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The CMS Hospital Quality
Incentive and Penalty Programs:
Where Do They Stand?
Tawnya Bosko, DHA, MS, MHA, MSHL
Vice President, The Camden Group, El Segundo, CA
On the heels of the release of the Centers
for Medicare and Medicaid Services (CMS)
Inpatient Prospective Payment System
(IPPS) fiscal year (FY ) 2016 final rule, it
seems fitting to review the CMS hospital
quality incentive and penalty programs,
given that by 2017 they will collectively
make up to six percent of hospital Medicare
payments at risk. The three programs are the
Value-Based Purchasing (VBP) program,
the Hospital Readmissions Reduction
Program (HRRP) and the Hospital
Acquired Conditions (HAC) program. As
part of healthcare reform, these programs
are designed to transition hospitals to more
value-based reimbursement by incentivizing
or penalizing providers based on their
performance on certain quality metrics. The
broad questions of whether the programs are
designed correctly and whether Medicare
has chosen the most appropriate metrics
underscore the complexity of reimbursing
providers based on quality, but overall these
three programs provide a fundamental
change in how Medicare reimburses hospitals
for services and in how hospitals manage and
monitor quality performance.

VBP
The VBP program is largely a payment
redistribution program where each eligible
hospital contributes a set percentage of base
operating payments to a VBP payment pool,
1.5 percent for FY 2015, 1.75 percent for
FY 2016 and 2 percent of base operating
payments when fully phased in (2017). This
VBP payment pool is used to bonus hospitals
for performance on the VBP criteria which
are separated into domains including process
of care, outcomes, patient experience and
Continued on page 4
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2015 Brings Dramatic Changes to
Healthcare, Time to Get Into Focus!
2015 has been a year of dramatic
change for healthcare payers and
providers. Executives and leaders have
been challenged to conform to the new
State and Federal regulations, evaluate
consolidation and merger opportunities
and take significant steps to improve
the quality of patient care.
These
initiatives leverage the application of
new technologies and the use of the
latest medicines, methods and strategies
designed to improve consumer health.
Our government, providers, payers and
consumers all have a stake in seeking
remedies for the issues affecting today’s
delivery of healthcare services.
The goal of the MiraMed Focus is
to provide our subscribers with varying
perspectives and valuable insights about
our healthcare industry that can only reside
in our healthcare journal. We’ve gathered
some of the industry’s top thought leaders
to share their experience and knowledge
with you. I hope you enjoy reading this
edition of the MiraMed Focus.
Dr. Tawnya Bosko DHA, MS,
MHA, MSHL is a Vice President with
The Camden Group. In her article,
The CMS Hospital Quality Incentive and
Penalty Programs: Where Do They Stand?
Dr. Bosko addresses the new valuebased reimbursement rules as they relate
to incentivizing or penalizing providers
based on their performance on certain
quality metrics.
MiraMed’s own Denise Nash MD,
CCS, CIM, serves as Vice President
of Compliance and Education. In Dr.
Nash’s article, Doctors and Patients Will
Pay a Heavy Price with ICD-10, she
highlights how the abandonment of the
current reimbursement system for newer
models, such as ICD-10, will create a
new cumbersome healthcare delivery
system.

Robert L. Wambolt, MBA,
owner of RLW Consulting, shares his
insight concerning healthcare pricing
transparency in his article, Will Price
Transparency be Enough to Change
Behavior? He explains why he believes
that if healthcare pricing were more
readily available to patients, it could
significantly reduce healthcare spending
across all segments of our population and
ultimately improve patient care outcomes.
It is my pleasure to introduce one
of our newest author’s, Arne Pedersen,
MBA, FACMPE. Mr. Pedersen serves
as Vice President of Practice Management
for Anesthesia Business Consultants.
In his article, Developing Physician
Leaders, he offers specific strategies that
can identify, incentivize and motivate
employees to become emerging leaders
within their organizations.
Also featured in this issue is Four
Ways to Encourage Innovation, an article
written by Chris Garner, the Co-Founder
& CEO of Artemis Consultants. Mr.
Gardner is a healthcare executive
matchmaker who recruits and places
senior level professionals in various
healthcare organizations.
Joette Derricks, CPC, CHC, CMPE,
CSSGB, Vice President of Regulatory
Affairs & Research for MiraMed shares
her knowledge about how providers and
payers are getting ready for the upcoming
coding transition of ICD-10 in Preparing
for the ICD-10 Transition Tsunami.
We are pleased to have Lyman
Sornberger return as an author. Mr.
Sornberger is the Chief Executive Officer
of LG Associates, a healthcare consulting
firm. In his article, CMS Steps Up to Help
Providers Avoid Costly Coding Errors, he
offers his insight about how the American
Medical Association has handled the
deep divide over the implementation of

the new International Classification of
Diseases, 10th Edition (ICD-10) codes.
Once again, David W. Johnson,
CEO and Founder of 4sight Health,
has provided us with his entertaining
and informative perspective about how
healthcare is changing its delivery model
by following innovative thinking similar
to other business industries. In his article,
Uber Up! Customer Interfacing Discovers
Healthcare.
Jonathan Landsman, CISA, MBA
is MiraMed’s Senior Director of Big
Data and Strategy. In his article, Key
Performance Indicators, Metrics, and
Measures, Mr. Landsman outlines how
big data and analytics can provide insight
into how operational performance and
measurement tracking can address
sustainability and even survivability of a
healthcare organization.
I hope you have found the information
in this edition to be provocative, timely and
valuable. We are committed to delivering
you the most relevant and diverse content
written by industry opinion leaders.
For those of you who are attending
the American Health Information
Management
Association
(AHIMA) Convention and
Exhibit September 26th
to 30th in New Orleans,
please make it a point to
stop by our booth #523
and say hello.
With best wishes,

Tony Mira
President and CEO
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Will the Transition to ICD-10 Ultimately
Improve Patient Care? Only Time Will Tell.
Denise M. Nash, MD, CCS, CIM
Vice President of Compliance and Education
MiraMed Global Services
Undoubtedly the International
Classification of Diseases, Tenth Edition
(ICD-10) is a more specific means of
capturing diagnostic data. It allows
not only for specificity of laterality, but
it also allows capture of episode of care
with the 7th character designation for
initial, subsequent and sequelae. A
recent study by the Heritage Foundation
Report (HFR) entitled, The New Disease
Classification (ICD-10): Doctors and
Patients Will Pay1 provides a unique
perspective about how ICD-10 will
impact physicians and patients alike.
One of the things pointed out in
the article is the abandonment of the
current reimbursement system for newer
models. I tend to concur from a financial
perspective because the current system is
cumbersome with many factorials built
in, whether diagnosis-related group
(DRG) based or ambulatory payment
classification (APC) based or Medicare
Physician Fee Schedule (MPFS). The
episode of care bundled payment models
currently being tested by Centers for
Medicare and Medicaid Services (CMS)
produces composite payments for a given
diagnosis and procedure or a trigger point
as the driver of the episode (diabetes,
COPD, etc.). There are four payment
models:
1. Retrospective acute care hospital
only
2. Retrospective acute care hospital
plus post-acute care
3. Post-acute care only

4.

Acute care hospital stays only
which were initiated on January
31, 2013

These models target alignment
of incentives to produce better results.
They then create strong incentives for
hospitals and doctors to work together
toward a single goal of more streamlined
and coordinated care, while eliminating
preventable
complications
and
unnecessary services (medical necessity).
The most widely used are for
orthopedic procedures such as hip and
knee replacements. I agree with these
models in theory, but models need
to be totally tested for accuracy and
disbursement feasibility. How many
different specialties are involved in the
care of a particular individual? Taking a

The Heritage Report: The New Disease Classification (ICD-10): Doctors and Patients Will Pay John Grimsley and John
O’Shea, M.D.
1

hip replacement, for example, may involve
a facility, all the pre-work including
medical clearance, the anesthesiologist,
the surgeon and all of the post-surgical
work during the 90 day global. But how
will the money be divvied? Who will
hold the purse and be responsible for the
accounting? Those questions need to be
answered, especially if all participants are
not part of the same network.
These reimbursement models tend
to work in self-contained, integrated
delivery systems or staff model health
maintenance organizations (HMO).
This brings up a second point in the
article: that we are moving out of the
single practitioner arena in order to
survive the new emerging healthcare
system. If we are moving to a new
reimbursement schema, then the current
way of practicing medicine will not work.
Continued on page 8
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The CMS Hospital Quality Incentive and Penalty Programs: Where
Do They Stand?
Continued from page 1

efficiency and weighted as indicated in
Graph 1. If a hospital receives less than
the set percentage contribution to the
pool (i.e., 1.75 percent for FY 2016), then
it is essentially penalized for VBP because
its bonus is less than its contribution.
Likewise, if its performance warrants
a VBP payment greater than the set
percentage contribution, it is essentially
receiving a bonus or upward payment
adjustment for VBP. For FY 2015, 55
percent of eligible hospitals received a
bonus under the VBP program. However,
only about 800 of those hospitals still
profited after considering CMS’ other
quality incentive and penalty program
performance.1
GRAPH 1

Communication with Doctors
Responsiveness of Hospital
Staff
Pain Management
Communication about Medicines
Hospital Cleanliness and
Quietness
Discharge Information
Overall Rating of Hospital
Source: CMS

