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Improving Care Transitions. Better 
coordination of patient transfers among 
care sites and the community could save 
money and improve the quality of care.
what’s the issue?

The term care transition describes a continu-
ous process in which a patient’s care shifts 
from being provided in one setting of care to 
another, such as from a hospital to a patient’s 
home or to a skilled nursing facility and some-
times back to the hospital. Poorly managed 
transitions can diminish health and increase 
costs. Researchers have estimated that inade-
quate care coordination, including inadequate 
management of care transitions, was respon-
sible for $25 to $45 billion in wasteful spend-
ing in 2011 through avoidable complications 
and unnecessary hospital readmissions.

Several new federal initiatives aim to en-
courage more effective care transitions. In 
addition, debate continues over how to re-
structure fee-for-service payments to moti-
vate providers across care settings to work as 
a team to make transitions smoother.

This brief examines the factors contribut-
ing to poor care transitions, describes the el-
ements of effective approaches to improving 
patient and family experience with transi-
tions, and explores policy issues surround-
ing payment reforms designed to address the 
problem.

what’s the background?
For years, health policy experts have iden-
tified poor care transitions as a major con-
tributor to poor quality and waste. The 2001 

Institute of Medicine (IOM) report, Crossing 
the Quality Chasm, described the US system as 
decentralized, complicated, and poorly orga-
nized, specifically noting “layers of processes 
and handoffs that patients and families find 
bewildering and clinicians view as wasteful.”

The IOM noted that, upon leaving one set-
ting for another, patients receive little infor-
mation on how to care for themselves, when 
to resume activities, what medication side ef-
fects to look out for, and how to get answers 
to questions. As a result, the conditions of 
many patients worsen and they may end up be-
ing readmitted to the hospital. For example, 
nearly one-fifth of fee-for-service Medicare 
beneficiaries discharged from the hospital 
are readmitted within 30 days; three-quarters 
of these readmissions—costing an estimated 
$12 billion a year—are considered potentially 
preventable, especially with improved care 
transitions.

root causes: There are several root causes 
of poor care coordination. Differences in 
computer systems often make it difficult to 
transmit medical records between hospitals 
and physician practices. In addition, hospi-
tals face few consequences for failing to send 
medical records to patients’ outpatient physi-
cians upon discharge. As a result, physicians 
often do not know when their patients have 
been released and need follow-up care. Finally, 
current payment policies create disincentives 
for hospitals to invest in smoother care transi-
tions. For example, although Medicare does 
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not allow hospitals to bill for readmissions 
that occur within 24 hours of discharge, it 
does pay full price for most readmissions that 
occur after that time. This means that the pre-
vailing financial incentive for hospitals is to 
not expend resources on improving care tran-
sitions because a poor transition often leads 
to readmission, which generates additional 
revenue.

Moreover, some analysts believe that Medi-
care and Medicaid payment policies have 
unintentionally created incentives to unneces-
sarily transfer patients back and forth between 
hospitals and nursing homes. Their suspicion 
is that nursing homes, which are primarily 
paid by Medicaid with generally low payment 
rates, unnecessarily transfer patients to hos-
pitals to qualify for more generous Medicare 
payment rates when their patients return to 
them after discharge.

Lending credence to this claim, research-
ers have found that states with lower rates of 
Medicaid spending on dual-eligible patients 
under age 65 (people who are eligible for both 
Medicaid and Medicare) have higher rates of 
Medicare spending on these patients, and vice 
versa, suggesting that providers are “gaming” 
the system.

tr ansition to primary c are: As men-
tioned, one of the biggest barriers to smoother 
care transitions is the fact that primary care 
physicians often have little or no information 
about their patients’ hospitalizations. A re-
view of the literature published in the Journal 
of the American Medical Association in 2007 
found that physicians had received a hospital 
discharge summary about their patients, and 
had it on hand, in only 12–34 percent of first 
postdischarge visits. Even when discharge 
summaries are received, they often lack key 
information, such as test results, treatment 
course, discharge medications, and follow-up 
plans. The situation is even worse for those pa-
tients who have no usual source of care.

