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Reputable Hospitals Score Low in CMS Hospital Ratings

On July 27, 2016, the Centers for Medicare and
Medicaid Services (CMS) publicly released its five-star
hospital quality rating system,* to much pushback from
the healthcare industry.? CMS developed its rating
system, built from metrics utilized in its Hospital
Compare database, in an effort to support consumer
decision-making on hospital choice.® However, critics of
the ratings system, such as the American Hospital
Association (AHA), suggest that the system may be
misleading for consumers, as it may not accurately reflect
the quality of care provided by hospitals,* and may be
negatively biased in rating hospitals that serve
underprivileged patients® or relatively more complex
cases.® The difference between the reputations of
hospitals and CMS’s rating may have implications for
both hospitals and consumers, such as negative press
attention for hospitals’ and inaccurate information for
consumers.® This Health Capital Topics article provides
a brief overview of the development of CMS’s five-star
rating system, and explores potential implications for
hospitals and consumers affected by the perceived
shortcomings of the new system.

CMS’s five-star hospital rating system is an aggregation
of 64 of the over 100 metrics for quality of care within
hospitals currently reported on Hospital Compare, a
publicly accessible database of various healthcare
metrics.® Hospital Compare initially reported ten (10)
quality measures (e.g., heart attack, heart failure,
pneumonia, surgical care),’® but has since expanded to
include data from the Hospital Consumer Assessment of
Healthcare Providers and Systems (HCAHPS) survey,
which measures consumers’ views on hospital care.!!
Further, the database added measures related to a
hospital’s 30-day mortality rate for heart attack and heart
failure patients, as well as mortality rates for
pneumonia,'? and 30-day readmission measures for heart
attack, heart failure, and pneumonia.®® CMS added
voluntary data from hospitals participating in the
American College of Surgeons National Surgical Quality
Improvement Program,** and the Hospital Value-Based
Purchasing Program.*> CMS selected variables for the
five-star ratings system by excluding those measures that
were: discontinued; duplicates of other measures;
ambiguous; or, not reported by a sufficiently large
number of hospitals.®
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CMS calculates the star ratings through a five-step
process:

(1) Selection and standardization of measures for
inclusion in the rating system;

(2) Assignments of measures to seven groups:
(&) Mortality;
(b) Safety of Care;
(c) Readmission;
(d) Patient Experience;
(e) Effectiveness of Care;
(f) Timeliness of Care; and,
(g) Efficient Use of Medical Imaging;

(3) Calculation of group scores;

(4) Calculation of hospital summary scores as a
weighted average of group scores; and,

(5) Application of a clustering algorithm to
categorize summary scores into the rating
system.’

Mortality, safety of care, readmission, and patient
experience were each weighted at 22 percent, while
effectiveness of care, timeliness of care, and efficient use
of medical imaging were each weighted at four
(4) percent.'8

The development of the five-star rating system built from
Hospital Compare measurements has faced significant
roadblocks since the announcement of the system in
October 2014.*° Beginning on April 16, 2015, CMS
posted quarterly hospital quality star ratings based on
patients’ experience of care (via HCAHPS)® on the
Hospital Compare website,”> but refrained from
releasing an aggregate, five-star rating system at the
request of Congress and the healthcare industry due to
confusion surrounding the methodology of the
rankings.?? In July 2015, CMS conducted a “hospital dry
run” of'the five-star rating system to provide stakeholders
the opportunity to review the methodology behind its
particular rating through a hospital-specific report and
user guide,® in addition to an academic review of the
methodology, communication with hospital
representatives, all while delaying its release to the
public.?*

On July 27, 2016, CMS issued its first public release of
the overall hospital quality star rating on Hospital
Compare,?® generating significant criticism from the
hospital industry.?® CMS ranked 3,617 hospitals overall,
with 102 hospitals receiving the highest, five-star rating;
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927 hospitals receiving four-star ratings; 1,752 hospitals
receiving the average, three-star rating; 707 hospitals
receiving two-star ratings; and, 129 hospitals receiving
the lowest, one-star rating.?” 1,042 hospitals were not
rated (including all hospitals in Maryland due to lack of
collected information by CMS).?®