The HRRP is strictly a penalty
program applied to those hospitals that
have excessive preventable readmissions
for certain conditions as shown in Table
1. The HRRP was phased in beginning
in FY 2013 with a one percent penalty
maximum for that year and reached its
overall maximum penalty of three percent
of hospital base operating payments
in FY 2015. As shown, the HRRP
performance data period is a three year
rolling timeframe. For its first year in FY
2013, results were based on performance
from July 1, 2008 – June 30, 2011.
The rolling three year data period has
continued, which means, for example,

VBP Domains and Weights, FY 2016

Process of Care Measure
Fibrinolytic Therapy Received Within 30
minutes of Hospital Arrival
Initial Antibiotic Selection for CAP in
Immunocompetent Patient
Prophylactic Antibiotic Selection for
Surgical Patients
Prophylactic Antibiotics Discontinued
Within 24 hours after Surgery End Time
Postoperative Urinary Cathether Removal
on Post-Operative Day 1 or 2
Surgery Patients on a Beta Blocker Prior
to Arrival that Received a Beta Blocker
During the Perioperative Period
Surgery Patients who Received an
Appropriate Venous Thromboembolism
Prophylaxis Within 24 hours Prior to
Surgery to 24 hours After Surgery
Influenza Immunization

Patient Experience (HCAHPS
Survey) Measure
Communication with Nurses

HRRP

The VBP is the only one of the
three CMS quality programs that offers
bonuses, though it is on a budget neutral
basis. Further, it is also the only program
that takes into account a hospital’s
improvement even if the hospital’s
performance is still subpar.2
CMS has indicated its emphasis on
the efficiency and outcomes measures
as shown in Graph 2. The increased
weights from FY 2015 to FY 2016 in
each of these domains and a lesser focus
on process of care measures, which will
represent only 10 percent of VBP for FY
2016, signifies a gradation moving from
performing certain processes to showing
quality outcomes and efficiency.

2016
2016
Threshold Benchmark
91.15%

100%

96.55%

100%

99.07%

100%

98.09%

100%

97.06%

100%

97.73%

100%

98.23%

100%

90.61%

98.88%

2016
2016
2016
Floor Threshold Benchmark
53.99% 77.67%
86.07%
57.01% 80.40%
88.56%
38.21%

64.71%

79.76%

48.96%
34.61%

70.18%
62.33%

78.16%
72.77%

43.08%

64.95%

79.10%

61.36%

84.70%

90.36%

34.95%

69.32%

83.97%

Efficiency
Measure

Process of
Care; 10%
Patient
Experience;
25%

2015 National
Threshold

Medicare
Spending Per
Beneficiary

2015 National
Benchmark

Median Medicare
Mean of lowest decile
spending per
of Medicare spending per
beneficiary ratio across beneficiary ratios across
all hospitals during
all hospitals during
performance period
performance period

Efficiency;
25%

Outcomes Measure

Outcomes; 40%

Domain

Acute Myocardial Infarction
Mortality
(AMI) 30-Day Mortality Rate
Heart Failure (HF) 30-Day
Mortality
Mortality Rate
Pneumonia (PN) 30-Day
Mortality
Mortality Rate
Patient Safety Indicator
Patient Safety
Composite
Central Line Associated
Bloodstream Infections
Infections
(CLABSI)
Catheter Associated Urinary
Infections
Tract Infections (CAUTI)
Surgical Site Infections
Infections
(SSI): Colon
SSI: Abdominal Hysterectomy Infections

2016
2016
Threshold Benchmark
84.75%

86.24%

88.15%

90.03%

88.27%

90.42%

0.623%

0.452%

0.465%

0.000%

80.10%

0.000%

66.80%

0.000%

75.20%

0.000%
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GRAPH 2

VBP Domain Weighting Changes FY 2015-FY 2016
2015

2016

40%
30%

30%

25%

25%
20%

20%
10%

Outcomes
Measures

Patient
Experience
Measures

the data period has already ended for the
new measure coronary artery bypass graft
(CABG) that will be included for FY
2017.
For FY 2016, only 799 of 3,414
(23 percent) of all eligible hospitals will
avoid a penalty for excess avoidable
readmissions, meaning 77 percent of
all eligible hospitals will be penalized.
However, the majority of hospitals
penalized have a penalty in the range of
.01 - .5 percent as shown in Graph 3; and
the number of hospitals penalized as well
Table 1
Fiscal
Year

1

2

3

4

5

Process of Care
Measures

Efficiency
Measure

as the average penalty fell from FY 2015.1
In FY 2015, 10 percent of hospitals
accounted for approximately 50 percent
of total penalties; while most other
penalized hospitals had a modest impact.2
Since the readmissions penalties were
enacted, readmissions have dropped, but
still, approximately one in five patients
admitted to the hospital are readmitted
within 30 days of discharge.3
For FY 2016, there are 38 hospitals
that fell in the worst performing category,
meaning they will received the maximum

Readmissions Measures, Maximum Penalty and Data Period by Fiscal Year
Readmissions Measures

2013

Acute Myocardial Infarction (AMI),
Heart Failure and Pneumonia

Maximum
Penalty

Data Period

1 percent

July 1, 2008 to June 30, 2011

2014

Same as FY 2013

2 percent

July 1, 2009 to June 30, 2012

2015

FY 2014 measures plus: 1) Hip/Knee
Replacement and 2) COPD

3 percent

July 1, 2010 to June 30, 2013

2016

Same as FY 2015

3 percent

July 1, 2011 to June 30, 2014

2017

FY 2015 measures plus: CABG

3 percent

July 1, 2012 to June 30, 2015

Kaiser Health News (2015) http://khn.org/news/1700-hospitals-win-quality-bonuses-from-medicare-but-most-will-nevercollect/
Kahn, C., Ault, T., Potetz, L., Walke, T., Chambers, J. and Burch, S. (2015) Assessing Medicare’s Hospital Pay-ForPerformance Programs And Whether They Are Achieving Their Goals. Health Affairs, 8:1281-1288.
Kaiser Health News (2015) http://khn.org/news/half-of-nations-hospitals-fail-again-to-escape-medicares-readmissionpenalties/
Becker’s Hospital Review (2015) http://www.beckershospitalreview.com/quality/the-38-hospitals-facing-highest-medicarepenalties-for-readmissions.html
The Center for Medicare and Medicaid Services (2015) https://www.cms.gov/Newsroom/MediaReleaseDatabase/Factsheets/2015-Fact-sheets-items/2015-07-31-4.html

penalty of three percent for avoidable
readmissions for FY 2016. Of those
“worst performing,” 13 (34 percent) are
surgical specialty hospitals that were not
subject to readmission penalties until FY
2015 when hip and knee replacements
were added as a metric. Thus, the
HRRP program is somewhat new to
these facilities. Another five (13 percent)
of the worst performers are part of the
Appalachian Regional Healthcare system
based in Kentucky, which contributes to
Kentucky’s having the highest average
HRRP penalty for FY 2016.4
HRRP penalties are estimated to be
$420 million for FY 216. Additionally,
the 2016 IPPS Final Rule expanded the
pneumonia measure to include patients
with a principal discharge diagnosis of
pneumonia or aspiration pneumonia and
with a principal diagnosis of sepsis with
a secondary diagnosis of pneumonia
beginning in FY 2017.5 CABG is also
being added to the measures included for
readmissions for FY 2017 as shown in
Table 1. The program is often criticized
for lack of adjustment for socioeconomic
factors, which has been recommended by
MedPAC.

HAC
The HAC program, or one percent
penalty applied to the worst performing
quartile of hospitals with regard to
conditions that patients acquire while
receiving treatment for another condition
in an acute care setting is the newest of the
CMS quality-related programs, having
been made effective for FY 2015. Unlike
the VBP and HRRP, the HAC penalty
is not limited to just the hospital base
operating payment, but rather it includes
add-on payments such as outliers,
disproportionate share hospital (DSH),
uncompensated care and indirect medical
education (IME) making its impact
more pronounced. The HAC penalty, if
Continued on page 6
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The CMS Hospital Quality Incentive and Penalty Programs: Where
Do They Stand?
Continued from page 5

GRAPH 3

Distribution of Hospitals by Level of
Readmissions Penalty- FY 2016
1514

1400
1200
1000
799
800

646

600
400

285
108

200

51

61

0
0

0.01-0.5%

0.51-1%

applicable, is applied after these add-on
payments and any other quality program
(VBP and HRRP) adjustments. A report
by the Agency for Healthcare Research
and Quality (AHRQ) showed that the
number of medical errors decreased by
17 percent between 2010 and 2013.
However, the same study showed that
GRAPH 4

1.01-1.5%

1.51-2%

2.01-2.5%

2.51-3%

even with the decrease, one in eight
hospital admissions included a patient
injury in 2013,6 highlighting the need to
focus on HACs.
As shown in Graph 4, there is
considerable overlap of the HAC
measures between domains within HAC
and with those in other quality-based

HAC Domains and Weights, FY 2016
1: AHRQ Patient
Safety Indicators;
25%

2: CDC NHSN
Measures;
75%
Domain 2
Performance Period
CDC NHSN Measures:
CLABSI SIR Rate
CAUTI SIR Rate
SSI Colon*; SSI Abdominal
Hysterectomy*

January 1, 2013December 31, 2014
Average Score 1-10
1-10
1-10
1-10

* There will be one SSI measure score that will be a weighted average
based on predicted infections for both procedures.

