation of COPD as both a 

primary diagnosis and  Acute Respiratory Failure 

with COPD as a secondary diagnosis 

 
- 7 - 



Elective Total Hip/Knee Arthroplasty 30-day All 

Cause Risk Standardize Readmission Rate 
HRR Program beginning with FY 2015 

HIQR Program beginning with FY 2013 

 Elective total hip and knee arthroplasty 

(represents the largest procedural cost in the 

Medicare Budget). 

 Median 30-day readmission rate among Medicare 

patients between 2008 and 2010 was 5.7%. 

 NQF endorsed Elective Total Hip 

Arthroplasty/Total Knee Arthroplasty 30-day All 

Cause Risk Standardized Readmission Rate 

(NQF #1551) was approved for use in the 

Hospital Inpatient Quality Reporting Program in 

the FY 2013 IPPS/LTCH PPS Final Rule 

 Similar to Acute MI, Heart Failure and Pneumonia 

includes only patients > 65, 30-day post 

discharge enrollment in Medicare FFS, excludes 

deaths, transfers to other acute care facilities, 

patients who leave AMA and planned 

readmissions 
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Adding Planned Readmission Exclusions to  

CMS Readmission Methodology Starting in FY 2014 
(October 1, 2013 discharges) 

• Planned readmission algorithm 

added to all readmission measures to 

avoid penalizing hospitals for 

performing scheduled procedures 

within 30 days of discharge. 

• This method also avoids counting 

unplanned readmissions that occur 

after a planned readmission, but 

within 30 days of discharge from the 

index admission. 

• The Planned Readmission Algorithm 

uses a flow chart and four tables of 

procedures and conditions to classify 

readmissions as planned or 

unplanned. 
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http://www.cms.gov/Medicare/Quality-Initiatives-Patient-Assessment-Instruments/HositalQualityInits/Measure-Methodology.html 



Acute or Complication Categories  

Determined by Using AHRQ Diagnoses CCS Codes 
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AHRQ Clinical Classification Software (CCS) 

• Developed by AHRQ as part of the Healthcare Cost and Utilization Project (HCUP) 

• Categorization scheme for ICD-9 diagnose and procedure codes 

• Clusters over 14,000 diagnosis codes and 3,900 procedure codes into a manageable 

number of clinically meaningful categories 
• Single level diagnosis CCS:  285 mutually exclusive categories 

• Single level procedure CCS: 231 mutually exclusive categories 

• Useful in research and statistical analysis 

• Files downloaded and used with SAS or SPSS to convert ICD-9 codes to CCS codes 

• Mental health populations have unique CCS-Mental Health and Substance Abuse 

(MHSA) tools 

• See http://www.hcup-us.ahrq.gov/toolssoftware/ccs/CCSUsersGuide.pdf  
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http://www.hcup-us.ahrq.gov/toolssoftware/ccs/CCSUsersGuide.pdf
http://www.hcup-us.ahrq.gov/toolssoftware/ccs/CCSUsersGuide.pdf
http://www.hcup-us.ahrq.gov/toolssoftware/ccs/CCSUsersGuide.pdf
http://www.hcup-us.ahrq.gov/toolssoftware/ccs/CCSUsersGuide.pdf


Planned Readmission Exclusions 

Always Planned 

• Transplants (bone, kidney, organ) 

• Cesarean section 

• Normal pregnancy and/or delivery 

• Forceps, vacuum and breech delivery 

• Maintenance Chemotherapy 

• Rehabilitation  

 

 

Potentially Planned  

     When discharge diagnosis of readmission 

is NOT acute or a complication of care 

• Laminectomy, spinal fusion 

• Knee and hip replacement 

• Limb amputation 

• Thyroidectomy and endocrine surgery 

• Lung resections 

• Hernia repairs 

• Oophorectomy, hysterectomy 

• TURP, prostatectomy 

• Colorectal and gastrectomy surgery  

• Cardiac surgery (CABG, Valve Repair) 

• Wound and burn debridement 

• Laryngectomy, tracheostomy revisions 

• More!   
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Impact on National Readmission Rates when 

