An Alternative Approach to Combining, Simplifying and Improving the Fairness of the HSCRC’s Readmission Reduction Incentive Program (RRIP) and the Readmissions Shared Savings Program (RSSP) - DRAFT

[bookmark: _GoBack]Submitted by CareFirst BlueCross Blue Shield

April 15, 2016

A. 	Introduction

The HSCRC’s Readmission Reduction Incentive Program (RRIP) methodology, which was first implemented for Rate Year (RY) 2015, requires that Maryland hospitals reduce their All-Payer readmission rates by a uniform percentage regardless of their starting readmission rate level (commonly referred to as a hospital’s readmission rate “attainment”). The required readmission reduction percentage for All-Payer readmissions was established to “reasonably support the overall goal of meeting or outperforming the national Medicare readmission rate by CY 2018.”  Improving Maryland’s Medicare readmission rate performance is of course, of great importance to the HSCRC because it is a contractual obligation of the Maryland Model Agreement negotiated with the CMMI.  Thus, the RY 2017 RRIP methodology has focused on promoting Maryland hospital readmission rate improvement and does not factor in a hospital’s historical attainment performance.

Previously in 2013, in order to retain Maryland’s exemption from Medicare’s national Hospital Readmission Reduction Program (HRRP), the HSCRC implemented its Readmission Shared Savings Program (RSSP) as a supplement to the existing Admission-Readmission Revenue (ARR) program. The RSSP was designed to ensure All-Payers that they would receive savings through the establishment of a targeted level of revenue reduction (referred to as “shared savings revenue reduction”). The magnitude of each hospital’s offset to their rates was linked to their relative All-Payer readmission rate attainment. Unlike the RRIP, which applies its performance incentives retroactively based on performance in a previous calendar year, the RSSP shared savings revenue reductions are applied prospectively in the context of the annual Update Allowance (effective July 1 of each year). The RSSP also adjusts the required percentage shared savings revenue reduction for each hospital based on its “case mix adjusted” level of readmissions.[footnoteRef:1]  Thus, the RSSP attempts to factor (to a limited degree) each hospital’s level of readmission attainment performance. Despite what are arguably overlapping incentives in both the RSSP and the RRIP, the RSSP has remained in effect since Rate Year (RY) 2014 and required a statewide shared savings revenue reduction of 0.6% in RY 2016.   [1:  Although the RSSP methodology links each hospital’s prospective revenue reduction to their relative readmission rate attainment level, the RSSP incentives to reduce readmissions are more diffuse than the RRIP.
] 


In response to complaints from hospitals regarding a potential unfairness in the RRIP policy the HSCRC staff revised the RRIP methodology to reduce the uniform readmission rate reduction percentage for hospitals with lower base year readmission rate attainment levels.  This modification was based on a presumption that hospitals with low readmission rates may have less opportunity to reduce their readmission rates at the same percentage than hospitals with higher base year readmission rates. However, in making this modification to the RRIP policy, staff did not account for factors (i.e., a hospital’s number of out-of-state readmissions or the Socio-Economic Status (SES) of a hospital’s patients), which can have a substantial (both positive and negative) impact on hospital readmission rate attainment levels.  

Also, given the multitude of overlapping incentives in the rate setting system for readmission reduction, many representatives of the HSCRC’s Performance Measurement Work Group (PMWG) have suggested that Commission staff consider the development of a single incentive-based readmission policy that would combine elements of the RSSP and RRIP, eliminate any redundancy of the two separate programs, address certain issues in the measurement of readmission attainment and improvement performance and hopefully streamline the Commission’s overall attempt to incentivize hospitals to reduce unnecessary readmissions.[footnoteRef:2] [2:  In addition to the incentives embodied in the RRIP and the RSSP policies, hospitals have very strong incentives to reduce readmission under their fixed Global Budget arrangements.  Also, readmissions are a component of Potentially Avoidable Utilization (PAUs) and annual demographic adjustments provided to each hospital’s Global Budgets have been reduced based on each facility’s level of PAUs, providing yet another incentive to reduce readmissions.] 


As the HSCRC is well aware, the primary purpose of any health care reimbursement system is to provide strong and clear financial incentives to motivate providers to achieve certain policy objectives, most frequently to reduce unnecessary cost and improve overall quality of care.  The payment methodologies developed to achieve these goals should also be devised in a rational way, using well-accepted and understood techniques and avoiding whenever possible the application of arbitrary standards. 

This paper draws on previous methodologies adopted by the HSCRC in attempting to address similar policy issues and proposes a method for combining the RSSP and the RRIP methodologies into one integrated readmission incentive structure.  The proposed approach includes suggested adjustments to improve the overall fairness of readmission performance assessment by taking into consideration the Socio-Economic Status (SES) of a hospital’s patients, its level of out-of-state readmissions and its base year readmission rate attainment level. Finally, the paper recommends combining elements of the HSCRC’s RSSP and RRIP into a single program that takes into account both readmission attainment and improvement, unifies and strengthens the incentives for hospitals to reduce their readmissions and provides flexibility for the HSCRC to incorporate other categories of unnecessary hospital utilization, such as the Patient Quality Indicators (PQIs), into the methodology in future years.

B. 	A Key Dilemma in the Current RRIP Methodology

As noted, the RRIP applies financial incentives to hospital rates in order to encourage hospitals to reduce the number of preventable readmissions they experience in a year and thus improve their facility’s All-Payer readmission rate. As stated in the draft FY 2018 RRIP recommendation, an additional “overall goal” of the RRIP is to encourage Maryland hospitals to improve their Medicare readmission rates so that the statewide rate of Medicare readmissions is at or below the rate of Medicare readmissions nationally by the end of Phase I of the Model Agreement with the CMMI. 