Domain 1
Performance Period: July 1, 2012-June 30, 2014
AHRQ PSI 90 Composite Measure (Score 1-10):
Pressure Ulcer Rates
Latrogenic Pneumothorax Rate
Central Venous Catheter-Related Blood Stream
Infection Rate
Postoperative Hip Fracture Rate
Postoperative Pulmonary Embolism (PE) or Deep
Vein Thrombosis (DVT) Rate
Postoperative Sepsis Rate
Wound Dehiscence Rate
Accidental Puncture and Laceration Rate
Note: For FY 2017, C. difficile and methicillin-resistant
Staphylococcus aureus will be added to domain 2 and
its weight will increase from 75 percent to 85 percent.

programs such as the VBP. For example,
the National Healthcare Safety Network
(NHSN) central line associated infections
measure is also represented in the Agency
for Healthcare Research and Quality
(AHRQ) PSI 90 composite; and both
also appear in the VBP program, making
their impact more significant. Further,
CMS calculates the HAC measures using
different periods of time and for different
lengths of time than that used in the VBP
program for the same measures. While
additional measures are planned and the
weighting of domains changing, the total
penalty is currently fixed at one percent.
FY 2015 penalties were estimated
at $373 million for the 721 hospitals
penalized.7 And, in FY 2015 urban
teaching hospitals made up nearly half
(45 percent) of the hospitals that were
penalized for HAC,8 which is a main
reason that the HAC program draws
criticism. Also, the statute requires that
the worst performing quartile of hospitals
be penalized regardless of whether they
have shown improvement and regardless

FAL L 2 0 1 5 | 7

of how different the worst performing
hospitals’ performance is from that of
other hospitals.2
While each of these programs
has flaws that should be assessed and
corrected, CMS has made it clear that
the hospital reimbursement structure is
changing to incentivize value, efficiency
and outcomes.
While the metrics,
weights and data periods may change,
value-based reimbursement will continue
to have an impact in redesigning the
healthcare delivery system. As shown
in Graph 5, the current value-based
programs will have an increasing share
of hospital payment at risk over the
coming years. Properly designing and
aligning financial incentives to drive
effective behavior change is imperative
to the success of our healthcare system.
In this transition period, hospitals
should understand the current metrics
and take steps to proactively analyze
their performance, institute performance
improvement programs and increase the
overall value of care delivered within
their system. While performance on
GRAPH 5

the current programs directly impacts
hospitals’ bottom lines, increased access
to information on hospitals’ performance
through transparency initiatives such
as Yelp partnering with ProPublica to
incorporate hospital performance data9
into their reviews and other initiatives
could ultimately impact consumer choice,

Share of Hospital Payment at Risk Under CMS
Quality Incentive and Penalty Programs (%)

6
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4

HAC

3

HRRP

2

VBP

1
0

6

7

8
9

2013

2014

2015

2016

2017

The Agency for Healthcare Research and Quality (2014) http://www.ahrq.gov/professionals/quality-patient-safety/pfp/
interimhacrate2013.html
Kaiser Family Foundation (2014) http://khn.org/news/medicare-cuts-payments-to-721-hospitals-with-highest-rates-ofinfections-injuries/
Health Affairs (2015) Medicare’s Hospital Acquired Condition Reduction Program. Health Policy Brief.
The Washington Post (2015) http://www.washingtonpost.com/news/to-your-health/wp/2015/08/05/coming-to-yelp-abigger-dose-of-data-on-health-care-facilities/

increasing the importance of performance
on quality metrics. There are legitimate
reasons to criticize the current programs.
However, hospitals should use these
metrics as a starting point to improve
internal processes, assess external
relationships and provide more effective
care.
Tawnya Bosko, DHA,
MS, MHA, MSHL, is
a Vice President with
The Camden Group
with over 20 years of
experience in healthcare management and
strategy specializing in
healthcare economic
analysis and strategy formulation, optimization and efficiency studies, healthcare costs,
quality and prices and reimbursement and
incentive model methodologies. Dr. Bosko
holds a doctoral degree in health administration from the Medical University of South
Carolina, a master’s degree in healthcare
administration from the University of North
Carolina at Chapel Hill, a master's degree
in applied economics from Georgia Southern University, a master's degree in health
law from Nova Southeastern University,
Florida and a bachelor’s degree from Kent
State University, Ohio. She can be reached
at TBosko@thecamdengroup.com.
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Will the Transition to ICD-10 Ultimately Improve Patient Care?
Only Time Will Tell.
Continued from page 3

I travel throughout the country speaking
to physicians about documentation to
meet specificity. I can remember being
out in the Midwest and speaking about
congestive heart failure with systolic
and/or diastolic failure. One physician
spoke up and said that is all well and
good, but our hospital does not have an
echocardiogram and therefore that type
of heart failure could not be specified.
Being from the eastern part of the
United States (U.S.), I take it for granted
that everyone has access to all healthcare
technology, but in the case just cited this
is, indeed, not the norm throughout the
U.S. The other thing that physicians
seem to echo, which was also evident in
the article, is that moving to ICD-10 will
affect their wallet.
They feel that ICD-10 will impact
timely reimbursement even further. I
was told by physicians recently that this
is “just another method of nonpayment”
and that the insurance carriers will be
holding on to their funds even longer
than currently witnessed.

Two years ago, I consulted with
numerous healthcare facilities and
expressed that they needed to establish
a line of credit in order to meet payroll
and any other short-term expenses during
the ICD-10 go-live period. This is no
different for a physician or a physician
group. Everyone will feel the impact if
not prepared for the aftershock. I also
have heard that the expected productivity
impact initially is thought to be 40 percent,
however many healthcare consultants
and providers estimate up to a 70 percent
decrease for the initial 90 days and then
stabilize at 50 percent. Will 50 percent
be the new norm? Only time will tell.
Will production ever return to current
International Classification of Diseases,
Ninth Edition (ICD-9) levels? The
answer is a resounding no, as witnessed by
the Canadian model which has never fully
recovered since implementation in 2002.
Two years ago everyone was being
told to find a coding vendor partner to
help with the ICD-10 transition. As
the article pointed out, some found

vendors whereas others hired additional
staff to meet the shortfall. As the article
so aptly pointed out, ICD-10 will have
an overwhelming impact on physician
productivity. Currently hospitals place
many inpatient charts in pended status
until clearer documentation is obtained
from the physician on diagnostic
specificity. We will also witness this
phenomenon with outpatient claims,
especially those that must contain both
the Current Procedural Terminology
(CPT) and Healthcare Common
Procedure Coding System (HCPCS)
equivalent of the procedure code.
The rules for coding CPT tend
to aggregate to a single procedure
whereas the rules for Procedure Coding
System (PCS) tend to de-aggregate, as
in the example of a failed laparoscopic
cholecystectomy converted to an open
procedure. In CPT we code only code
the definitive procedure and in PCS the
coder must code the failed lap procedure
as an inspection along with the resection
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As to the point that ICD-10 will
improve patient care, this can be a valid
point as retrospective analysis of data is
done and best practices are formulated.
However, there is a blurring on how
exactly it will improve patient care.
Although there are many valid
drawbacks to ICD-10 as pointed out by the
Heritage report, I still see valid arguments
for the implementation of ICD-10-CM. I
am not sure that dual coding is the answer
as this will have a deleterious impact on
reimbursement and coders. However, as
the article aptly points out, Medicaid is
not yet ready for the conversion and that
will additionally impact the system as dual
coding will be necessary.

of the gallbladder accomplished by the
open procedure.
In the example above it would
be wrong to code CPT 4756253,
discontinued
laparoscopic
cholecystectomy, and CPT 47600,
open cholecystectomy, but in PCS
the expectation is to code 0FT40ZZ,
resection of gallbladder, open approach
and 0FJ44ZZ, inspection of gallbladder,
percutaneous endoscopic approach.
Another example, if a patient is seen for
a colonoscopy and 21 polyps are removed
in CPT, you only code the procedure
once, whereas in PCS all polypectomies
would be reported.
This is extremely cumbersome for the
coder because they need to wear two hats
to code outpatient hospital procedures.
Although guideline A11 in PCS states
“Many of the terms used to construct PCS
codes are defined within the system. It is
the coder’s responsibility to determine
what the documentation in the medical
record equates to in the PCS definitions.
The physician is not expected to use
the terms in PCS code descriptions,
nor is the coder required to query the
physician when the correlation between

the documentation and the defined
PCS terms is clear. Example: When the
physician documents ‘partial resection’
the coder can independently correlate
‘partial resection’ to the root operation:
Excision without querying the physician
for clarification.” This guideline needs
to be clearer, because if the surgeon does
not document, then the coder is forced
to pend the chart. In my opinion, since
we were forging into ICD-10, we should
have stuck with one methodology of
surgical coding.
Most coders and surgeons are
already familiar with CPT and the
documentation required for surgical
procedures. It would have been an
easier more palatable transition to stick
with something already familiar rather
than go to a new system of surgical
coding. Although I am not advocating
for the AMA process, I honestly don’t
understand the reason why we needed
a separate surgical coding methodology
for inpatient coding. PCS seems to have
been adapted from the British OPCS
Classification of Interventions and
Procedures, Version 4 (OPCS-4), and, if
not, they share many similarities.
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Will Price Transparency be Enough to
Change Behavior?
Robert L. Wambolt, MBA
RLW Consulting, East Providence, RI
Industry studies often show statistics
stating that having access to healthcare
prices could significantly reduce
healthcare spending across the United
States. However, there are also studies
which show that in states where hospitals
were required to publish charges; there
was relatively little change in consumer
behavior. Take the many studies and
projections that continue to be published,
and then consider an ever-changing
payer and insurance marketplace and it
becomes anyone's guess as to what price
transparency will or won't do.