Planned Readmissions are Excluded 
This modified measurement technique reduced hospital wide 30-day 

all cause readmission rates from 16.5% to 16.0% in the             

July 1, 2011 to June 30, 2012 data set 

 

   Before  After 

Acute MI  19.2%  18.2% 

 

Heart Failure  24.6%  23.1% 

 

Pneumonia  18.5%  17.8% 

 

 

Table V.G.1. Comparison of Original AMI/HF/PN Measures Finalized in FY 2013 

Relative to Proposed Revised AMI/HF/PN Measures for FY 2014 

(Based on July 008 through June 2011 Discharges from 3,025 Hospitals – p. 478) 
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For More Information on  

Readmission Measure Methodology 

 

 

 

 

 

 

 

 

 

 

 

 

- 14 - 



CMS Readmission Measures 

• Calculated from Medicare Part A and B 

Claims Data 

• Include readmissions back to ANY facility 

not jus YOUR facility 

• Individual hospitals and vendors can’t 

replicate exactly 

• Complex risk model 

• Getting more complex! 
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Note:  The Hospital Readmissions Reduction Program includes only subsection(d) hospitals 

and hospitals paid under section 1814(b)(3), while the IQR calculations include non-Inpatient 

Prospective Payment System (IPPS) hospitals such as critical access, territories, and cancer 

hospitals, as well as Veterans Health Administration (VA) hospitals. Consequently, your 

hospital’s results for AMI, HF, and PN may differ from those calculated for IQR because they 

are calculated using a different set of hospitals.  



CMS Readmission Measures 
All derived from Medicare Claims 

Inclusions for Index Admissions 

• Medicare FFS  Part A and B for 12 

months prior to index admission  

• VA beneficiaries (no 12 month 

enrollment requirement applies) 

• Aged 65 years or over 

• Admissions that were discharged and 

readmitted to same hospital on the same 

day with DIFFERENT diagnoses 

 

Exclusions for Index Admissions 

• Patients discharged and readmitted to 

same hospital on the same day with 

SAME diagnoses (the readmit will be 

combined with the previous index admission 

and considered to be one single encounter for 

measure purposes) 

• In-hospital death 

• Discharged against medical advise 

• Less than 30 days post-discharge 

enrollment in Medicare FFS program 

• Transferred to another acute care facility 
(admissions to another hospital within 1 day of 

discharge are considered transfers regardless 

of discharge disposition) 

• Acute MI patients admitted and 

discharged on same day 
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Multiple Readmissions 

• If a patient has more than one 

admission within 30-days, only the first 

one is counted as a readmission.   

• No hospitalization will be counted as 

both a readmission and an index 

admission within the same measure.   

• However, because the cohorts for the 

various readmission measure 

populations are determined 

independently, a readmission in one 

measure may qualify as an index 

admission in another CMS readmission 

measure. 
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Variables Used to Adjust Data in CMS                   

Risk Standardized Readmission Rates 

Variables Used 

• Age 

• Gender 

• Cardiovascular disease* 

• Comorbidities* 

Variables NOT used 

• Admission source 

• Discharge disposition 

• Socioeconomic status 

• Language barriers 

• Insurance status 

• Post discharge support structure 

• Functional and cognitive status 

• Health literacy 

• Access to primary care 

 

 

 

• Renal Disease 

• COPD, Asthma, Pneumonia 

• Fluid & electrolyte imbalance 

• Urinary Tract Infection 

• Psychiatric Disorders  

• Liver or biliary disease 

• Drug or alcohol abuse 

• Peptic Ulcer Disease  

• Decubitus Ulcers 

• Anemia 

• Infection  

• Cancer 

• Diabetes 

• Malnutrition 

• Dementia 

• Stroke 

• Paralysis 

• Sepsis 

• Shock 

* Each clinical population, including the hospital-wide 30-day all cause 

readmission measure has slightly different variables for cardiovascular 

disease and comorbidities 
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Fractional Blobs 

Really?? 