Almost immediately, CMS’s five-star rating system
faced pushback from the hospital industry, primarily
because many of the hospitals “considered as the
nation’s best by private rating sources...or viewed as the
most elite within the medical profession” scored poorly
according to CMS, and many lesser-known hospitals
received higher ratings than expected.?® As a comparison,
U.S. News & World Report recognizes the top 20
hospitals nationally by featuring an “Honor Roll,” a
points-based system that measures the quality of care
provided by a hospital.>® The points system uses 12 data-
driven specialty rankings, four reputation-only rankings,
and a measure of procedures and conditions, which are
aggregated across each hospital to build the “Honor Roll”
rankings.®* The top five hospitals in the “Honor Roll,”
along with recorded points and CMS star rating® in
parentheses, are as follows:*®

(1) Mayo Clinic, Rochester, Minnesota (418 points,
5 stars);

(2) Cleveland Clinic, Cleveland, Ohio (378 points,
4 stars);

(3) Massachusetts General Hospital,
Massachusetts (371 points, 4 stars);

(4) Johns Hopkins Hospital, Baltimore, Maryland
(349 points, rating not issued due its location in
Maryland); and,

(5) UCLA Medical Center, Los Angeles, California
(331 points, 2 stars).

As the above list shows, only one top-five hospital
(according to U.S. News & World Report) received a
five-star rating from CMS (i.e., Mayo Clinic), while
UCLA Medical Center, the fifth-ranked hospital
according to the “Honor Roll,” received the second
lowest rating of two stars from CMS. This trend holds for
top hospitals not included in this list, including a
significant amount of major academic medical centers
that scored poorly.®* Approximately 60 percent of
teaching hospitals received below-average scores, and
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formed one-third of the facilities that received a one-star

rating.®
Kate Goodrich, M.D., director of the CMS Center for
Clinical Standards and Quality, suggested that

“specialized and cutting-edge care...are not reflected in
[the] quality ratings.”®¢ Elizabeth Mort, M.D., senior
vice-president for quality and safety at Massachusetts
General Hospital, suggested that perhaps the inclusion of
30-day readmission rates in the methodology, which may
negative bias high performing hospitals in survival (i.e.,
mortality),*” casting doubt on the methodology that
seems “significantly flawed.”® Further, CMS’s
methodology does not adjust for socio-economic status®
or patient complexity, both of which were alleged to
negatively influence the ratings of safety net hospitals
and teaching hospitals.*® Although it is unclear how such
ratings will influence patient volumes at hospitals, the
five-star rating system does not directly affect Medicare
reimbursement through payment bonuses or penalties
because such reimbursement is predicated on some of the
underlying data in which the five-star rating system
aggregates, such as the 30-day readmission rates.**

This enhanced transparency through CMS’s star ratings
system may potentially affect consumers’ decision-
making. CMS developed its rating system as an effort to
improve consumers’ information for choosing
hospitals;*> however, industry members have argued that
the ratings system may overgeneralize the quality of care
provided by hospitals. Clay Dunangan, M.D., Senior
Vice President and Chief Clinical Officer of BJC
HealthCare in St. Louis, stated:

“The star rating system is an oversimplification
of performance data and [is not] very helpful
for consumers trying to identify the best
provider for their specific healthcare
needs...[the data] is misleading and does not
serve the public with all the facts.”*?

CMS plans to update the rankings quarterly, and has
stated it will consider public feedback in an effort to
improve the system.** Currently, it is uncertain what
steps CMS will take, if any, to improve the perceived
inaccuracy of Hospital Compare’s new star rating
system, including whether modifications will occur after
a period of input by consumers and hospitals.
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Robert James Cimasi, MHA, ASA, FRICS, MCBA, CVA, CM&AA, serves as Chief Executive
Officer 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.
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Mr. Cimasi holds a Master in Health Administration from the University of Maryland, as well as several professional
designations: Accredited Senior Appraiser (ASA — American Society of Appraisers); Fellow Royal Institution of
Chartered Surveyors (FRICS — Royal Institution of Chartered Surveyors); Master Certified Business Appraiser (MCBA
— Institute of Business Appraisers); Certified Valuation Analyst (CVA — 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, and is the author of several
books, the latest of which include: “The Adviser’s Guide to Healthcare — 2nd Edition” [2015 — AICPA]; “Healthcare
Valuation: The Financial Appraisal of Enterprises, Assets, and Services” [2014 — John Wiley & Sons]; “Accountable
Care Organizations: Value Metrics and Capital Formation” [2013 - Taylor & Francis, a division of CRC Press]; and,
“The U.S. Healthcare Certificate of Need Sourcebook™ [2005 - Beard Books].
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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. In 2011, he was named a
Fellow of the Royal Institution of Chartered Surveyors (RICS). In 2016, Mr. Cimasi was named a “Pioneer of the
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Todd A. Zigrang, MBA, MHA, ASA, FACHE, is the President of HEALTH CAPITAL
CONSULTANTS (HCC), where he focuses on the areas of valuation and financial analysis for
hospitals, physician practices, and other healthcare enterprises. Mr. Zigrang has over 20 years of
experience providing valuation, financial, transaction and strategic advisory services nationwide in
over 1,000 transactions and joint ventures. Mr. Zigrang is also considered an expert in the field of
healthcare compensation for physicians, executives and other professionals.