A COMPLEX SYSTEM
Unfortunately, purchasing healthcare
services is not like buying a new car—or
buying just about anything else for that
matter—where it is relatively easy to
obtain understandable, useable data
and information to make an informed
decision about purchases. If you were
to pick up the Consumer Reports New
Car Buying Guide, you would have a
lot more practical information about
purchasing a new car than you would
ever find to make an informed decision
about where to purchase healthcare
services. With healthcare, consumers are
primarily concerned with cost, quality
and outcomes. Let's start with the
"chargemaster” (full-retail price), then
the contractual adjustments, then copays, deductibles, etc. We may also have
both facility charges and professional fees
to add to the mix. If charges originate
from multiple providers, more complexity
is thrown into the scenario. Let's not
forget about different reimbursement
methodologies based on insurance plans

(discounted fee-for-service, case rates
bundled payments, etc.).

PRICE AND QUALITY CARE
Consumer-driven marketplaces tend
to assume that higher prices equate to
higher value. For example, in the same
marketplace, a house valued at $800,000
will tend to have a higher value than a
house valued at $400,000, a car valued at $50,000 tends to be nicer than a
$20,000 car, etc.; but you can't make that
assumption with healthcare services!
In other words, a $40,000 hip replacement will not necessarily provide more
value that a $15,000 one. In fact, the
$15,000 hip replacement could actually
have better outcome for a lower price.
Consumers have been accustomed to
higher cost equating to higher value, so
understanding how the healthcare marketplace works involves a steep learning
curve.

DATA AND MORE DATA
Statistics and data analysis can
provide consumers with useful information,
however, it needs to be easy to obtain and
understand, much like picking up a copy
of Consumer Reports prior to buying a new
car. The problem with a lot of the statistics
available is that data can be made to say
pretty much anything the source wants it
to by just leaving important information
out, or only telling half of the story.
College ratings come to mind where one
publication has a college rated in the top 10
percent category and another publication
has that same college ranked as number
64? There is also a problem on how
various providers classify data. Uniform
standards of measure are needed so that
data is not subject to each provider’s
interpretations. For example, when we
file our income tax returns, the categories
are well-defined. There should be no
discrepancies between what I classify

F A L L 2 0 1 5 | 11

as earned income verses what someone
else classifies as earned income. Earned
income is well-defined. In healthcare,
when trying to compare something as
simple as, say, the cost to collect a claim
between two facilities, you often get an
apple-to-orange comparison, since one
facility may include a percentage of fixed
costs as part of their calculation while
another doesn't, etc. Then we also have
to look at who is providing the data. Is it
coming from an already overworked staff
accountant that may not be so concerned
with accurate reporting?
Healthcare reform was designed
to look at costs verses outcomes, and
to drive out inefficiencies, but can
the data available clearly show which
organizations are doing the best job?

WHO IS PAYING ANYWAY?
If we want price transparency to
change the behavior of consumers, we
need to look at who is paying the bill.
This is where I see a big stumbling block
with relying on price transparency to
lower healthcare costs. If it wasn't for
consumer-driven healthcare (costs being
shifted to patients via high-deductible

plans), price transparency would be
irrelevant since consumers are only
concerned with what they have to pay.
Do we really think that if the consumer
only has to worry about paying a $10.00
co-pay and a small yearly deductible that
he or she is going to care what provider
is the most-cost efficient? Under this
scenario, convenience and referrals
usually drive consumer behavior. The
fact is that the majority of healthcare
costs are still being paid by insurers or
government payers. Even with highdeductible plans, it is usually the provider
that ends up taking the hit with unpaid
co-pays and deductibles.
Providers do not want the negative
publicity associated with chasing the
patients for what they owe. Also, many
consumers believe that if they have
insurance, that is all they need, and they
should not have to pay additional costs.
Industry professionals realize that all
insurance plans are not the same, and
many employers are switching to higher
deductible plans to save money, but their
employees may not be well-informed
or may not understand the impetus for
that change. It is much easier for an
employer to choose this route than to tell
employees that the company can't afford
a 50 percent premium increase so they
will need to pass that cost along to them
to keep the plan that has a low deductible
and co-pay.

OUTCOMES
Consumers will spend hours
searching to save a relatively small amount
of money on the purchase of a big screen
television or a piece of furniture. For
those purchases, consumers are paying
100 percent of the bill. Also it’s very easy
to analyze this type of purchase. For
example, a Sony XYZ model is $1,200 at
one store and $999 at another store. The
savings are obvious.

Just like in retail, consumer demand
is forcing healthcare providers to be more
open to sharing pricing for the care they
provide to patients.
When healthcare providers make
pricing more readily available to
consumers, will consumers be willing
to select one physician to perform a
procedure over another because of
pricing? Pricing transparency may be a
catalyst to drive new patients to different
physicians and facilities, however,
providers will still grapple with savvy
consumers who end up unable to pay their
bill and eventually having it written off
to bad debt. Under those circumstances,
transparency of pricing will not have
the impact that healthcare pundits have
projected.
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be reached at r_wambolt@yahoo.com.
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Preparing for the ICD-10 Transition Tsunami
Joette Derricks, CPC, CHC, CMPE, CSSGB
Vice President of Regulatory Affairs and Research
MiraMed Global Services, Jackson, MI
Listed on the website managed by the
Centers for Medicare & Medicaid Services
(CMS) is a countdown meter monitoring
how many days, hours, minutes and seconds
there are before ICD-10 finally becomes
a reality. On October 1, 2015, the United
States (U.S.) healthcare system will undergo
a major transformation. It’s the one we have
all been waiting for. Recognizing that
healthcare providers still need assistance
preparing for the transition, CMS and the
American Medical Association (AMA)
have put together programs to help make
sure physicians and providers are ready
when ICD-10 is put into action.
CMS and AMA have been working
together to educate providers through
webinars, on-site training, educational
articles and national provider calls to help
physicians, hospitals and other healthcare
providers learn about the updated codes and
prepare for the transition.
We must be ready to transition from
the decades-old Ninth Edition of the
International Classification of Diseases
(ICD-9) set of diagnosis and inpatient
procedure codes to the Tenth Edition of
those code sets—or ICD-10. The Tenth
Edition is the version currently used by
most developed countries throughout the
world. ICD-10 allows for greater specificity
and detail in describing a patient’s diagnosis
and in classifying inpatient procedures,
so reimbursement can better reflect the
intensity of the patient’s condition and
diagnostic needs.
This transition will have a major
impact on anyone who uses healthcare
information that contains a diagnosis and/
or inpatient procedure code, including
hospitals, physicians, other providers,
payers, clearinghouses, billing companies,
etc.
The change will affect all covered
entities as defined by the Health Insurance
Portability and Accountability Act of 1996
(HIPAA). Covered entities are required to

adopt ICD-10 codes for services provided
on or after the October 1, 2015 compliance
date. For inpatient claims, ICD-10 diagnosis
and procedure codes are required for all stays
with discharge dates on or after October 1,
2015.
Note that the transition to ICD-10
does not directly affect provider use of the
Current Procedural Terminology (CPT)
and Healthcare Common Procedure
Coding System (HCPCS) codes.

What is ICD–10?
The World Health Organization
(WHO) publishes the International
Classification of Diseases code set, which
defines diseases, signs, symptoms, abnormal
findings, complaints, social circumstances
and external causes of injury or disease.
The ICD-10 is copyrighted by the WHO
(http://www.who.int/whosis/icd10/index.
html). The WHO authorized a U.S.
adaptation of the code set for government
purposes. As agreed, all modifications
to the ICD-10 must conform to WHO
conventions for the ICD. Currently, the
U.S. uses ICD-9, originally published in

1977, and adopted by this country in 1979
as a system for classification of morbidity
data and subsequently mandated as the
Medicare claims standard in 1989 in the
following forms:
· ICD-9-CM (Volume 1), the tabular
index of diagnostic codes
· ICD-9-CM (Volume 2), the
alphabetical index of diagnostic codes
· ICD-9-CM (Volume 3), institutional procedure codes used only in
inpatient hospital settings
In 1990, the WHO updated its
international version of the ICD code set
for mortality reporting. Other countries
began adopting ICD-10 in 1994, but the
United States only partially adopted ICD10 in 1999 for mortality reporting.
The National Center for Health
Statistics (NCHS), the federal agency
responsible for the United States’ use
of ICD-10 developed ICD-10-CM, a
clinical modification of the classification
for morbidity reporting purposes, to
replace our ICD-9-CM Codes, Volumes

TABLE 1: DIAGNOSIS CODE COMPARISON
CHARACTERISTIC

ICD-9-CM (VOLS. 1 & 2)

Field length

3-5 characters

Available codes
Code composition
(numeric or alpha)

Approximately 14,000 codes Approximately 69,000 codes
Digit 1 = alpha or numeric
Digit 1 = alpha
Digits 2-5 = numeric
Digit 2 = numeric
Digits 3-7 = alpha or numeric
Limited
Flexible

Available space for
new codes
Overall detail
embedded within
codes

Laterality
Sample code

Limited detail in many
conditions

Does not identify right
versus left
81315, Open fracture of
head of radius

ICD-10-CM
3-7 characters

Generally more specific (allows description of comorbidities,
manifestations, etiology/causation, complications, detailed
anatomical location, sequelae (aftereffects of a disease,
condition, or injury such as scar formation after a burn), degree
of functional impairment, biologic and chemical agents, phase/
stage, lymph node involvement, lateralization and localization,
procedure or implant related, age related, or joint involvement)
Often identifies right versus left
S52122C, Displaced fracture of head of left radius, initial
encounter for open fracture type IIIA, IIIB, or IIIC
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1 and 2. The NCHS developed ICD-10CM following a thorough evaluation by
a technical advisory panel and extensive
consultation with physician groups, clinical
coders and others to ensure clinical accuracy
and usefulness.