The Statistical Methods used by CMS for risk adjustment are documented here: 

 

www.hospitalcompare.hhs.gov/staticpages/for‐professionals/ooc/statistcal‐methods.aspx   
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Risk-Standardized Readmission Rates 

  
Number of 
Predicted 

Readmissions 

Number of 
Expected 

Readmissions 

National Unadjusted 

Readmission Rate 

Excess Readmission Ratio < 1 = lower-than expected readmission rates (or better quality) 

 

         Predicted = The number of readmissions predicted based on the hospital’s performance with its observed case mix.  

              Predicted values are based on hierarchical logistic regression models that include variables about the  

              patient, such as age, gender, comorbid diseases and indicators of patient frailty.   

 

         Expected =  The number of readmissions expected on the basis of the nation’s performance with that hospital’s case mix. 
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Excess Readmission Ratio 



Interpreting QNET Reports 
http://www.medicare.gov/hospitalcompare/ 

• Interval performance with overlap on either side of 

the crude unadjusted national rate are reported as 

“same as” other hospitals 
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Interpreting QNET Reports 
http://www.medicare.gov/hospitalcompare/ 

• Interval performance completely to the right of the national crude 

unadjusted national rate are “worse than” other hospitals 

• Interval performance completely to the left of the national crude 

unadjusted national rate are “better than” other hospitals 
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Interpreting QNET Reports 
http://www.medicare.gov/hospitalcompare/ 

• Interval performance with overlap on either side of 

the crude unadjusted national rate are reported as 

“same as” other hospitals 

• Excessive Readmission Ratio calculated for FY 2014 

based on discharged July 1, 2009 to June 30, 2012 
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Excess Readmission 

Ratio Replication 

Instructions 
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Risk-standardized Readmission Rates 

  
National Unadjusted 

Readmission Rate 
Excess Readmission Ratio 

1.162 18.5   21.5   



Calculating Financial Impact of Hospital 

Readmission Reduction Program 

• Hospital Readmission Reduction Program 

began with October 1, 2012 discharges for 

initial populations Acute MI, Heart Failure & 

Pneumonia 

• 2,217 hospitals will be assessed a penalty 

ranging from 0.01 to 1 percent of their 

Medicare revenue in FY 2013 (cap is 

increasing to 2% in 2014 and 3% in 2015) 

• CMS reports reduction of > 70,000 

readmissions in 2012 (19% to 17.2%)  

• FY 2013 projected savings of approximately 

$280 to 300 million (or 0.3 percent) of total 

Medicare IPPS operating payments 

• FY 2014 projects approximately $175 million 

(0.2 percent) reduction in payment to hospitals 
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Calculating Financial Impact for Your Hospital’s 

Performance in the Readmission Reduction Program 

Hospital’s Base Operating 

DRG Amount 
(before any adjustments made by 

Value-based purchasing) 

Adjustment Factor  

determined by the higher of 

Two Values 
x 

Floor Adjustment 

Factor  

--- 
FY 2013  0.9900 

FY 2014  0.9800 

  FY 2015  0.9700   

Hospital 

Specific 

Adjustment 

Factor 

The GREATER value of the two becomes  

your hospital’s  adjustment factor for any given fiscal year  
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Steps to Calculate Your Hospital’s Adjustment Factor 

Step 1:  Calculate aggregate payments for all discharges 

Adjustment          1           Aggregate payments for excess readmissions 

Factor             Aggregate payments for all discharges  

(Current Base DRG payment x Medicare Part A Volume  
(July 1, 2008 to June 30, 2011) 

  

 

$7830  x 27,601 = $216,115,830 

…keep in 

mind this volume 

represents over 3 years 

July 1, 2008 to June 30, 2011 

and is applicable to FY 2013 

Payment determination 
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Steps to Calculate Your Hospital’s Adjustment Factor 

Step 2:  Go to Hospital Compare to obtain population volumes and   

    calculate your hospital’s excessive readmission ratio (ERR) for  

    Acute MI, Heart Failure and Pneumonia 
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We will use this volume 

value in Step 3 

We will use this ERR value  

in Step 3 

Adjustment          1           Aggregate payments for excess readmissions 

Factor             Aggregate payments for all discharges  



Steps to Calculate Your Hospital’s Adjustment Factor 

Step 3:  Calculate aggregate payments for excessive readmissions 

(Base DRG payment x Acute MI volume) x (ERR – 1) = 
($7830 x 415) x [(20.6 Hospital /19.7 National) – 1] = $148,500 in Excess Payments  