Mr. Zigrang is the co-author of “The Adviser’s Guide to Healthcare —2nd Edition” [2015 — AICPA],
numerous chapters in legal treatises and anthologies, and peer-reviewed and industry articles such as: The Accountant’s
Business Manual (AICPA); Valuing Professional Practices and Licenses (Aspen Publishers); Valuation Strategies;
Business Appraisal Practice; and, NACVA QuickRead. In addition to his contributions as an author, Mr. Zigrang has
served as faculty before professional and trade associations such as the American Society of Appraisers (ASA); the
National Association of Certified Valuators and Analysts (NACVA); Physician Hospitals of America (PHA); the
Institute of Business Appraisers (IBA); the Healthcare Financial Management Association (HFMA); and, the CPA
Leadership Institute.

Mr. Zigrang holds a Master of Science in Health Administration (MHA) and a Master of Business Administration
(MBA) from the University of Missouri at Columbia. He is a Fellow of the American College of Healthcare Executives
(FACHE) and holds the Accredited Senior Appraiser (ASA) designation from the American Society of Appraisers,
where he has served as President of the St. Louis Chapter, and is current Chair of the ASA Healthcare Special Interest
Group (HSIG).

John R. Chwarzinski, MSF, MAE, is Senior Vice President of HEALTH CAPITAL CONSULTANTS
(HCC). Mr. Chwarzinski’s areas of expertise include advanced statistical analysis, econometric
modeling, as well as, economic and financial analysis. Mr. Chwarzinski is the co-author of peer-
reviewed and industry articles published in Business Valuation Review and NACVA QuickRead, and
he has spoken before the Virginia Medical Group Management Association (VMGMA) and the
Midwest Accountable Care Organization Expo.

Mr. Chwarzinski holds a Master’s Degree in Economics from the University of Missouri — St. Louis,
as well as, a Master’s Degree in Finance from the John M. Olin School of Business at Washington University in St.
Louis. He is a member of the St. Louis Chapter of the American Society of Appraisers, as well as a candidate for the
Accredited Senior Appraiser designation from the American Society of Appraisers.

Jessica L. Bailey-Wheaton, Esq., is Vice President and General Counsel of HEALTH CAPITAL
CONSULTANTS (HCC), where she conducts project management and consulting services related to
the impact of both federal and state regulations on healthcare exempt organization transactions and
provides research services necessary to support certified opinions of value related to the Fair Market
Value and Commercial Reasonableness of transactions related to healthcare enterprises, assets, and
services. Ms. Bailey is a member of the Missouri and Illinois Bars and holds a J.D., with a
concentration in Health Law, from Saint Louis University School of Law, where she served as Fall
Managing Editor for the Journal of Health Law & Policy.

Kenneth J. Farris, Esq., is an Associate at HEALTH CAPITAL CONSULTANTS (HCC), where he
provides research services necessary to support certified opinions of value related to the Fair Market
Value and Commercial Reasonableness of transactions related to healthcare enterprises, assets, and
services, and tracks impact of federal and state regulations on healthcare exempt organization
transactions. Mr. Farris is a member of the Missouri Bar and holds a J.D. from Saint Louis University
School of Law, where he served as the 2014-2015 Footnotes Managing Editor for the Journal of
Health Law & Policy.
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