What’s the Difference Between
ICD–9 and ICD–10?
There are several structural differences
between ICD-9-CM codes and ICD10 codes.1 Table 1 on the previous page
illustrates the difference between ICD-9CM (Volumes 1 and 2) and ICD-10-CM.
ICD-10-CM/PCS consists of two
parts:
1. ICD-10-CM for diagnosis coding
in all healthcare settings
2. ICD-10-PCS
for
inpatient
procedure coding in hospital
settings
The General Equivalence Mappings
(GEM) is a reference mapping that
attempts to include all valid relationships
between the codes in the ICD-9-CM
diagnosis classification to the ICD-10CM.
By moving to an expanding code
system, ICD-10 will provide governmental
agencies and payers with more specific data
than ICD-9. This expanded data capability
will aid in:
·
·
·
·

Capturing quality data
Reducing coding errors
Analyzing disease patterns
Tracking and responding to public
health outbreaks
· Identifying fraud and abuse

Preparing for the Transition Tsunami
Most hospitals, physicians groups,
payers, clearinghouses and billing
companies have been preparing for
the transition for several years. The
conversion to ICD-10 requires adequate
planning, training of coders, billers and
clinical providers, converting system
programs, testing and developing backup
contingency scenarios. In addition, every
organization needs to assess their current
1

http://www.axxess.com/icd-10/icd9_vs_icd10

workflow and processes to determine if
and how the conversion to ICD-10 may
impact production or service to patients.
For example, the pre-authorization process
generally requires diagnosis information.
Hospitals and physician practices need to
look at how that process works today in
their organization and what may need to
change.
Talk to the users and examine all
documents that in any way refer to or require
diagnosis information. A few questions to ask
include: Do the form(s) used to record the
pre-authorization requests need to change?
What level of training do the employees
that handle the pre-authorization require?
By assessing, questioning, communicating,
training, revising and implementing new or
different policies and procedures now you
will minimize the potential risks that CMS
has identified. These include potential delays
in payments, increased accounts receivable
and higher denial rates.
Since ICD-10 is more specific,
research has shown that physicians may
need to document differently to ensure
that the medical record has sufficient
information to allow coders to assign the
ICD-10 code.
Many hospitals and large physician
groups are putting in place a clinical
documentation
improvement
process
(CDI) at this time to help communicate
and educate physicians on what additional
information may be required when the
conversion to ICD-10 occurs. A CDI
process requires the coder to examine the
physician’s current documentation and
identify whether it is or isn’t sufficient to
allow an ICD-10 code to be identified.
Feedback is then provided to the physician
on what additional information should
be incorporated into the medical record
documentation going forward so when
the transition occurs, the complete and
accurate documentation will be available
and thus the risk of delays or denials will be
diminished. The additional documentation
is information that the physician would
know at the time of the service. It includes
information such as location, laterality,
type of visit (initial or subsequent), etc.

Helpful Resources
If you haven’t checked out the CMS
dedicated ICD-10 transition website, you
should look at it. There are some excellent
tools for hospitals and physician practices of
all sizes. In addition, the AMA, specialty
associations, major health insurance payers
and clearinghouses all have information
on their websites to help providers with
the transition. If you have not yet heard
from your coding or billing department
it may be beneficial to review some basic
information and then reach out and see
where your organization is in regards to the
ICD-10 transition.
Following are some links to learn more:
http://cms.gov/Medicare/Coding/ICD10/
index.html
http://www.cdc.gov/nchs/icd/icd10cm.htm
http://www.ahima.org/icd10/whatisicd10.
aspx
http://www.aapc.com/ICD-10/
ht t p : / / w w w. a m a- a s s n . o r g / a m a / p u b /
physician-resources /solutions-managingyour-practice /coding-billing-insurance /
h ipa a he a lt h-i nsu r a nce-p or t abi l it yaccountability-act/transaction-code-setstandards/icd10-code-set.page
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Developing Physician Leaders
Arne Pedersen, MBA, FACMPE
Vice President of Practice Management
Anesthesia Business Consultants, Jackson, MI

An increasing number of physician
groups struggle with getting the younger
partners engaged in leadership roles.
This problem exposes several other
issues within the group such as a concern
over the transition of leadership from
one generation to the next, unbalanced
workloads that result in overworking
a few partners and a stale approach to
group management.
While there are no silver bullets
to address this issue, there are practical
steps to ameliorate the problem including
identifying emerging leaders, creating a
development plan, finding opportunities
and providing feedback.

Identifying Leaders
Identifying emerging leaders begins
with physician recruitment.
Every
year medical students complete their
residencies and begin to work in a variety
of settings such as private practice,
academic practice and, to a lesser extent,
the United States Military. How groups
recruit this young talent speaks volumes
with the identification of future leaders of
the group. Recruiting is both science and
art. Executive and physician recruiters
are highly trained at the recruiting
process including developing a recruiting
plan, interview guides, developing an
interview team and sifting through the
volumes of resumes. While most groups
don’t use a professional recruiter, the
process, tools, skills and judgment are
still needed.
In the book, Hire with Your Head
by Lou Adler, the author describes
a four step process for performancebased hiring. The process includes

· Evidence-based
interviewing
is organizing the interview to
access competency and create
opportunity at the same time.
· Integrated recruiting is making
recruiting, negotiating offers and
closing a natural part of each step
in the hiring process.

Development Plan

performance profiles, talent-centric
sourcing, evidence-based interviewing
and integrated recruiting.1
· The performance profile is a
compelling job description that
describes the real job needs.
In short, you want to tell a
compelling story about your
practice, the specific job you have
to offer and include the leadership
development expectations as part
of the culture of your practice.
· Talent-centric sourcing is the
process of designing every aspect
of sourcing to attract top people.
In short, this is how you reach the
top talented candidates you want
to interview with the placement of
exciting job descriptions, how to
get referrals and when you make
phone calls.

After the group has hired the new
physician, the next step is to create a
development plan which will help the
younger physicians understand the
leadership development process and set
proper expectations. The development
plan includes the ultimate goal for each
individual physician, the steps along the
way, reading lists, writing opportunities
and community participation.
There are a variety of approaches to
leadership development. In his book, The
21 Most Powerful Minutes in a Leader’s
Day, John C. Maxwell, concludes that a
daily regiment of reading, reflecting and
meditating will help to develop a leader
on a daily basis.2 Another approach
appears in my book, Lead with Intent,
where I state that a leader needs to have
a development plan that includes seeking
additional responsibility in tough and
challenging jobs, engaging in self-study
and taking additional course work.3
A third approach featured in
a Harvard Business Review article
entitled, “Growing Talent as if You’re

Adler, Lou, Hire With Your Head, Hoboken, NJ: John Wiley & Sons, Inc 2007, pp22 - 23
Maxwell, John C., The 21 Most Powerful Minutes in a Leader’s Day, Nashville, TN: Thomas Nelson, Inc, 2000, pp 35-48
Pedersen, Arne, Lead with Intent, Indianapolis, IN: Indianapolis Business Journal, 2007, pp 101-103
4
Cohn, Khurana, and Reeves, Growing Talent as if Your Business Depended on It, Harvard Business Review, October 2005,
pg 67
1
2
3
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observe and provide thoughtful feedback
that will help them grow. A wellstructured and thoughtful feedback
approach includes:
· The development plan
· The current role/opportunity
· Interviews
· Observations

Business Depended on it,” the authors
offer a succinct checklist for leadership
development:
1. Outline
the
leadership
development
process
and
communicate it throughout the
company (your practice)
2. Create leadership development
programs that fill holes in your
talent portfolio
3. Utilize tools to help manage the
process
4. Have the board oversee the
leadership development initiatives
5. Reshuffle rising stars ensuring
you trade A players with other A
players
6. Make sure your leadership
development program is aligned
with your strategy, reinforces your
brand, and has support from all
constituents.4

Finding Opportunities
Finding opportunities can be tricky.
An approach to leadership development
is to look for smaller project opportunities
early on that will expose these young
leaders to various facets of the practice.

Moreover, these opportunities will
provide them the opportunity to interact
with their colleagues, partners and
business support staff. The opportunities
will need to graduate to more complex
roles along the way such as committee
members to committee chairs to board
member and finally to a physician
executive role.
Certain physicians in the group
will covet the role of Medical Director.
Training for this role is very important
and may include some basic hospital or
ambulatory surgery center operations
training. Fundamental business training
in budgeting, finance, human resources
and negotiations would be useful.
Another avenue to help develop
young leaders is participation in
community or not-for-profit boards.
Physicians will be exposed to mid-career
and seasoned executives who might help
them to better understand the business
aspects of running an organization that
can be applied to the practice.