Specifically, the methodology establishes a uniform All-Payer required cumulative readmission rate reduction percentage for all hospitals regardless of a hospital’s base year readmission rate level (also referred to as the hospital’s readmission rate “attainment” level).[footnoteRef:3] In FY 2016 for instance, the uniform cumulative required readmission reduction percentage over two years (CY 2014 and CY 2015) was 9.3%.  Hospitals that successfully reduced their All-Payer readmission rates by 9.3% or greater over this period were rewarded (through incremental positive adjustments to their overall rate base), while hospitals that failed to realize a cumulative 9.3% reduction were penalized (through incremental negative adjustments to their rate base).[footnoteRef:4]  [3:  The draft staff recommendation reports what it refers to as each hospital’s “case mix adjusted or risk adjusted” readmission level (the staff uses these terms interchangeably in the recommendation).  However, in Appendix IX staff also refers to this metric as the hospitals’ “Actual” readmission level.  It is not clear why staff uses the formula to calculate a “case mix or risk adjusted” readmission measure.  Mathematically the formula used produces a readmission rate that is nearly identical to a hospital’s raw unadjusted readmission rate.  Accordingly, the calculation this so-called “case mix or risk adjusted” may not be necessary. ]  [4:  The 9.3% cumulative percentage reduction target was established to also support the HSCRC’s overall goal of getting hospitals to reducing their Medicare readmission rates by a targeted amount each year in order for the state to have a Medicare readmission rate that was below the US Medicare readmission rate by year five of the Model Demonstration.
] 


A number of hospitals with historically low readmission rate levels, suggested that the uniform percentage reduction requirement was unfair, because it imposed the same required percentage improvement on a hospital that had very low base year readmission rate as it did for a hospital that had a very high base year readmission rate. The presumption being that hospitals with low base year readmission rates had less opportunity to reduce their readmissions by the same proportion as hospitals with high base year readmission rates.

While this may be a reasonable presumption, (a low base year readmission rate may be indicative of a hospital’s success in reducing unnecessary readmissions in the past and causing that hospital to face a diminished potential for the same magnitude of proportional improvement year over year) as staff noted in its draft recommendation, a low base year readmission rate may also be a function of other factors. In particular, the staff observed that the SES of patients residing in a hospital’s core service area may have a substantial impact on its readmission rate attainment level:

The initial analyses, presented in Appendix V [of the staff recommendation], provide evidence that hospitals with higher proportions of patients from the most deprived areas have higher readmission rates than hospitals with a lower proportion of patients from deprived areas (Pearson correlation coefficient is 0.42). 

The staff also noted that a hospital’s reported readmission rate attainment level could also be artificially and positively influenced if it was located close to the Maryland border and had a higher proportion of its patients readmitted to hospitals outside of the state.  The HSCRC case mix data does not capture these readmissions and thus these hospitals’ reported readmission rates could appear to be more favorable than what may have Actually occurred. 