 

(Base DRG payment x Heart Failure volume) x (ERR – 1) = 
($7830 x 673) x [(25.6 Hospital /24.7 National ) – 1] = $191,813 in Excess Payments 

 

(Base DRG payment x Pneumonia volume) x (ERR -1) = 
($7830 x 255) x [(21.5 Hospital /18.5 National) – 1] = $323,857 in Excess Payments 

 

 Aggregate payments for excess readmissions =  $664,170 Total Excess Payment 

We got the ERR values in  

Step 2 

< 1 =  NO EXCESS  

PAYMENTS 

 

Only include 

Populations with 

Excess Payments in  

Total Calculation 

You have to have zero excess payments in all three populations  

in order to avoid a reduction in your hospital’s adjustment factor 

Adjustment         1           Aggregate payments for excess readmissions 

Factor             Aggregate payments for all discharges  
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Revised Step 3 to Calculate Your Hospital’s Adjustment 

Factor for FY 2015 

Step 3:  Calculate aggregate payments for excessive readmissions 

Adjustment        1             Aggregate payments for excess readmissions 

Factor           Aggregate payments for all discharges  

(Base DRG payment x Acute MI volume) x (ERR – 1) = 
($7830 x 415) x [(20.6 Hospital /19.7 National) – 1] = $148,500 in Excess Payments  

 

(Base DRG payment x Heart Failure volume) x (ERR – 1) = 
($7830 x 673) x [(25.6 Hospital /24.7 National ) – 1] = $191,813 in Excess Payments 

 

(Base DRG payment x Pneumonia volume) x (ERR -1) = 
($7830 x 255) x [(21.5 Hospital /18.5 National) – 1] = $323,857 in Excess Payments 

 

(Base DRG payment x COPD volume) x (ERR – 1) = 
($7830 x ___) x [(___ Hospital /22.0 National ) – 1] = $_______ in Excess Payments 

 

(Base DRG payment x TKA/THA volume) x (ERR -1) = 
($7830 x ____) x [(____ Hospital /5.7 National) – 1] = $_______ in Excess Payments 

 

< 1 =  NO EXCESS  

PAYMENTS 

 

You have to have zero 

in all FIVE populations  

in order to avoid a 

reduction in your 

adjustment factor 
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Steps to Calculate Your Hospital’s Adjustment Factor 

Step 4:  Plug in your numbers 

 

 Adjustment        1           Aggregate payments for excess readmissions 

Factor           Aggregate payments for all discharges  

Adjustment        1                 $ 664,170 from step 3  

Factor            $ 216,115,830 from step 1 

Adjustment           0.9693         

Factor     
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Final Step to Calculating Your Hospital’s Adjustment Factor 

for the Hospital Readmission Reduction Program 

Step 5:  Compare your hospital’s adjustment factor to the floor 

adjustment factor for the selected fiscal year. The larger value becomes 

your hospital’s adjustment value!   

 

Floor adjustment set at 0.9900 for FY 2013, 0.9800 for FY 2014, and 0.9700 for FY 2015 and subsequent fiscal years 

 Hospital’s Base Operating 

DRG Amount 
(before any adjustments made by 

Value-based purchasing) 

Adjustment Factor determined by 

Hospital’s Readmission Rates 
x 

Ratio =  0.9693 

Floor Adjustment = .9900 

$7830   x   .9900  =  Reduced Base DRG Payment to $7752 in FY 2013 

$7830 x .9800 = Reduced Base DRG Payment to $7673 in FY 2014 

 
Meaning an overall payment reduction of $78 in FY 2013 for each Medicare claim.   

