
 
 

CMS Bars Medicaid Payments for Preventable Conditions 

 

 

  

Beginning on July 1, 2011, the Centers for Medicare and 

Medicaid Services (CMS) will deny all Medicaid 

reimbursement requests associated with provider–

preventable conditions (PPC), known as never events. 

The final rule published June 6, 2011, implements 

Section 2702 of the Patient Protection and Affordable 

Care Act (ACA).
1
 Section 2702 aims to ensure that 

measures to increase quality of care and lower costs will 

not result in Medicaid beneficiaries losing access to 

medical care and prompts the Secretary of Health and 

Human Services (HHS) to establish rules restricting 

Medicaid payments for costs related to Health Care-

Acquired Conditions (HCAC).
2
 

 

Medical errors have been established as a leading cause 

of morbidity and mortality in the U.S.
3
 In 2002, the 

National Quality Forum endorsed a list of 28 Serious 

Reportable Events, or never events, which included 

preventable Hospital Acquired Conditions (HACs) 

related to medical errors.
4
 The Deficit Reduction Act of 

2005 established a policy adjusting Medicare payments 

to hospitals for certain preventable HACs, which 

included codes with the following characteristics: (1) 

high cost, high volume, or both; (2) those cases assigned 

to a MS-DRG that has a higher payment when present as 

a secondary diagnosis; and, (3) conditions which could 

have reasonably been prevented through following 

evidence-based guidelines.
5
 In 2008, CMS implemented 

a non-payment policy for conditions associated with 

higher reimbursement rates (i.e., HCACs) into the 

Medicare program.
6
  

 

The final rule reflects several recent legislative 

initiatives focused on lowering healthcare costs and 

increasing quality.  The new rule categorizes PPCs into 

HCACs and Other Provider Preventable Conditions 

(OPPCs), expanding the scope of the nonpayment policy 

beyond the inpatient hospital setting and making it 

applicable to outpatient facilities participating in the 

Medicaid program.
7
 The preventable conditions list 

included in the new rule mirrors the Medicare policy 

CMS implemented in 2008, and includes, among others, 

the following conditions: foreign object retained after 

surgery; surgery on the wrong patient, wrong surgery on 

a patient, and wrong site surgery.
8
  States must use the 

2008 Medicare rule as a minimum requirement and 

amend Medicaid plans to include a list of HCACs that 

will not receive reimbursement from state or federal 

funds.
9
  Under the final rule, states will also have the 

authority to increase the number of preventable 

conditions for which Medicaid payment should be 

restricted, subject to CMS approval.
10 

 
 

Physician organizations, including the American 

Medical Association (AMA) and American Hospital 

Association (AHA) have challenged the final rule’s 

denial of Medicaid reimbursement, elaborating that, 

while unfortunate, many complications related to 

HCACs and PPCs are not entirely preventable. 

Additionally, AMA CEO, Dr. Michael Maves, has 

expressed concern that states may expand the list of 

denied conditions well-beyond those defined under the 

2008 Medicare rule.
11

 Some organizations have 

suggested the 2008 Medicare rule should serve as a 

ceiling that sets the maximum number of conditions, 

rather than a base which may be raised by states.  These 

organizations argue that consistency between the two 

arms of CMS (i.e., Medicare and Medicaid) could help 

lessen administrative burdens and strategic confusion, 

especially in large multispecialty health systems.
12

 

Opposing viewpoints suggest, however, while 

uniformity between the two federal programs may prove 

beneficial on a federal level, it may inhibit the flexibility 

needed to address their state-specific needs.
13

  
 

Of the 21 states that currently prohibit payments for 

HCACs, most utilize the 2008 Medicare HAC standards, 

and at least half go beyond the Medicare list.  

Additionally, 17 states already reduce payment for 

preventable conditions experienced specifically by 

Medicaid participants.
14

 Starting July 1, 2011, states 

without a current HCAC-related nonpayment policy 

have one year from July 1, 2011 to implement such a 

provision.
15

 Although Medicare saves $20 million a year 

under the 2008 policy, the final rule estimates Medicaid 

savings of $35 million from FY 2011 to 2015 ($20 

million on the federal funding side and $15 million for 

the states) for the currently $364 billion program.
16

 As 

quality-based payment standards and the associated 

cost-savings gain momentum, providers should remain 

aware of these developments and begin, or continue, to 

examine their own quality control policies.
17
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Robert James Cimasi, MHA, ASA, FRICS, MCBA, AVA, CM&AA, serves 

as President of HEALTH CAPITAL CONSULTANTS (HCC), a nationally 

recognized healthcare financial and economic consulting firm headquartered in 

St. Louis, MO, serving clients in 49 states since 1993.  Mr. Cimasi has over 

thirty years of experience in serving clients, with a professional focus on the 

financial and economic aspects of healthcare service sector entities including: 

valuation consulting and capital formation services; healthcare industry 

transactions including joint ventures, mergers, acquisitions, and divestitures; 

litigation support & expert testimony; and, certificate-of-need and other 

regulatory and policy planning consulting. 
 