Given these two unresolved issues, staff correctly came to the conclusion that in the absence of such adjustments it could not accurately evaluate individual hospital attainment performance based on a facility’s reported readmission rate:
Staff is not able to create a performance metric to measure whether a particular hospital has a high or low readmission rate, commonly referred to as “attainment” in quality improvement. In addition to a debate on the impact of SES/D status on readmission rates and whether adjustment should be made for these factors, staff need to develop a methodology to adjust for readmissions at non-Maryland hospitals, as the current HSCRC data set provides only in-state readmissions.
Yet, having come to this conclusion, staff still attempted to devise a methodology that would reduce the required readmission rate reduction percentage in the RRIP for hospitals with base year readmission rates that were below the statewide average. However, this modification to the RRIP methodology was accomplished without making adjustments for SES or out-of-state readmissions. 
C. 	An Alternative Approach to Improving the Fairness of the RRIP Methodology
Unfortunately, in attempting to improve the overall fairness of the RRIP methodology, the staff may have placed themselves on the horns of a dilemma.  On one hand, staff acknowledged that they cannot accurately assess a hospital’s base year readmission rate attainment performance in the absence of adjustments for its patients SES and to account for the hospital’s number of out-of-state readmissions. On the other hand, the staff propose to modify the required readmission rate reduction percentage for hospitals with base year readmission rates below the statewide average, in direct proportion to each hospital’s relative and unadjusted (for SES and out-of-state readmissions) attainment level. The staff’s approach is problematic because the “scaling” (i.e., incremental reduction) of the RRIP percentage reduction requirement, which depends on each facility’s unadjusted base year attainment level, implies that staff is able to adequately evaluate relative hospital attainment performance - something staff indicated it couldn’t do in the absence of the previously identified adjustments.
To address this dilemma, CareFirst proposes the staff might consider borrowing from approaches taken by the HSCRC in the past to address similar policy issues.  First, in the context of the HSCRC’s Disproportionate Share (DSH) policy, the HSCRC made use of the hospital case mix data to develop a proxy statistic (the so-called “Poor Ratio”) to estimate the degree of indigence of each hospital’s patient population. 
Similarly, using HSCRC case mix data it may be possible to identify a cohort of indigent patients and a cohort of non-indigent patients and then determine if the readmission rate level of the first cohort is appreciably different from the readmission of the second cohort.  If it can reasonably be inferred these two populations have different readmission rate levels, then the HSCRC can adjust each hospital’s readmission rate based on the relationship of the readmission rate of the indigent cohort relative to the readmission rate of the non-indigent cohort. If there is no discernable difference in the readmission rate level of the indigent and non-indigent cohorts, then staff may be reasonably assured that such an adjustment is not necessary.
Second, in the context of the HSCRC’s Uncompensated Care (UCC) policy the HSCRC constructed an algorithm to determine each hospital’s predicted level of uncompensated care in a future rate year. Per the current HSCRC UCC policy, the amount of UCC in hospital rates is a 50/50 blend of a hospital’s Actual three-year moving average UCC and a predicted level of UCC. The UCC policy for establishing the amount of UCC in a hospital’s rates was an attempt to recognize both hospital-specific performance (each hospital’s Actual three-year weighted average UCC) and a standardized UCC provision based on statewide data and the results of a regression.  This policy successfully combined information about each hospital’s UCC experience in a sensible way, to establish a reasonable overall base-line level of UCC incorporated in each hospital’s rate base (after adjustments for expected changes in statewide UCC due to the impact of expansions in the availability of health insurance). 
Similarly, it is possible to develop a “Standardized” readmission rate for each hospital that makes adjustments for various factors such as the hospital’s case mix and the impact of patient indigence its readmission rate level. This Standardized rate would be analogous to the “predicted” level of UCC used in the Commission’s UCC policy as discussed above.  Again, similar to the HSCRC’s UCC policy, the Commission could then create an overall readmission standard for the hospital (what we refer to as the “Base-Line Standard) that was a 50/50 blend of the hospital’s Actual readmission rate and the case-mix and indigence adjusted Standardized readmission rate.  Figure 1 below illustrates how this approach parallels the HSCRC’s current UCC policy.
Figure 1
Borrowing from the HSCRC’s UCC Policy and Methodology to Establish a Hospital Base-Line Standard Readmission Rate for the Purposes of the RRIP
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This Base-Line Standard readmission rate (as calculated as shown above in Figure 1) then could be used as the basis for the application of the 9.5% cumulative reduction requirement (to establish a new readmission rate target for the hospital) per the staff’s current draft RRIP recommendation.  The resulting readmission rate target would be compared to the hospital’s Actual readmission rate to determine how much it needed to improve in the given performance year.  This proposed methodology is described in more detail in the section that follows.
1.  	A Proposed Alternative RRIP Methodology
To develop a readmission rate Base-Line Standard for each hospital that takes into account both the level of indigence of a hospitals patients and at the same time provides hospitals with some “credit” for more favorable Actual readmission rate levels, the staff might consider performing the following steps:
1. Create an “Indigent and Non-Indigent” Patient Cohort from the Case Mix Data: Using the HSCRC case mix data the staff might consider splitting the total number of cases into two categories: a) an indigent cohort as consisting of all Medicaid, Self-Pay, Charity and Dual Eligible cases (with the Dual Eligible cases identified as Medicare cases with Medicaid as secondary payer) and b) a non-indigent cohort consisting of all remaining cases;
2. Calculate and Compare the Case Mix Adjusted Readmission Rate of Each Cohort: The staff could calculate the overall readmission rates for each cohort at the APR DRG-Severity of Illness (SOI) level. If the difference between these two cohorts’ readmission rates at a statewide level was not determined to be statistically significant, then no further adjustment to hospital readmission rates for indigence would be warranted;
3. Calculate a “Standardized” (Indigence and Case Mix Adjusted) Readmission Rate: If however, this calculation yields readmission rates that staff determined to be significantly different, staff could develop what we refer to as a “Standardized” readmission rate for each hospital. This Standardized admission rate would reflect each facility’s distribution of indigent and non-indigent patients on a case mix adjusted basis (i.e., what the hospital’s readmission rate would be if the hospital had the experience the statewide readmission rate in every APR DRG-SOI cell). This distribution will have twice the number of APR DRG cells as in a normal indirect standardization method, because under this approach, there will be one distribution for indigent patients by APR DRG/SOI and one distribution for non-indigent patients by APR DRG-SOI.[footnoteRef:5]  For each hospital, staff would then multiply the number of cases in each APR DRG-SOI of these two caseload categories by the readmission rate statewide at the APR DRG/SOI level, add up all the values for each category (indigent and non-indigent), divide by each hospital’s case load and thus determine an expected readmission rate for that hospital.  The result would be a readmission rate that reflected both the distribution of indigent and non-indigent patients on a case mix adjusted basis for each hospital (an illustration of the development of this Standardized indigence and case mix adjusted readmission rate is shown in Tables 1a, 1b and 1c in Appendix I for a hypothetical hospital with three APR-DRGs); [5:  Given this splitting of the case mix data by these two categories, staff might also consider using two years of case mix data to ensure it had a sufficiently large sample size by APR DRG-SOI cell within both the indigent and non-indigent categories.] 