Patients often don’t consistently receive 
follow-up care after leaving the hospital. 
Among Medicare beneficiaries readmitted to 
the hospital within 30 days of a discharge, half 
have no contact with a physician between their 
first hospitalization and their readmission. 
(Exhibit 1 shows 30-day hospital readmissions 
under Medicare as a percentage of admissions, 
by state.)

This problem may be worsening because of 
an ongoing shift in practice patterns. Increas-
ingly, outpatient primary care physicians are 
no longer visiting their patients when hospi-
talized, and hospitalized patients’ care is now 
being managed by “hospitalists”—physicians 
who only treat patients in the hospital. Al-
though hospitalists are generally believed to 
have improved the quality and coordination 
of patients’ in-hospital care, their presence, 
and the removal of patients’ outpatient pri-
mary care physicians from the hospital, has 
led to an increased need for care coordination 
among providers that doesn’t always occur.

care transition models: Several mod-
els for improving transitions after hospital-
ization have been developed and rigorously 
tested. One of the most widely disseminated 
is the Care Transitions Intervention developed 
by Eric Coleman at the University of Colorado. 
This approach involves “transitions coaches,” 
primarily nurses and social workers, who first 
meet patients in the hospital and then follow 
up through home visits and phone calls over a 
four-week period.

The coaches promote development of pa-
tients’ skills in four key self-care areas: man-
aging medications; scheduling and preparing 
for follow-up care; recognizing and respond-
ing to “red flags” that could indicate a wors-
ening condition, such as the onset of a fever 

$12 billion
Preventable readmission 
costs
Potentially preventable 30-day 
hospital readmissions cost 
Medicare about $12 billion 
annually.

exhibit 1

Medicare 30-Day Hospital Readmissions as a Percentage of Admissions, 2009

source Commonwealth Fund, “Medicare 30-Day Hospital Readmissions as a Percent of Admissions: 
National Metrics,” October 2009.
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or worsening breathing problems; and tak-
ing ownership of a core set of personal health 
information by having patients brainstorm 
and ask their providers questions about their 
conditions or self-care routine. In a large inte-
grated delivery system in Colorado, the Care 
Transitions Intervention reduced 30-day hos-
pital readmissions by 30 percent, reduced 
180-day hospital readmissions by 17 percent, 
and cut average costs per patient by nearly 
20 percent. The intervention has been adopted 
by more than 700 organizations nationwide.

Another rigorously tested transitional care 
model, developed by Mary Naylor and her 
colleagues at the University of Pennsylvania, 
involves a longer period of intervention tar-
geted at a high-risk, high-cost subset of elderly 
patients, such as those hospitalized for heart 
failure. In six academic and community hos-
pitals in Philadelphia, this approach reduced 
readmissions by 36 percent and costs by 
39 percent per patient (nearly $5,000) dur-
ing the 12 months following hospitalization. 
Under the Naylor model, an advanced practice 
nurse not only coaches patients and their care-
givers to better manage their care but also co-
ordinates a follow-up care plan with patients’ 
physicians and provides regular home visits 
with seven-day-a-week telephone availability.

what’s in the law?
The Affordable Care Act contains several pro-
visions that could improve care transitions. 
These include both “carrots” (financial incen-
tives) and “sticks” (financial penalties).

Among the carrot approaches, starting Oc-
tober 1, 2012, hospitals can receive increases 
to their Medicare payments if they achieve or 
exceed performance targets for certain qual-
ity measures, including whether they told 
patients about symptoms or problems to look 
out for postdischarge; whether they asked pa-
tients if they would have the help they needed 
at home; and whether they provided heart 
failure patients with discharge instructions. 
(See the Health Policy Brief published on April 
15, 2011, for more information on improving 
quality and safety.)