Providing Feedback
One of the keys to successfully
developing leaders is providing timely
and constructive feedback. This is not
a time to rant and rave, but to objectively

This approach will help the
developing leader see strengths and
weaknesses in a variety of settings and
better address their decision making and
interactions as a leader.
Not all groups have the capacity to
execute a formal feedback process. In these
instances, the mentorship approach works
well in smaller group settings. It is best
to assign a senior leader in the group to
mentor the newer and younger physicians.
These tend to be informal. The principles
of objective and thoughtful feedback are
still core to the feedback process.
In conclusion, leaders don’t just
naturally appear in groups. They must
be identified, developed and given the
opportunities to learn, grow and prepare
the way for the next generation.
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CMS Steps Up to Help Providers Avoid
Costly Coding Errors
Lyman Sornberger
President and CEO, LGS Health Care and
Chief Health Care Strategy Officer, Capio Partners, Cleveland, OH
For years, the American Medical
Association (AMA) loudly raised
concerns, to put it mildly, over the
implementation
of
International
Classification of Diseases, 10th Edition
(ICD-10) codes. But as an October 1
deadline draws near for putting the codes
in place, the group is dealing with the
near-inevitable and is helping its members
prepare for the massive overhaul.
In a statement in early July, the AMA
said it was working with the Centers
for Medicare and Medicaid Services
(CMS) “to make sure physicians and
other providers are ready ahead of the
transition to ICD-10 that will happen
on October 1.” 1 That message came
only weeks after the group, at its annual
convention, requested CMS provide a
two-year grace period where physicians
would not be penalized for errors or
malfunctions of the system.
“We appreciate that CMS is
adopting policies to ease the transition
to ICD-10 in response to physicians’
concerns that inadvertent coding errors
or system glitches during the transition
to ICD-10 may result in audits, claim
denials and penalties under various
Medicare reporting programs,” 2 Dr.
Steven J. Stack, the AMA president,
said in a news release last month. “The
actions CMS is initiating today can help
to mitigate potential problems. We will
continue to work with the administration
in the weeks and months ahead to make
sure the transition is as smooth as
possible.”3
Dr. Robert Wergin, president
of the American Academy of Family

Physicians, said in an interview that
the AMA recognized there would be
no further delays with ICD-10 “and
appropriately chose to move forward in
the best interest of their members with
resources to prepare them.”4
ICD is used to standardize codes
for medical conditions and procedures.
The previous codes, International
Classification of Diseases, 9th Edition
(ICD-9), went into effect 35 years ago.
There now are about 14,000 ICD-9 codes,
many of which have obsolete terms.
ICD-10 has close to 70,000
diagnostic codes, some of which seem
rather unusual. According to the CMS
website, using ICD-10 “should advance
public health research and emergency
response through detection of disease
outbreaks and adverse drug events and
support innovative payment models that
drive quality of care.” (5)

Guidance From Everywhere
CMS has released additional
guidance in response to provider concerns
that allow flexibility in the claims auditing
and reporting process over a one-year
grace period while providers navigate the
new codes. Medicare review contractors
will not deny any claims billed under the
Part B physician fee schedule based on
the specificity of the ICD-10 diagnosis
code, as long as the physician used a valid
code from the right family.
Also, the grace period applies to
codes submitted in connection with
Meaningful Use programs and quality
reporting programs such as the Physician
Quality Reporting System.
A communication and collaboration
center
for
monitoring
ICD-10
implementation will be set up by CMS
and will act to identify and initiate
resolution of issues that arise as a result
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plan template, sample medical cases, a
tip sheet series and an ICD-10 Tips and
Resources newsletter from the American
Academy of Professional Coders.
Wergin said one of the major
burdens was training expenses, but
“with these various options being added
and on a nationwide scale, this can only
prove to be a benefit to those that choose
to participate.” 7 He urged physicians
to take advantage of the many free
offerings.
“CMS has made many efforts to
ensure a seamless switch,” 8 said Wergin.
“Many private payers have stated for
quite a while they are ready. It is up
to the physicians and their professional
organizations to continue to demand
testing and proof for the private sector’s
readiness, including clearinghouses.”
of the transition. There will also be an
ICD-10 Ombudsman who will work
with representatives in CMS’ regional
offices. Guidelines regarding how to
submit issues to the Ombudsman will
be provided by CMS as the October 1
deadline approaches.
Another provision of the new
CMS guidance states that when a Part
B Medicare contractor can’t process
claims within established time limits
due to administrative problems, advance
payment may be available. This is a
conditional partial payment, which
requires repayment.
Stack said in a July 6 AMA Viewpoint
that “these provisions are a culmination
of vigorous efforts to convince the
agency of the need for a transition period
to avoid financial disruptions during
this time of tremendous change.” He
urged physicians to “buckle down and
1
2
3
4
5
6
7
8

make sure your practice is as prepared as
possible ahead of October 1.”
An AMA cost study conducted
by Nachimson Advisors in February
2014 estimated that costs to implement
ICD-10 for a small practice started
at $56,000 and went up to $226,000.
These costs are associated with required
software upgrades as well as training,
practice assessments, testing, payment
disruptions and lost productivity.
The good news is that both the
AMA and CMS offer free educational
resources for physicians. CMS has a
website called “Road to 10” 6 geared
toward smaller practices and have released
training videos with implementation
tips. AMA Wire has a special series
that gives monthly sample assignments
to prepare for the ICD-10 transition.
AMA Wire provides several other free
resources, such as an ICD-10 project

http://www.roadto10.org/ama-cms-press-release/
https://www.cms.gov/Newsroom/MediaReleaseDatabase/Press-releases/2015-Press-releases-items/2015-07-06.html
http://www.roadto10.org/ama-cms-press-release/
http://www.healthcaredive.com/news/ama-accepts-the-nearly-inevitable-prepares-for-icd-10/402035/
https://www.cms.gov/Newsroom/MediaReleaseDatabase/Press-releases/2015-Press-releases-items/2015-07-06.html
http://www.roadto10.org/
http://www.healthcaredive.com/news/ama-accepts-the-nearly-inevitable-prepares-for-icd-10/402035/
http://www.healthcaredive.com/news/ama-accepts-the-nearly-inevitable-prepares-for-icd-10/402035/

Lyman Sornberger,
President and CEO
for LGS Health Care
and Chief Health
Care Strategy Officer
for Capio Partners.
Prior to his roles at
LGS
Healthcare
and Capio Partners,
Sornberger was the Executive Director
of Revenue Cycle Management for
Cleveland Clinic Health Systems
(CCHS) from 2006 – 2012. This
role comprised of the Revenue Cycle
Management for all 11 Cleveland
Clinic Health Systems Ohio and
Florida Hospitals and 1,800 Foundation
Physicians. His responsibilities included
all CCHS Patient Access Services,
Health Information Management and
Billing. Prior to his affiliation with
CCHS Mr. Sornberger was with the
University of Pittsburgh Medical Center
for 22 years as a leader in revenue cycle
management. Sornberger is a graduate
from the University of Pittsburgh with
a BS and a Masters Degree in Business.
He can be reached at 216-337-4472 or
lyman.sornberger@aol.com.

F A L L 2 0 1 5 | 18

Uber Up! Customer Interfacing
Discovers Healthcare
David W. Johnson
CEO and Founder of 4sight Health, Chicago, IL
More “suits” flock to downtown San
Francisco each January for J.P. Morgan’s
Annual Healthcare Conference than
the rest of the year combined—visible
evidence that healthcare has become almost
18 percent of the U.S. economy.
A month before this year’s
conference, I searched for lodging. Talk
about sticker shock. No rooms available
for under $1,000 per night.
Out of desperation (or inspiration),
I browsed the Vacation Rentals by
Owners (VRBO) website and rented a
well-located, one-bedroom apartment
for $200 a night with no taxes.
I love VRBO.
We rent Lake
Michigan vacation cottages every August
through their website. VRBO offers
abundant choices, competitive prices and
incredible convenience.
Here’s the thing—VRBO doesn’t
own or manage any properties. It
connects property-seeking customers
like me with property-renting owners.
VRBO is a classic “customer interfacing”
company. “Customer interfacing” is
coming to healthcare.

The Interface Manifesto
Interface companies are the fastestgrowing, most profitable companies in
history. Think Uber, Facebook, Google,
Twitter, Airbnb, YouTube, Priceline.
Their value resides in interfacing software,
not in owning hard assets. In a fascinating
Tech Crunch article, Tom Goodwin
describes this “new breed” of company:
These companies are indescribably
thin layers that sit on top of vast
supply systems (where the costs are)
and interface with a huge number of

The irony is the by-products of
healthcare’s protective barriers (assetheavy providers, revenue-centric business
models, ineffective cost control) make
incumbent health companies vulnerable
to value-based attacks. Here’s why:
· Centralized,
overbuilt
and
underutilized
acute-centric
facilities: interface companies
exploit excess capacity for
consumers’ benefit.
people (where the money is). There
is no better business to be in.
It’s a great business model because
the best interface companies own
valuable customer relationships at very
low operating costs. Like heat-seeking
missiles, interfacing companies target
and exploit market inefficiencies with
precision and deadly effect.
Armed with abundant supply and
price flexibility, interface companies
compete with the big brands for customer
loyalty (think Expedia vs. Marriott).
Strong brands have had to expand loyalty
programs (at great cost) to compete with
these interface company upstarts.

INTERACT + INTERNET =

INTERFACE
Healthcare Interfacing
Like many disruptive innovations,
interfacing is attacking healthcare later
in its development cycle. Regulatory
barriers, opaque pricing and complex
supplier relationships make healthcare a
tough industry to penetrate.