4. Provide “Credit” for Lower Base Year Readmission Rate Attainment: Because staff believed it important to assign some degree of “credit” to hospitals with low Actual base year readmission rates, staff might consider this new Standardized readmission rate as still an imperfect reflection of hospital performance.  Accordingly, similar to the HSCRC’s UCC policy, it could calculate a new “Base-Line” readmission rate Standard that reflected 50% of the hospital’s raw unadjusted readmission rate and 50% of this new Standardized case mix/indigence adjusted rate.[footnoteRef:6]  [6:   Again, this “new” standard is the readmission rate the hospital would have, given its distribution of indigent and non-indigent patients and given its case mix of indigent and non-indigent patients (realizing the statewide average readmission rate in each of the APR DRG/SOI cells). 
] 

5. Apply the Required Cumulative Percentage Reduction to each hospital’s Base-Line Standard: Staff would apply the recommended uniform statewide required reduction percentage (currently recommended to be 9.5%) to this newly calculated Base-Line Standard for each hospital to determine the hospitals’ new readmission rate target.  This new target readmission rate would be compared to each hospital’s base year Actual Readmission rate to determine the magnitude reduction in its readmission rate each hospital must realize; and 
6. Apply the Methodology to all Hospitals (with both high and low Attainment): Finally, because our approach factors in each hospital’s case mix, level of indigence of its patients and its base year actual readmission rate attainment level, we believe the methodology provides a fairer and less arbitrary set of adjustments to hospital readmission rates.  Accordingly, we would propose that this suggested methodology be applied to all hospitals (i.e., both those with readmission rates below and above the state wide average readmission rate).
2. 	Illustration of the Proposed Approach:
Again, assuming it can be determined that the SES or level of indigence of hospital’s patient population has a demonstrable and negative impact on that facility’s readmission rate attainment, our proposal is to develop an initial Standardized readmission rate for each hospital that reflects its distribution of indigent and non-indigent patients on a case mix adjusted basis.  An overall Base-Line Standard readmission rate for that hospital then can be developed by a 50/50 blend of the facility’s Actual (unadjusted) base year readmission rate and this indigence/case mix adjusted standard readmission rate.  The HSCRC’s targeted cumulative percent reduction can then be applied to this Base-Line Standard readmission rate to determine the hospital’s new readmission target.  The new target is compared to their Actual base year readmission rate to determine that hospital’s required readmission rate reduction under the policy.
Assume a facility’s Actual readmission rate in the base year was 10% and its newly computed indigence/case mix adjusted Standard readmission rate was 12% (as shown in Step 1 in Figure 2). This hospital’s new Base-Line Standard readmission rate would be 11% (50% x 10% + 50% x 12% = 11% as shown in Step 2 in Figure 2).  The 9.5% uniform required percentage reduction would then be applied to the hospital’s Base-Line Standard of 11% to generate a required improvement of 1.045% (9.5% x 11% = 1.045% - see Step 3 in Figure 2). This would generate a new targeted readmission rate of 9.95% (11.0% - 1.045% = 9.955%).  In this case, the hospital has a favorable Actual base year readmission rate of 10% relative to its calculated Base-Line Standard readmission rate of 11%.  

The methodology provides the hospital with a “break” on its targeted reduction because it gets 50% credit for its favorable Actual readmission rate level (i.e., favorable in the sense that the hospital’s indigence and case mix adjusted Standard readmission rate was determined to be 12%, which was higher than its unadjusted Actual of 10%). In this case, the hospital would only need to reduce its Actual base year readmission rate of 10%, to the targeted level of 9.955%.  This is compared to the original RRIP policy which would have required the hospital reduce its 10% Actual base year readmission rate by 0.95% (0.95% = 9.5% x 10%) to a new Actual readmission rate of 9.05%. Figure 2 below illustrates each step of the proposed approach under the assumption that it is determined that indigent patients generally have demonstrably higher readmission rates than non-indigent patients.

Figure 2
Illustration of the Proposed Alternative RRIP Methodology
Development of a Hospital’s Base-Line Standard Readmission Rate to establish a new Target
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Conversely, a hospital with an Actual readmission rate that was above its indigence/case mix Standardized readmission rate would have a more challenging readmission reduction target to meet.  In this case, assume the hospital had an Actual readmission rate of 12% and an indigence/case mix adjusted Standardized rate of 10%.  This facility would again have a calculated Base-Line Standard readmission rate of 11% (50% x the 12% Actual rate and 50% x the 10% indigence/case mix adjusted Standard rate) and its target would also be 9.95% (11% - (9.5% x 11%) = 9.95%).  However, because its Actual readmission rate is 12% (less favorable than its indigence/case mix adjusted readmission rate of 10%) it would need to reduce its readmission rates by 2.045% from 12% to 9.95% (instead of the required reduction under the original policy – which would have been 12% x 9.95% = 1.140% required reduction to a less rigorous target of 10.860% (12.0% - 1.140% =10.860%).
Again, we believe this proposed approach provides a way for the HSCRC to account for both the impact of each hospital’s distribution of indigent and non-indigent patients and its overall case mix on its readmission rate performance using an approach that borrows concepts from the HSCRC’s DSH policy (which used the case mix data to identify and make adjustments for a hospital’s indigent patients) and its UCC policy where the HSCRC developed on overall base-line level of UCC to be included in each hospital’s rate base by taking 50% of the hospital’s Actual UCC and 50% of a standardized level of UCC (based on a regression). 
In our revised formulation of the RRIP the staff would still apply a uniform 9.5% reduction requirement to all hospitals’ Base-Line Standard readmission rate.  However, our approach would provide hospitals with Actual readmission rates that were low relative to their indigence/case mix adjusted Standardized readmission rate, a “break” on the magnitude of the reduction required of them under the RRIP. 
D. 	Proposed Consolidation of the HSCRC’s RRIP and RSSP Methodologies
1.	Evaluation of the HSCRC’s Readmission Shared Savings Program (RSSP)
As noted in Section A of this paper, the HSCRC implemented a separate and differently structured readmission incentive program (the RSSP) beginning in RY 2014. Unlike the RRIP however, the RSSP identifies a targeted level of revenue reduction (referred to by staff as the “shared savings Benchmark”) that is applied as an “offset” (or reduction) to each hospital’s rate base at the beginning of each Rate Year (at the time Update effective July 1). Thus, this offset is applied prospectively as opposed to the RRIP, which applies its system of rewards and penalties to rates on a retroactive basis (six months after the end of the Performance Year).[footnoteRef:7]  [7:  So for example, under the RRIP the resulting rewards and penalties for hospital performance of relative to the RRIP targets established for the CY 2015 performance year are applied to hospital rates effective July 1, 2016 for RY 2017.] 