Among the stick approaches, also beginning 
October 1, 2012, the Centers for Medicare and 
Medicaid Services (CMS) can reduce payments 
by 1 percent to hospitals whose readmission 
rates for patients with heart failure, acute 
myocardial infarction, or pneumonia exceed a 
particular target. According to a recent analy-
sis by the Kaiser Family Foundation, more 

than 2,200 hospitals will forfeit about $280 
million in Medicare payments over the next 
year because of these readmissions penalties.

medical homes: The law also authorizes 
paying providers for care transition services 
as part of payments to primary care practices 
that operate as “medical homes”—practices 
that closely manage and coordinate the care 
of patients with chronic conditions. One 
demonstration project, which predates the 
Affordable Care Act, is the Multi-Payer Ad-
vanced Primary Care Practice Demonstration 
in which Medicare offers practices that have 
been formally recognized as medical homes 
in eight states up to $10 per beneficiary per 
month to cover the cost of medical home ser-
vices, which include care transition planning.

Another demonstration, the Comprehen-
sive Primary Care Initiative, offers monthly 
payments to practices that average $20 per 
beneficiary in the first two years and then 
transitions to $15 plus the opportunity to earn 
shared savings in the last two years. Again, 
a portion of these programs are intended to 
compensate practices for the costs of care co-
ordination and care transitions planning.

In addition, the Federally Qualified Health 
Center Advanced Primary Care Practice Dem-
onstration will pay $6 per beneficiary per 
month to health centers that adopt the medi-
cal home model and apply for Level 3 medical 
home recognition, having the most stringent 
requirements, from the National Committee 
for Quality Assurance (NCQA) by the end of 
the three-year demonstration. NCQA’s medi-
cal home standards ask practices to establish 
processes to identify patients admitted to the 
hospital; share clinical information with the 
admitting hospital; obtain patient discharge 
summaries from the hospital; and contact pa-
tients for follow-up care, among many other 
expectations.

medicaid and medicare: State Medicaid 
agencies can now offer providers enhanced 
reimbursement, such as through monthly 
care management payments, to cover the cost 
of “comprehensive transitional care” and 
other services if the practice qualifies as a 
“health home”—a practice that cares not only 
for Medicaid patients’ physical conditions but 
also helps them obtain such other services as 
behavioral health care and long-term care ser-
vices and supports.

Also, a five-year, $500 million Community-
Based Care Transitions Program pays organi-

30%
Reduction in readmissions
A care transitions intervention 
reduced 30-day hospital 
readmissions by 30 percent 
in a large integrated delivery 
system in Colorado.

“Poorly managed 
transitions can 
diminish health 
and increase 
costs.”

http://healthaffairs.org/healthpolicybriefs/brief_pdfs/healthpolicybrief_45.pdf
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zations that partner with hospitals with high 
readmission rates to provide care transition 
services for high-risk Medicare beneficiaries. 
All-inclusive payments cover the cost of care 
transition services provided to individual ben-
eficiaries in the 180 days following an eligible 
discharge plus the cost of systemic changes 
made by partner hospitals to improve care 
transitions. So far 47 awardees have been an-
nounced, and applications continue to be ac-
cepted. Participating organizations initially 
enter into two-year agreements, which can be 
extended annually through the end of 2015.

incentives in new payment models: The 
Medicare Shared Savings Program for ac-
countable care organizations (ACOs) will give 
groups of providers an incentive to coordinate 
care more closely to keep patients healthy and 
out of the hospital because they will be eligible 
to share in the savings they are able to gen-
erate relative to a spending benchmark. The 
quality metrics that must be met by account-
able care organizations to benefit financially 
under the program include six that pertain to 
care coordination, including preventing un-
necessary hospital readmissions. (See Health 
Policy Brief published on January 31, 2012, for 
more information on ACOs.)

The Affordable Care Act also authorizes 
five-year bundled payment pilots in Medicare 
and Medicaid to test whether making a single 
payment to one entity for services provided by 
several providers for an episode of care, such 
as a knee replacement, will give providers 
an incentive to work together to ensure that 
patients receive all the services they need, in-
cluding hospital and follow-up care, in a more 
efficient manner. Managing care transitions 
to prevent costly hospital readmissions will 
be particularly important because—in the 
Medicare pilot, at least—the bundled payment 
will cover services beginning three days be-
fore a hospital admission for an eligible con-
dition and extending 30 days after hospital 
discharge.