In FY 2014 this same performance would result in an overall payment reduction of $157 

Use the largest of 

the two values 



Readmission Penalties for FY 2013 

Payments are Publicly Available at 
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http://www.kaiserhealthnews.org/Stories/2013/August/02/readmiss

ion-penalties-medicare-hospitals-year-two.aspx  
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Hospital-Specific Reports 
• Go to  

qualitynet.org for 

your hospital’s 

HSR workbook 

• Preview period 

started April 18, 

2013 

• Must be a QNET 

administrator to 

download into your 

secure inbox 
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Your hospital’s performance 

National and State Comparison 

Patient Detail for Readmissions 

Hospital-Specific Reports 
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Medicare Hospital Quality Chartbooks 
Available to public at  

http://www.cms.gov/Medicare/Quality-Initiatives-Patient-Assessment-

Instruments/HospitalQualityInits/Downloads/MedicareHospitalQualityChartbook2012.pdf 

 Regional variation 

 Racial disparities 

 Reasons for 

readmissions 

 Proportion by 

Medicare 

 Small hospital data 

 Large hospital data 

 Measure methodology  
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Public reporting is 

not associated with 

a reduction in 

readmission rates… 

Are Readmission Rates Associated with Public Reporting? 



Observation Stays On The Rise 

Looks like we’re 

just readmitting 

patients as 

observation status! 
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Source:  Joynt, K. and  Jha, A. (2012).  Thirty-Day Readmissions – Truth and Consequences.  New 

England Journal of Medicine, Vol. 366:15, 1366-1368.   



Critics to CMS 30-Day Readmission 

Reduction Initiatives 

1. Only a small proportion of 30-day readmissions are probably preventable 

2. Much of what drives hospital readmission rates are patient and community-level 

factors outside of the hospital’s control e.g. mental illness, poor social support and 

poverty 

3. Readmission rates have weak signaling value for identifying high-quality hospitals 

– No clear link between readmission rates and quality of care 

– Higher readmission rates can be the result of low mortality rates or good access 

to hospital care 

4. Hospitals are expending so much energy on readmissions they may forgo other 

important quality improvement efforts 

5. Readmissions 3 to 7 days after discharge are much more under the hospital’s 

control than 30-day readmissions 

6. Financial penalties for high readmission rates dwarf the penalties for higher mortality 

rates and unsafe care 

 Source:  Joynt, K. and  Jha, A. (2012).  Thirty-Day Readmissions – Truth and Consequences.  New 

England Journal of Medicine, Vol. 366:15, 1366-1368.   
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Readmission Methodology Matters 

• 27% of readmission are 

preventable 

 12% were deemed preventable in 

studies that used clinical data  

 59% were deemed preventable in 

studies that used only 

administrative data 

• Total number of readmissions 

vary substantially among 

hospitals, but the rate of 

preventable readmissions  

does not 



Readmission Rates Show Positive 

Correlation to Volume and Mortality Rates 

One in seven patients undergoing CABG, Pulmonary Lobectomy, 

endovascular and open AAA Repair, Total Hip Replacement, or 

Colectomy will be readmitted within 30 days 
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Downward Trends in Acute MI 30-day Readmissions 

Reflected in Midas+ Comparison Pool 

Official Start Date 

For Hospital Readmission 

Reduction Program 

October 1, 2012 

Public Reporting Began 

July 2009 
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Downward Trends in CHF 30-day Readmissions 

Reflected in Midas+ Comparison Pool 

Official Start Date 

For Hospital Readmission 

Reduction Program 

October 1, 2012 

Public Reporting Began 

July 2009 
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Stable Trend in Pneumonia 30-day Readmissions 

Reflected in Midas+ Comparison Pool 

Official Start Date 

For Hospital Readmission 

Reduction Program 

October 1, 2012 

One more quarter below 

the center line could 

indicate a statistical 

change in process! 
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Downward Trends in National Readmission Rates 

for Acute Care Inpatients > 65 years of age Reflected in  

Midas+ Comparison Pool 

Official Start Date 

For Hospital Readmission 

Reduction Program 

October 1, 2012 



Recommended Reading 
http://www.rwjf.org/content/dam/farm/reports/reports/2013/rwjf404178 

- 48 - 



Readmission 
Reduction 

Inpatient 
Quality 

Hospital 
Acquired 

Conditions 

Value 
Based 

Purchasing 
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Follow me at 

https://twitter.com/MidasXerox 

to keep up with regulatory 

changes impacting quality 

reporting requirements! 

https://twitter.com/MidasXerox