In the original RY 2014 RSSP the targeted and prospectively applied shared savings Benchmark (i.e., the required revenue reduction percentage applied to hospital rates) was 0.3%. However, these shared savings Benchmarks were subsequently increased to 0.4% in RY 2015 and 0.6% in RY 2016.[footnoteRef:8]  These shared saving Benchmark percentages were not applied uniformly to each hospital. Instead a given hospital’s required prospective revenue reduction under the RSSP policy varies by a small amount based on its case mix adjusted readmission rate level. So, for instance in the case of the 0.4% shared savings Benchmark applied in RY 2015 a hospital with a high case mix adjusted readmission rate might be required to reduce its revenue by 0.49% while a hospital with a very low case mix adjusted readmission rate would only be required to reduce its revenue by 0.23%, (with the total of overall reductions equaling the targeted level of 0.4% savings). [8:  In the draft formulation of the RY 2017 Update, staff proposed a 1.1% shared savings revenue reduction.] 

An advantage of a prospective incentive system such as the RSSP is that hospitals have the benefit of being able to respond to the incentives immediately, during the course of the given Performance Year (as opposed the RRIP which arguably has more diluted incentives because of the delay in the application of incentive penalties and reward by more than one year). A  prospective system like the RSSP is also advantageous (as the staff notes) because the HSCRC sets the targeted dollar amount for shared savings and applies the same percentage as an offset to hospital rates at the beginning of the year, thus guaranteeing to Medicare and other payers a fixed amount of shared savings in a given Rate Year.
The RSSP policy write-up indicates that the application of prospective revenue reductions to hospital rates creates strong incentives for each hospital to reduce their readmissions by more than the shared savings Benchmark percentage because once they reach their targeted level of readmission reductions, under their fixed Global Budgets they will retain 100 percent of the difference between their Actual reduction and the shared savings benchmark. While this may be true, it is really the presence of the fixed Global Budgets that creates this incentive and the incentive that is created is not specific to a hospital reducing unnecessary readmissions.  The hospital can “earn back” the shared savings offsets by doing any number of things (e.g., reducing length of stay, admissions or unnecessary outpatient tests). As such, the RSSP does not specifically target or particularly incentivize readmission reduction. 
While there are advantages to the use of a prospectively implemented incentive system (as used under the RSSP) the methodology used in the RSSP to adjust the level of shared savings revenue reductions to each hospital is complex and results in a very small range of reduction percentages by hospital.  The incentives under the RSSP are also largely redundant given the incentives under the GBR arrangements and the implementation of the RRIP incentives beginning in RY 2015. 
2. 	Incorporating the Prospective approach of the RSSP with a Revised RRIP Methodology
Accordingly, we believe that the HSCRC’s overall policy with regard to incentivizing reductions in unnecessary hospital readmissions could be greatly simplified and strengthened by combining beneficial elements of the RSSP with a modified RRIP (as discussed in Section C of this paper).
Just as it does now in the context of the current RSSP policy, the HSCRC could quantify the magnitude of revenue associated with each facility’s required readmission reduction percentage, as determined by the proposed alternative RRIP methodology described previously. The targeted level of revenue reduction for each hospital can be expressed as a percentage of the hospital’s total revenue associated with unplanned 30-day readmissions and prospectively eliminated from the hospital’s revenue base at the time of the annual Update, just as this is accomplished now in the context of the prospectively applied RSSP methodology.  
So for instance, Table 1a below shows three examples of hospitals with differing levels of Actual vs. standard readmission rate performance.  Focusing first on Case 2, Hospital B (as discussed in our second hospital example in Section C above) has a relatively unfavorable Actual readmission performance of 12% (relative to its indigence/case mix adjusted standard or 10%). Using the proposed blending methodology of 50% of its Actual rate and 50% of this standard rate, Hospital B’s Base-Line Standard readmission will be 11%.  Per our proposed methodology Hospital B would be required to cut its readmissions by 2.045% (as shown in Table 1 below Case 2). If that hospital’s revenue represented by its unplanned 30-day all cause readmissions equaled $20 million, say, its required readmission reduction percentage would translate into a RRIP prospectively applied revenue offset of $409,000 at the time of its annual Update effective July 1st of the upcoming Performance Year ($20,000,000 x 2.045% = $409,000).  This is the case where the hospital had a less favorable Actual performance relative to its indigence/case mix adjusted standard. 
By contrast Case 1 illustrates the situation of the hospital with a favorable Actual performance relative to its indigence/case mix adjusted standard (i.e., an Actual readmission rate of 10% vs. an indigence/case mix adjusted standard readmission rate or 12%) that hospital would only have to reduce its Actual readmission rate by a trivial 0.045%. If this hospital too had total readmission revenue of $20 million this would translate into a miniscule offset of $9,100 effective July 1.  Any readmission reduction in excess of this 0.045% level then would be realized as savings by the hospital under its GBR.
Case 3 illustrates a hospital with a highly favorable Actual readmission performance relative to its indigence/case mix adjusted standard. As shown in Table 1a, this hospital has an Actual readmission rate of 9.0% vs. an indigence/case mix adjusted standard rate of 12.0%, which equates to a Base-Line Standard of 10.5%.  Under the proposed methodology this hospital’s new readmission rate target will be 9.503% (10.5% x 9.5% = 0.998% required reduction resulting in a new target for Hospital C of 9.503% = 10.5% Base-Line Standard rate – 0.998% required reduction for target of 9.503%).  In this case Hospital C already has an Actual readmission rate of 9.0%, which is below its targeted rate of 9.503%.  Based on this highly favorable performance Hospital C would stand to receive a 0.503% addition to its Update and revenue base effective July 1 of the upcoming Performance Year. 
Table 1a
Illustration of the Proposed RRIP Methodology and Calculation of Prospective Offsets or Restorations to rates for Readmission Reductions
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Table 1b shows a comparison of the policy result of this proposed revision to the RRIP versus the results of the original RRIP policy. Under the proposed revised RRIP methodology hospitals with more favorable actual readmission rate performance (relative to their Standardized readmission rate) have a less challenging target to meet while hospitals with less favorable Actual vs. Standardized performance will have a more challenging readmission rate target.