Mr. Cimasi holds a Masters in Health Administration from the University of Maryland, as well as 

several professional designations: Accredited Senior Appraiser (ASA – American Society of 

Appraisers); Fellow Royal Intuition of Chartered Surveyors (FRICS – Royal Institute of Chartered 

Surveyors); Master Certified Business Appraiser (MCBA – Institute of Business Appraisers); 

Accredited Valuation Analyst (AVA – National Association of Certified  Valuators and Analysts); and, 

Certified Merger & Acquisition Advisor (CM&AA – Alliance of Merger & Acquisition Advisors). He 

has served as an expert witness on cases in numerous courts, and has provided testimony before federal 

and state legislative committees. He is a nationally known speaker on healthcare industry topics, the 

author of several books, the latest of which include: “The U.S.  Healthcare Certificate of Need 

Sourcebook” [2005 - Beard Books], “An Exciting Insight into the Healthcare Industry and Medical 

Practice Valuation” [2002 – AICPA], and “A Guide to Consulting Services for Emerging Healthcare 

Organizations” [1999 John Wiley and Sons].  
 

Mr. Cimasi is the author of numerous additional chapters in anthologies; books, and legal treatises; 

published articles in peer reviewed and industry trade journals; research papers and case studies; and, is 

often quoted by healthcare industry press. In 2006, Mr. Cimasi was honored with the prestigious 

“Shannon Pratt Award in Business Valuation” conferred by the Institute of Business Appraisers.       

Mr. Cimasi serves on the Editorial Board of the Business Appraisals Practice of the Institute of 

Business Appraisers, of which he is a member of the College of Fellows. 

 

Todd A. Zigrang, MBA, MHA, ASA, FACHE, is the Senior Vice President of 

HEALTH CAPITAL CONSULTANTS (HCC), where he focuses on the areas 

valuation and financial analysis for hospitals and other healthcare enterprises. 

Mr. Zigrang has significant physician integration and financial analysis 

experience, and has participated in the development of a physician-owned 

multi-specialty MSO and networks involving a wide range of specialties; 

physician-owned hospitals, as well as several limited liability companies for 

the purpose of acquiring acute care and specialty hospitals, ASCs and other 

ancillary facilities; participated in the evaluation and negotiation of managed 

care contracts, performed and assisted in the valuation of various healthcare 

entities and related litigation support engagements; created pro-forma financials; written business 

plans; conducted a range of industry research; completed due diligence practice analysis; overseen the 

selection process for vendors, contractors, and architects; and, worked on the arrangement of financing. 
  

Mr. Zigrang holds a Master of Science in Health Administration and a Masters in Business 

Administration from the University of Missouri at Columbia, and is a Fellow of the American College 

of Healthcare Executives. He has co-authored “Research and Financial Benchmarking in the 

Healthcare Industry” (STP Financial Management) and “Healthcare Industry Research and its 

Application in Financial Consulting” (Aspen Publishers). He has additionally taught before the 

Institute of Business Appraisers and CPA Leadership Institute, and has presented healthcare industry 

valuation related research papers before the Healthcare Financial Management Association; the 

National CPA Health Care Adviser’s Association; Association for Corporate Growth; Infocast 

Executive Education Series; the St. Louis Business Valuation Roundtable; and, Physician Hospitals of 

America. 

 

Anne P. Sharamitaro, Esq., is the Vice President of HEALTH CAPITAL 

CONSULTANTS (HCC), where she focuses on the areas of Certificate of Need 

(CON); regulatory compliance, managed care, and antitrust consulting. Ms. 

Sharamitaro is a member of the Missouri Bar and holds a J.D. and Health Law 

Certificate from Saint Louis University School of Law, where she served as an 

editor for the Journal of Health Law, published by the American Health 

Lawyers Association. She has presented healthcare industry related research 

papers before Physician Hospitals of America and the National Association of 

Certified Valuation Analysts and co-authored chapters in “Healthcare 

Organizations: Financial Management Strategies,” published in 2008. 

HEALTH CAPITAL 

CONSULTANTS (HCC) is an 

established, nationally recognized 

healthcare financial and economic 

consulting firm headquartered in 

St. Louis, Missouri, with regional 

personnel nationwide. Founded in  

1993, HCC has served clients in 

over 45 states, in providing 

services  including: valuation in all 

healthcare sectors; financial 

analysis, including the  

development of forecasts, budgets 

and income distribution plans; 

healthcare provider related 

intermediary services, including 

integration, affiliation, acquisition 

and divestiture; Certificate of  

Need (CON) and regulatory 

consulting; litigation  support and 

expert witness services; and, 

industry research services for 

healthcare providers and their 

advisors. HCC’s accredited 

professionals are supported by an 

experienced research and library 

support staff to maintain a 

thorough and extensive knowledge 

of the healthcare reimbursement, 

regulatory, technological and 

competitive environment. 
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