· High-cost operations: interface
companies drive volume to lowcost, convenient suppliers.
· Increasing
commoditization:
most
treatments,
including
surgical procedures, have become
routine and easy to barter.
· Volume-driven: providers covet
cash-paying customers and slash
prices to attract them.

Colonoscopies:
Ripe
Commodity Pricing

for

Colonoscopies are the most
expensive way to detect colon cancer.
Ten million Americans annually undergo
colonoscopies at a cost approximating
$10 billion.
Colonoscopy prices vary widely.
All-in (i.e. comprehensive) costs can
exceed $3,000 per procedure, but can be
as low as $500.
Higher
prices
incorporate
anesthesiologists and expensive facility
charges, but do not improve outcomes.
Procedures performed in hospitals
with anesthesiologists are much more
expensive than those performed in
doctors’ offices with nurse anesthetists.
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Interfacing
companies
salivate
when they see wide pricing variation
for routine services, like colonoscopies.
To paraphrase Tom Cruise in Top Gun,
healthcare is “a target-rich environment.”

When the Market Speaks…
Texas-based
ColonsocopyAssist
offers all-in, fixed-priced colonoscopies
for $1,075. They provide services in
thirty-four states without owning or
managing any treatment facilities.
When routine procedure prices become
public, in-market providers quickly match
prices. This occurs when providers publish
prices (Surgery Center of Oklahoma in
Oklahoma City) or when payers employ
reference prices (CalPERS with joint
replacement surgery in California).
Given
that
companies
like
ColonsocopyAssist
are
gaining
marketshare, expect colonoscopy prices
nationwide to coalesce at market rates
at or below $1,000 with procedures
performed in convenient, low-cost
settings employing nurse anesthetists
rather than physician anesthesiologists.
These forays are just the beginning.
Expect all-out assaults on routine care as

interface companies aggregate users and
providers. Many interface companies
are in mid- to late-stage development
supported by significant venture funding.
Some specialize (like Colonoscopy
Assist), while others are building broadbased platforms to offer bundled prices
for a comprehensive range of treatments.
Digital competition is “winner-takeall”. While hundreds of early-stage
interface companies aspire to control
customer demand for routine healthcare
services, only a handful will succeed.
The winners will become powerful
market drivers for transparent and valuebased service delivery.

Earning Customer Trust is UberImportant
A consistent theme in my Market
Corner Commentaries is the increasing
power of consumers to shape healthcare
purchasing decisions.
Companies that win customer trust
earn market share and shape service
provisions. Incumbent health companies
must earn consumer loyalty (not a
core strength) to win in post-reform
healthcare.

In addition to VRBO, I love Uber.
Uber offers a premium transportation
service with multiple amenity levels at
competitive prices.
Uber has earned my trust and I’ve
become a loyal customer. I’m courteous
with their drivers and generous with
reviews (almost always five stars) because
I want good customer reviews myself.
Reputation matters.
I rarely take cabs anymore unless
they’re in Uber’s network. Traditional
transportation companies are losing
market share while struggling to adapt
to harsh market realities unleashed by
customer interfacing.

Become the Change
Uber-like companies are coming to
healthcare. When customer interfacing
attacks
industries,
supply/demand
relationships change very quickly. Look
what’s happened in the transportation,
retail and hospitality sectors.
Previous healthcare reform attempts
have not changed fundamental supply/
demand relationships. Providers, not
customers, have driven treatment activity
and pricing.
Continued on page 20
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will punish laggard providers unable to
meet their demands for higher-quality,
competitively-priced care.

When Bill Gates Speaks…
Bill Gates made the following
observation in The Road Ahead,

The recent decision by the Centers
for Medicare and Medicaid Services
(CMS) to expansively pursue bundled
prices for joint replacements will alter
market dynamics and deliver better care
at lower prices.

Customer interfacing is bundled
pricing “on steroids.”
Uber-like
companies will aim their “transparency
missiles” at healthcare’s most inefficient
product segments.
Once exposed,
inflated prices will fall to commodity
levels quickly.
Enlightened health systems can
achieve competitive advantage by giving
primacy to quality outcomes, engaging
customers in medical shared decisionmaking, becoming more transparent
and proactively decanting routine care
to lower-cost, more convenient delivery
venues.
Don’t wait.
Previous reform
efforts could not overcome incumbents’
fundamental control of treatment supply
and activity. This time is different. New
purchasing strategies and tactics exploit
inefficiency and excess capacity.
Incumbent health companies that
adapt operations toward true valuebased delivery will earn customer trust
and gain marketshare.
Consumers

We always overestimate the change
that will occur in the next two years
and underestimate the change that
will occur in the next ten years.
Don't let yourself be lulled into
inaction.
With regard to disruptive interfacing
and consumerism, health company
executives ignore Gates’ advice at their
own peril.

David W. Johnson
is the CEO and
Founder of 4sight
Health, a healthcare
boutique specializing
in thought capital,
strategic
advisory
services and venture
invest ing /capita l
raising. 4sight Health operates at the
intersection of healthcare economics,
strategy and capital formation. The
company’s four-stage analytic (Assess.
Align. Adapt. Advance.) reflects the
bottom-up, evolutionary character of
market-driven reform. Mr. Johnson can
be reached at 312-560-0870 or david.
johnson@4sighthealth.com.
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Key Performance Indicators Metrics
and Measures
Jonathan Landsman, CISA, MBA
Senior Director of Big Data Strategy
MiraMed Global Services, Jackson, MI
There’s always been a focus on the
numbers. A Chief Financial Officer
(CFO) at a regional health system used
to refer to it as having to “keep his eye on
the dollars and sense” meaning that the
money, the numbers and the ratios were all
equally important. Cash flow has always
been important, but never so critical than
during challenging financial times. During
economic periods of strength, hospitals
had a number of alternative sources to
help address operational shortfalls. They
leverage their reserves and investments as
collateral, along with bank letters of credit
which were used to act as credit guarantee
for investors and other privately negotiated
healthcare lending deals.
However, the 2008 financial crisis
changed all that. Hospitals faced high
fixed-cost challenges that couldn’t be offset
by operational revenues. The changing
economy caused elective procedures to
drop 31 percent and admissions to drop
by 38 percent. Unemployment rose,
resulting in increased uncompensated care
as patients lost their employer-sponsored
healthcare coverage. Medicaid coverage,
which reimburses at a lower rate for
medical services, didn’t come into play for
as much as one year later for many of the
growing indigent population.
To address sustainability and even
survivability, the focus on funds and
operational metrics became critical. Many
hospital and healthcare system (HHS)
organizations adopted key performance
indicators (KPIs) and metrics. KPIs are
the indicators or measures which are
analyzed and metrics are the data to
use for numerators and denominators
to consistently measure or track each

o The aging populace of 78
million baby boomers who are,
or will soon be, on Medicare.
They’re likely live to the average
age of 84. Medicare pays for
services at a significantly lower
rate than commercial payers.

KPI. Establishing these KPIs help HHS
organizations actively track operations and
performance to help serve their patients
and communities.
Like most industries, there still were
closures and a number of consolidations in
the HHS space. While these consolidations
continue today, the market dynamics and
market forces are different today than they
were in 2008. Most economists agree the
economy has improved. The question has
to be asked, what else is different now from
2008? Beyond the Affordable Care Act
(ACA) aka “Obamacare” and the advent of
Accountable Care Organizations (ACOs)
and their quality & performance measures
for shared savings, we’re also seeing:
· The continued shift from an
inpatient to an outpatient healthcare
delivery model.
· The shift to greater patient
responsibility. Patient co-pays have
doubled. More than 20 percent of
insured are now in high-deductible
or health savings accounts, up
significantly from four percent in
2006.
· The payer mix.

o The growth in Medicaid
due to a weakened economy.
Medicaid also pays at a lower
amount than do commercial
payers.
However, as the
economy continues to improve,
we can theorize a corresponding
shift away from the reliance
on Medicaid. However, that
shift may be towards Medicaid
expansion, to health insurance
exchange-based plans, and
to commercial plans. The
impact of this transition on
this continuum of plan types is
unknown.
· Medicare’s focus is on reducing
readmissions. Initially, this was
an incentive program that focused
on patients with acute myocardial
infarction (AMI), heart failure
(HF) and pneumonia (PN).
Through various CMS and HHSfocused programs, the number
of readmissions has dramatically
dropped. Medicare has shifted from
incentives to penalties.
· This past year, Medicare added two
new categories chronic obstructive
pulmonary disease (COPD) and
total hip arthroplasty (THA) and/
Continued on page 22
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or total knee arthroplasty (TKA)
related to readmissions. Nearly 19
percent or two million Medicare
patients were readmitted within
30 days of discharge. Even with
the greater focus, 2,610 hospitals,
representing more than 50 percent
of the hospitals in 29 states, failed
to meet these tighter standards for
readmissions and, as a result, were
subject to penalties.
While it is important to establish
why KPIs and metrics are necessary,
it’s also important to continue to evolve
those KPIs and metrics as the market and
the needs of the business evolve. As the
above bullets show, what was necessary
to track in 2008, 2009 or 2010, isn’t
necessarily the same areas that should
be tracked today. Not all measures are
appropriate for KPI standardization,
nor are they unilaterally applicable to
all hospitals. For instance, establishing
a KPI tied to readmission is important.
This is especially true in view of CMS’
Medicare’s
Hospital
Readmissions
Reduction Program (HRRP). However,
the HRRP program excludes nearly
1,400 hospitals including certain
Critical Access Hospitals (CAHs) and
many cancer hospitals. So a readmission
measure might be of value, but not
necessarily one that’s defined along the
HRRP program.
· KPIs don’t always remain static.
Again, looking at the HRRP
program, originally its scope was
limited to AMI, HF and PN
conditions. The HRRP program
now includes obstructive pulmonary
disease (COPD), hip arthroplasty
(THA) and total knee arthroplasty
(TKA), as well. If the KPI and
metrics aren’t continually updated