Table 1b
Comparison of Proposed RRIP Approach to the Original RRIP Result
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3. 	Advantages to a Combined RSSP/(revised) RRIP Methodology
We believed a revised RRIP methodology combined with the prospective method for offsetting hospital rates (as used in the RSSP) will provide the commission with a more effective approach of providing incentives for hospitals to reduce readmission rates for the following reasons:
1) The combined approach simplifies the HSCRC’s readmission incentive strategy by combining and unifying what are arguably two duplicative and overlapping policies (the separate RSSP and RRIP);
2) The Revised RRIP Methodology provides a straightforward and clear method for taking into account the impact of the indigence of each hospital’s patient population using readily available data that is updated each year (the HSCRC case mix data) in a fashion that is similar to a method utilized in years past in the context of the Commission’s DSH policy;
3) The use of a blend of each hospital’s actual readmission rate and its Standardized rate accounts for hospital relative performance and rewards facilities with high performance levels and penalizes facilities with less favorable performance levels;
4) By establishing prospective reductions to hospital rates at the time of the annual Update, the combined policy would meaningfully increase the incentives to reduce readmissions.  This is because (unlike the RSSP) our proposed approach will roll the hospital-specific readmission rate targets forward each year.  If a hospital fails to bring its readmission rate down by the required amounts in a given performance year, it will be faced with the same (or greater) performance requirements in the next year;
5) The proposed and combined program continues to work effectively with the incentives of each hospital’s GBR in that reductions in readmission rates that are greater than the targeted amounts will continue to afford the hospital 100 cents on the dollar savings for those incremental additional reductions;
6) All-payers would benefit by realizing the targeted level of savings each year whether hospitals reduced their readmission by the required amounts or not, because these required savings would be offset in rates at the start of each Rate Year through an adjustment to each hospital’s Update Factor; and 
7) Our proposed policy has very broad applicability and could be extended to any category of unnecessary utilization (such as PQIs, Sepsis or unnecessary imaging or procedures) as long as an acceptable Base-Line Standard rate for these measures can be established.
Finally, it should be noted that just as the prospective adjustment to hospitals’ rate bases are reversed (i.e., added back to rates in the case of an offset and taken out of rates in the case of a reward) the prospective adjustments under our must be reversed out and replaced the following year by new prospective adjustments  (plus or minus) based on the HSCRC’s policy determination of how much revenue to target through readmission reductions in that given year. 
E. 	Adjusting for Out-of-State Readmissions
As noted by staff, hospitals near the Maryland border (particularly hospitals located near Washington DC) appear to have lower readmission rate attainment levels than hospitals in located away from these border areas. This could be because cases admitted to these border hospitals that are then subsequently readmitted with in 30 days to out-of-state hospitals, are not included in these Maryland hospitals readmission rates, as reported by the HSCRC. 
Despite the inability of the HSCRC to account for out-of-state 30-day readmissions from the HSCRC case mix data, we believe that the staff could first test for the relevancy of this factor by accounting for a hospital’s cases that had been readmitted to hospitals outside of Maryland using either Medicare, Maryland Medicaid or CareFirst data.  If it determined that the frequency of cases initially admitted to a Maryland hospital and subsequently readmitted to a hospital in Washington DC, say, warranted a further adjustment to Maryland hospital readmission rates it could utilize the out-of-state data from Medicare, Medicaid and CareFirst to develop a reliable adjustment to each Maryland hospitals readmission rate.
F. 	Rationale for the use of a Medicare-Specific Readmission Reduction Target 
CareFirst continues to believe that the use of an All-Payer readmission reduction target, which is established to allow for the achievement of the HSCRC’s Medicare readmission reduction goal, is counterproductive.
As we have articulated in the past we believe there are a number of important reasons for the use of a Medicare specific target in the context of the RRIP: 
· There are not readily available All-Payer readmission that can be used to compare Maryland’s current performance and establish a realistic and demonstratively achievable All-Payer readmission rate target, while information on Medicare readmission rates in Maryland and nationally are readily available and our relative performance can be tracked accurately over time;
· As articulated by the staff in its RRIP Draft Recommendation an “overall goal” of the RRIP is set readmission reduction targets so that the state can fulfill its contractual requirement under the Waiver Agreement to lower Maryland Medicare readmission rate to be below the U.S. Medicare readmission rate by the end of CY 2018.  Failure to meet the interim annual targeted reductions of Medicare readmission rates will necessitate the state to file a “Corrective Action Plan” which will not be a favorable circumstance as the state seeks CMMI approval for an extension of the Waiver Agreement into Phase II; and 
· Since the beginning of the RRIP, each year the staff develops the All-Payer readmission reduction rate target that it believes will allow the state to meet its annual Medicare readmission reduction targets. However, the relationship between All-Payer readmission reduction and Medicare readmission reduction keeps changing each year, causing staff to adjust the complex method it used to determine the All-Payer readmission reduction target necessary to achieve the Medicare readmission target. This fluctuating relationship between All-Payer and Medicare readmission rate reductions is responsible for the circumstance in CY 2015 where Maryland hospital met their annual Medicare readmission reduction targets but failed to meet the All-Payer readmission reduction targets.  This failure resulted in significant financial penalties being applied to Maryland hospitals despite their positive performance in meeting the state’s primary goal – to reduce Medicare readmissions.
We would note that if the HSCRC our proposed modifications to the RRIP methodology discussed in this paper could be adapted to apply to a Medicare specific readmission rate target.
G. 	Recommendation for the use of both a Medicare and a Medicaid-Specific Readmission Reduction Target
Finally, the Maryland Medicaid has argued against the use of a Medicare-specific readmission target in the RRIP in the belief that incentives to induce Maryland hospitals to reduce their All-Payer readmission rates will have a positive influence on Medicaid readmission rates. Medicaid also discussed setting its own readmission target, although enforcement of such a target by DHMH would prove problematic given the HSCRC’s rate setting authority and responsibilities.  Given these circumstances, we believe it may be appropriate for the HSCRC to establish both a Medicare specific and a Medicaid specific target for the RRIP.  Presumably, state-level and national data on Medicaid readmission rate performance is available and can be used to establish a meaningful and reasonable target for Maryland Medicaid readmission reductions. In establishing these two targets the HSCRC could develop separate incentive structures with the same or different magnitudes of rewards and penalties applied to hospitals for meeting each of these two goals. Accordingly, in addition to establishing a Medicare-specific readmission target, it could either calculated Standardized readmission rates for each paper by hospital or combine Medicare and Medicaid data to created a universal Standardized readmission target for both payers. Then the HSCRC could implement the proposed methodology as proposed earlier in this paper .[footnoteRef:9] [9:  Of course for these two populations the issue of indigence may be less relevant and thus the adjustment for indigence in the context of either a Medicare-specific target or a combined Medicare/Medicaid target, may be unnecessary.
] 