Signaling the importance of care transitions 
to the success of these efforts, the Medicare 
pilot requires bundled payments to cover the 
cost of “transitional care services.” CMS’s new 
Innovation Center has begun accepting appli-
cations from providers interested in piloting 
four bundled payment models through a sepa-
rate Bundled Payments for Care Improvement 
initiative. The Medicaid pilot, meanwhile, re-
quires participating hospitals to have “robust 
discharge planning programs.”

In addition, a new Medicare-Medicaid Co-
ordination Office in CMS is charged with 
better integrating benefits for dual-eligible 
beneficiaries. It also works to ensure “safe 
and effective care transitions,” among other 
goals. This office has awarded contracts of up 
to $1 million each to 15 states to design mod-
els to coordinate primary, acute, behavioral, 
and long-term care for Medicare-Medicaid 
enrollees. CMS has also invited proposals 
from states to test two new payment models 
to better integrate care for this population and 
allow states to share in savings from these im-
provements. Twenty-six states, including the 
15 states awarded demonstration design con-
tracts, have developed proposals for this dem-
onstration. The new payment and delivery 
system models are likely to focus on improv-
ing care transitions, among other strategies. 
(See the Health Policy Brief published on 
June 13, 2012, for more information on dual 
eligibles.)

physicians and nurses: The Affordable 
Care Act also requires the Department of 
Health and Human Services to develop and 
implement a plan by 2013 that would lead to 
reporting physician-level quality measure 
data on the new Physician Compare website, 
including measures of the quality of care tran-
sitions. CMS has until 2019 to decide whether 
to conduct a demonstration giving Medicare 
beneficiaries financial incentives to seek care 
from physicians who score highly on these 
measures.

The law also creates a $200 million, four-
year workforce development demonstration 
aimed at increasing the number of advanced 
practice registered nurses trained in care tran-
sition services, chronic care management, 
preventive care, primary care, and other ser-
vices appropriate for Medicare beneficiaries.

mixed messages: Taken as a whole, the 
inclusion in the Affordable Care Act of these 
carrots and sticks aimed at different types of 
providers suggests a tension over whom to pay 
and how to pay them to improve care transi-
tions. On the one hand, the payment cuts that 
high-readmission hospitals nationwide will 
soon face create an expectation that hospitals 
take responsibility for improving care tran-
sitions using existing resources. But the fact 
that another program will provide new care 
transitions payments to hospitals and commu-
nity-based organizations suggests that they 
may require additional resources to provide 
these services.

39%
Reduction in patient costs
A care transitions intervention 
reduced readmission costs by 
39 percent per patient in six 
hospitals in Philadelphia.

“The prevailing 
financial 
incentive for 
hospitals is 
to not expend 
resources on 
improving care 
transitions.”

http://healthaffairs.org/healthpolicybriefs/brief_pdfs/healthpolicybrief_61.pdf
http://healthaffairs.org/healthpolicybriefs/brief_pdfs/healthpolicybrief_70.pdf
http://www.medicare.gov/find-a-doctor/provider-search.aspx?AspxAutoDetectCookieSupport=1
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And although physicians’ performance on 
care transitions quality measures will be re-
ported on Physician Compare, no provision 
in the Affordable Care Act requires hospitals 
to alert physicians when their patients are 
discharged, typically the needed first step be-
fore a physician can become involved in a care 
transition.

other policy options
If these Affordable Care Act provisions fail to 
improve care transitions or if CMS decides to 
pursue other policies, the agency’s statutory 
authority gives it some additional options, as 
follows:

• Pay physicians for care transition 
services. Under the Medicare physician fee 
schedule, CMS could create a new billing code 
that would enable physicians to bill for deliv-
ery of care transition services. In a proposed 
rule issued in July 2012, CMS would create 
a code to bill for care transition services de-
livered to Medicare beneficiaries in the 30 
days following a discharge from a hospital, 
skilled nursing facility, or community mental 
health center. The code would apply to Medi-
care patients whose medical or psychosocial 
problems, or both, require moderate- or high-
complexity medical decision making.