to reflect new measures, then it’s
possible the facility would miss
tracking knee or hip replacements
from these recent updates.
· Definition of the measure is
important. Understanding what
should and should not be included
in the numerator and denominator
is also important. Again, using
the HRRP program as an example,
patients who are members of a
private
Medicare
Advantage
insurance plan are excluded. As
well, the facility may have had less
than 25 cases within any one of
these five categories (AMI, HF,
PN, COPD or THA & TKA)
during the reporting period. As
a result, there may be excluded
penalties for that one category.
Organizationally, they still may feel
it is important to report or track
these types of readmissions.
So what could be some KPIs or
dashboard measures for your organization?
· Hospital Consumer Assessment of
Healthcare Providers (HCAHPs)
helps track your patient satisfaction
· Daily census overall, by service line
· Observation stays
· Average length of stay (ALOS) by
service line
· Payer mix of patients, of revenue or
of days in accounts receivable (AR)
· Daily cash balance, cash collections
and days in AR
· Gross revenue overall, by service
line
· Number of surgeries
· Operating margin by service line
· Contribution margin by service line

· Inpatient vs outpatient of patient
visits of revenue, of payer mix
· Staff overtime
· Variance between actual and
budgeted full-time employees
(FTEs)
The above are just a few examples of
various KPIs or measures that different
HHSs track. Being in the data analytics
space, we’re always trying to understand
the “What’s,” “the How’s,” but most
importantly, “the Why’s.” So, we’d like to
know what KPIs your organization uses,
why your organization has chosen these
KPIs over others, and what metrics or
data do you use and how you calculate the
numerators and denominators.

Jonathan Landsman,
CISA, MBA, Senior
Director of Big Data
Strategy, started with
MiraMed
Global
Services in 2014. Mr.
Landsman has worked
collaboratively
for
nearly 15 years on
numerous healthcare challenges from
both provider and payer perspectives.
He has utilized both administrative
and clinical data on initiatives such
Meaningful Use, ACO, HIEs, HIPAA,
for quality, eMeasures, HEDIS and
CHIPRA reporting, as well as, executive
dashboards and comparative benchmark
measures
and
analytics.
These
efforts have resulted in reduced costs,
streamlined operations & processes,
increased revenues & quality outcomes,
as well as, greater provider adoption.
Landsman currently serves on the Board
of Directors of the Oakland County
Community Mental Health Authority.
He earned his MBA from Wayne
State University. He can be reached at
jonathan.landsman@miramedgs.com.
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Four Ways to Encourage Innovation
Chris Gardner
Co-Founder & CEO
Artemis Consultants, Columbus, OH
Innovation is the lifeblood of any
business, regardless of the size or industry.
Without faster, stronger, cheaper and
better ways of doing things it’s impossible
to remain competitive in the fast-paced
global economy.
What is innovation? It is defined
as: “The process of translating an idea or
invention into a product or service that
creates value.”
Unfortunately for the financial side
of the healthcare industry, finding ways to
innovate can be extremely elusive. There is
no way to snap your fingers and suddenly do
things in a way that has never been done.
Instead of attempting to innovate by
using a “shoot first, aim later” method,
healthcare executives can follow four
proven strategies to create the environment
and conditions that will lead to new
ways of thinking about improving their
organizations.

Offer Incentives and Rewards
Ironically, as valuable as innovative
thinking is, organizations often are
unwilling to encourage their people to
be “possibility” thinkers. This lack of
encouragement by leadership causes team
members to keep great ideas to themselves,
therefore being hesitant to share those
ideas, putting little effort into solving
problems or thinking differently. The
simple fact is that employees are spurred on
by rewards, and if they know they will earn
money, vacation time or some other perk
for being innovative, they will look for ways
to achieve goals or improve processes.

Enable Project Ownership
One of the biggest obstacles team
members face in sharing innovative
solutions with their supervisors is often
dealing with the rigor of their daily duties
and responsibilities. Team members have
to pay attention to their jobs throughout the
1

day, and they often don’t have the time or
permission to focus on being innovative and
sharing new ideas. Many of the world’s most
innovative organizations and companies
give team members the freedom and
encouragement to have creative thinking
time alongside their chief responsibilities.
This strategy has produced a number of
exciting process improvements, innovative
ideas and breakthrough solutions.

Don’t Penalize Failure
Why isn’t your organization more
innovative? It might be because risk taking
is not encouraged. Team members are
afraid to try things differently because they
fear losing incentive pay or having their
innovative ideas not perceived as valuable
and negatively affecting their chances of
getting a promotion. In this kind of work
environment, innovation is, at best, anemic
and, at worst, impossible. Give your team
permission to fail without repercussion.
The best, brightest and most innovative
people in your organization will eventually
come up with great solutions that make
perfect sense.

Solicit Ideas Anonymously
Closely knit employees sometimes
develop a herd mentality. While this
can be beneficial for productivity, it can
stifle those who may have innovative
ideas. The solution is to simply make it
possible for team members to submit ideas
anonymously. Something as basic as a
locked wooden box filled with scribbles
on scraps of paper may yield an idea that
revolutionizes the way your organization
operates.
If your team doesn’t seem motivated
to be innovative, a solution to shake things
up could be to add a new member to the
team. Sometimes changing the dynamics
of a work group by adding new people can
create competition and stimulate an entire

https://hbr.org/2009/12/the-innovators-dna?cm_sp=Topics-_-Links-_-Read%20These%20First

department to think differently, create
fresh ideas and new approaches.

Summary
Building an innovative culture is
important to healthcare providers, vendors
and companies across the globe. The
best run companies place innovation as a
top initiative in their organizations. This
subject is so popular that The Harvard
Business Review undertook a six-year study
to uncover the origins of innovation and
creative business strategies for well-known
innovative companies.1
The ability to innovate is often thought
of as the “secret sauce” of business success.
Unfortunately, most of us know very little
about what makes one person more creative
than another. Innovative entrepreneurship
is not a genetic predisposition, it is an active
endeavor. The study determined that
innovators must consistently act different
to think different. By understanding,
reinforcing and modeling the innovator’s
personal makeup, companies can find ways
to more successfully develop the creative
spark in everyone.
Chris Gardner is the
Co-Founder & CEO
of Artemis Consultants. He is originally from Wheeling,
West Virginia and
has called Columbus home since 1995.
Soon after earning
his Bachelor of Arts in Psychology and a
Minor in Business, he joined an executive
search firm in downtown Columbus. After becoming the firm’s top producer, he
learned his true passion in becoming an
executive match maker between companies
and senior level professionals. In 2005, he
started Artemis Consultants to help software, technology and B2B service companies find industry-specific talent in areas of
executive leadership, sales, analytics and
professional services. He can be reached at
chris.gardner@artemisconsultants.net.
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PROFESSIONAL EVENTS
Date

Event

Location

Contact Info

September 13-15, 2015

Healthcare Financial Management Association
Southern California and San Diego/Imperial
Chapter Fall Conference 2015

Hyatt Regency Long Beach
Long Beach, CA

http://www.hfmasocal-sandiegofallconf.org/

September 26-30, 2015

American Health Information Management
Association
2015 Convention and Exhibit

New Orleans Ernest E. Morial
Convention Center
New Orleans, LA

http://www.ahima.org/convention/geninfo15

October 11-14, 2015

Medical Group Management Association
2015 Annual Conference

Gaylord Opryland Resort &
Convention Center
Nashville, TN

http://www.mgma.com/mgma-annualconference/overview

October 25-27, 2015

Healthcare Financial Management Association
MAP Event 2015

Harbor Beach Marriott
Fort Lauderdale, FL

http://www.hfma.org/Content.aspx?id=26935

October 27-28, 2015

Healthcare Financial Management Association
Women’s Leadership Conference (HERe) 2015

Fort Lauderdale Marriott
Harbor Beach Resort and Spa
Fort Lauderdale, FL

https://www.hfma.org/HERe/general_
information/

November 4-6, 2015

Healthcare Information and Management
Systems Society (HIMSS) Big Data &
Healthcare Analytics Forum 2015

Westin Copley Place
Boston, MA

www.bigdatahitforum.com/

November 15-17, 2015

Healthcare Financial Management Association
Region 9 Annual Conference 2015

The Sheraton New Orleans
New Orleans, LA

http://hfmaregion9.org/

December 1-3, 2015

Healthcare Information and Management
Systems Society (HIMSS) The Privacy &
Security Forum 2015

Westin Boston Waterfront
Boston, MA

http://boston.healthprivacyforum.com/

December 7-8, 2015

Healthcare Information and Management
Systems Society (HIMSS) Revenue Cycle
Solutions Summit 2015

Grand Hyatt Atlanta
Atlanta, GA

http://www.revenuecyclesolutionssummit.com/
about-summit/overview

December 9-11, 2015

Healthcare Financial Management Association
Essentials Seminar Programs 2015

Swissôtel Chicago
Chicago, IL

https://www.hfma.org/seminars/chicago/
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