Appendix I – Example Calculation of a Hospital’s Indigence/Case mix Adjusted Standard and Base Line Standard Readmission Rates
Table 2a – Indigent Cohort Readmission Rates
	


APR DRG 1
	


Discharges
	

Hospital Actual
Readmissions
	
Actual
Readmission Rate
	
Statewide Avg. Readmission Rate Pct.
	
Hospital’s Readmissions at 
Statewide Average Rate

	SOI 1
	175
	15
	8.6%
	11.0%
	19

	SOI 2
	125
	17
	13.6%
	15.0%
	19

	SOI 3
	75
	13
	17.3%
	17.0%
	13

	SOI 4
	25
	6
	24.0%
	27.0%
	7

	Subtotal
	400
	51
	
	
	58

	
	
	
	
	
	

	APR DRG 2
	
	
	
	
	

	SOI 1
	200
	15
	7.5%
	10.0%
	20

	SOI 2
	100
	15
	15.0%
	15.0%
	15

	SOI 3
	75
	13
	17.3%
	19.5%
	15

	SOI 4
	25
	7
	28.0%
	30.5%
	8

	Subtotal
	400
	50
	
	
	57

	
	
	
	
	
	

	APR DRG 3
	
	
	
	
	

	SOI 1
	200
	16
	8.0%
	8.5%
	17

	SOI 2
	150
	15
	10.0%
	12.0%
	18

	SOI 3
	100
	14
	14.0%
	16.0%
	17

	SOI 4
	50
	12
	24.0%
	25.0%
	13

	Subtotal
	500
	57
	
	
	65

	
	
	
	
	
	

	Totals
	1,300
	158
	12.2%
	13.8%
	180



Table 2b – Non-Indigent Cohort Readmission Rates
	


APR DRG 1
	


Discharges
	

Hospital Actual
Readmissions
	
Actual
Readmission Rate
	
Statewide Avg. Readmission Rate Pct.
	