To qualify for the new payment, physicians 
would have to obtain and review a patient’s 
hospital discharge summary, update the pa-
tient’s medical records to reflect changes in 
health conditions and ongoing treatments, 
and establish or adjust a patient’s care plan. 
Physicians would be required to communicate 
with a beneficiary or their caregiver within 
two business days of discharge to resolve 
medication discrepancies and inform them 
about possible complications. Whether physi-
cians will consider the payment level assigned 
to this billing code adequate for the effort re-
quired, however, remains unclear.

• Track whether hospitals transmit rec-
ords to physicians. Another policy option 
would be to add a care transitions measure to 
Medicare’s Hospital Inpatient Quality Report-
ing program, a pay-for-reporting program. 
Adding such a measure would create a modest 
incentive for hospitals to better communicate 
with physicians about patients’ hospitaliza-
tions, especially if CMS chose to include that 
measure in the subset that is displayed on the 
Hospital Compare website.

If CMS wanted to further elevate hospitals’ 
focus on this measure, it could include it in 
the subset of measures it uses in the Hospital 
Value-Based Purchasing Program, the new 
pay-for-performance program for hospitals 
created in the Affordable Care Act and sched-
uled to go into effect in October 2012.

A hospital-related care transitions measure 
has been developed by a group of physician 
specialty societies and endorsed by the Na-
tional Quality Forum, a nonprofit organiza-
tion that works with providers, consumer 
groups, and governments to establish and 
build consensus for specific health care qual-
ity and efficiency measures. This indicator, 
called “Timely Transmission of Transition 
Record” (measure no. 0648), measures how 
often a hospital sends a transition record to 
a patient’s physician within 24 hours of dis-
charge. Having this information would allow 
primary care physicians to identify which pa-
tients needed follow-up care.

However, hospitals may not welcome this 
additional reporting burden because trans-
mittal of such records to outpatient physicians 
is not a billable hospital service, which means 
claims data cannot be used to easily calculate 
how often such transmittals occur. Instead, 
for hospitals that don’t have good electronic 
health record systems, labor-intensive chart 
reviews would be required to calculate such 
a measure.

If CMS were to pay hospitals to develop dis-
charge plans, discuss them with patients, and 
transmit them to outpatient physicians for 
follow-up care, the hospitals would have a 
greater incentive to perform these crucial ac-
tivities. CMS could also then use the hospitals’ 
billing records for these services to calculate 
quality measures assessing how often the hos-
pitals performed these important services.

However, in the current strained federal fis-
cal environment, offering a new carrot to hos-
pitals may have little appeal for policy makers. 
Indeed, because Medicare already gives hospi-
tals lump-sum payments to cover all the costs 
associated with a hospitalization and because 
Medicare’s conditions of participation require 
hospitals to have a discharge planning process 
in place, policy makers may feel hospitals are 
already being paid for care transition services 
but are simply not performing them as rou-
tinely as they should be.

• Strengthen hospital do-not-pay poli-
cies. Another policy stick would be to further 

1%
Hospital payment penalty
Starting October 1, 2012, the 
Centers for Medicare and 
Medicaid Services can reduce 
payments by 1 percent to 
hospitals whose readmission 
rates for patients with certain 
conditions exceed a particular 
target.

“Primary care 
physicians often 
have little or 
no information 
about their 
patients’ 
hospitalizations.”

http://www.medicare.gov/find-a-doctor/provider-search.aspx?AspxAutoDetectCookieSupport=1
http://www.hospitalcompare.hhs.gov/
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what’s next?
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the fact that Medicare is estimated to spend 
$12 billion per year on potentially preventable 
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is likely only to grow.

Although some care transitions interven-
tions have generated cost savings, uncertainty 
remains over how best to encourage provid-
ers to use these approaches. Evaluation of the 
changes brought about by the Affordable Care 
Act will begin filling gaps in our knowledge. 
And if the health care law’s approaches fail to 
make a strong enough case for providers to 
pay attention to care transitions, policy mak-
ers may want to explore bigger carrots and 
sticks.■
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