Hospital’s Readmissions at 
Statewide Average Rate

	SOI 1
	350
	18
	5.1%
	7.0%
	25

	SOI 2
	200
	22
	11.0%
	13.0%
	26

	SOI 3
	100
	13
	13.0%
	16.0%
	16

	SOI 4
	50
	11
	22.0%
	25.0%
	13

	Subtotal
	700
	64
	
	
	79

	
	
	
	
	
	

	APR DRG 2
	
	
	
	
	

	SOI 1
	275
	19
	6.9%
	9.0%
	25

	SOI 2
	200
	20
	10.0%
	12.0%
	24

	SOI 3
	75
	11
	14.7%
	17.0%
	13

	SOI 4
	50
	12
	24.0%
	27.0%
	14

	Subtotal
	600
	62
	
	
	75

	
	
	
	
	
	

	APR DRG 3
	
	
	
	
	

	SOI 1
	375
	21
	5.6%
	7.0%
	26

	SOI 2
	275
	18
	6.5%
	9.0%
	25

	SOI 3
	200
	20
	10.0%
	13.0%
	26

	SOI 4
	50
	7
	14.0%
	18.0%
	9

	Subtotal
	900
	77
	
	
	86

	
	
	
	
	
	

	Totals
	2,200
	192
	8.7%
	10.9%
	240



Table 2c – Summary Calculation of the Hospital’s Base Line Standard
	
	
	A
	B
	C
	D
	E

	
	
	

Discharges
	

Readmissions
	
Actual Readmission Rate
	Hospital’s Readmissions at Statewide Rate
	
Standardized Readmission Rate

	L1
	Indigent Readmissions
	1,300
	158
	12.2%
	180
	13.8%

	L2
	Non-Indigent Readmissions
	2,200
	192
	8.7%
	240
	10.9%

	L3
	Total Indigent and Non-Indigent Readmissions (L1+L2)
	
3,500
	
350
	
10.0%
	
420
	
12.0%



	
L4
	Base Line Standard Readmission Rate = (50% x Cell C3 x 50% x Cell E3)
	                                                         
                                                                    11.0%

	L5
	Required Readmission Reduction Percentage
	                                                                      9.5%

	L6
	Targeted Reduction  (L4 x L5)
	                                                                     1.045%

	L7
	New Actual Target: Proposed Method (L4 – L6)
	                                                                     9.995%


Table 2d – Original Staff RRIP Draft Policy
	L1
	Actual Hospital Readmission Rate
	                                                                   10.0%

	L2
	Required Readmission Reduction Percentage
	                                                                     9.5%

	L3
	Targeted Reduction  (L1 x L2)
	                                                                     0.95%

	L4
	New Actual Target: Original Policy (L2 – L3)
	                                                                     9.05%


Actual Readmission Rate:  A hospital’s raw unadjusted overall readmission rate (we believe that this measure is essentially the same readmission rate that staff alternatively refers to as a “case mix adjusted, risk-adjusted or actual (as in the example on page 19 of the staff draft recommendation).
Indigence/Case Mix Adjusted “Standardized” Readmission Rate: A hospital’s adjusted readmission rate that reflected both the distribution of indigent and non-indigent patients on a case mix adjusted basis for each hospital (see Tables 1a -1d for a sample calculation of the base line standard for a hypothetical hospital with three APR-DRGs)
Base Line Standard Readmission Rate: A new standard readmission rate established for each hospital that is calculated by taking 50% of each hospital’s raw unadjusted readmission rate and 50% of this indigence/case mix adjusted readmission rate.
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Revised/Proposed Approach Three Scenarios of Hospital Performance (1)
Case 1 Case2 Case 3
Favorable  Unfavorable Very Favorable

A Calculating each Hospital's Required Reduction Percentage _Hospital A Hospital B Hospital C

1 Actual Readmission Rate 10.00% 12.00% 9.00%
2 Standardized Readmission Rate (1) 12.00% 10.00% 12.00%
3 Base-Line Standard Rate (50%x L1 + 50% x L2) 11.00% 11.00% 10.50%
4 RRIP Required Culmulative Reduction (given) 9.50% 9.50% 9.50%
5 Required Percentage Reduction (L3-14) 1.045% T.045% 0.998%

B. Establishing the Hospital's New Readmission Rate Target

6 Base-Line Standard Rate (L3) 11.00% 11.00% 10.50%
7 Required Reduction (L5) 1.045% 1.045% 0.998%
8 New Target (L3 - L§) 9.955% 9.955% 9.503%
9 Actual Readmission Rate 10.00% 12.00% 9.00%

10 Reduction/Offst vs. Actual rate (L9 - L10) 9.955% 9.956% 9.503%

11 Required Reduction 0.045% 2.045% 20.503%

C. Calculating each Hospital's Prospective Offset/(Re storation) amount July 1

12 Hospital's Assummed Readmission Related Revenue 520,000,000 $20,000,000  $20,000,000
13 Prospective Offset/(Restoration) to Rates July 1 (L11xL12) $9.000  $403,000  -$100,500

(1) Favorable performance means a hospital has a lower actual readmission rate vs. its Standardized
readmission rate.
(2) The Standardized readmission adjustsfor a hospital’s case mix and the indigence of its patient mix
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Three Scenarios of Hospital Performance (1)

Original Policy Case 1 Case2 Case3
Favorable  Unfavorable Very Favorable

D. Calculation of each Hospital's Required Reduction Percentag_Hospital A Hospital B Hospital C

1 Actual Readmission Rate 10.00% 12.00% 9.00%
2 RRIP Required Culmulative Reduction (given) 9.50% 9.50% 9.50%
3 Required Percentage Reduction (L1 - 12) 0.950% 1140% 0.855%

E. Comparison of Readmission Rate Targets under Original/Revised Approaches

4 Actual Readmission Rate 10.00% 12.00% 9.00%
5 Required Reduction (L3) 0.950% 1.140% 0.855%
6 New Target (L4 - L5) 9.05% 0.86% 8.15%

7 Compared to Target under Proposed method (L8 table 2a) 9.96% 9.96% 950%
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