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Objectives

1. Discuss the background of the hospital value-based 
purchasing program.

2. Articulate the differences in the Hospital Value-based 
Purchasing Program (HVBP), Hospital Readmissions 
Reduction Program (HRRP), and the Hospital-acquired 
Condition (HAC) Program that impact hospital 
payment.

3. Understand controversies related to risk-adjustment 
related to sociodemographic patient characteristics.



A case……..

John, a 69-year-old Medicare patient was 
admitted for elective CABG surgery following a 
recent 5-day hospitalization which included two 
days in the ICU for an episode of unstable 
angina. John is a Type 2 diabetic patient (101.4 
kg, BMI 32 kg/m2) with a history of 
intermittently treated hypertension.



A case……..

• Surgical episode
– Not prescreened for S. aureus colonization
– Received cefazolin 1 gram IV for surgical prophylaxis 

but not started prior to incision – no intraoperative 
dosing

– Postoperative blood sugars consistently documented 
in excess of 300 mg/dL for the first 48 hours after 
surgery

• On the 7th hospital day, the sternal incision 
dehisced and the patient developed MRSA 
bacteremia



Background on Value-based 
Purchasing – why do we have it?



There are a lot of reasons……

• Costs of care
– Current system rewards volume of care over quality or 

outcomes of care
– Rate of growth in healthcare spending is not 

sustainable

• Disconnect between research and translation into 
bedside care
– Historically, there were no incentives to adopt 

evidence-based care into practice
– Multiple studies have consistently shown 

opportunities to improve care and unexplained 
variation in practices



It takes too long to get evidence 
into practice!

• The passive strategy of guideline 
publication and dissemination does not 
effectively change clinical practice

• The time lag between publication of 
evidence and incorporation into care at the 
bedside is very long

Bratzler DW. Development of national performance measures on the prevention and treatment of venous 
thromboembolism. J Thromb Thrombolysis 2010; 29:148-54. 



• 89 pages long; 1075 references
• In reality, most physicians will never take the 

time (or have the time) to read the entire 
guideline

• Even if they did, this only covers one aspect of 
preventing surgical infections.

Joint guideline of the American Society of Healthsystem Pharmacists, Infectious Diseases 
Society of America, the Society for Healthcare Epidemiology of America, and the Surgical 

Infection Society.



Consumers demanding transparency!

• Consumer groups are demanding 
transparency – particularly about 
complications of care 

• When consumer groups have a consistent 
message, legislators respond…

– The Medicare Program and other agencies then 
are required to adopt standardized measures that 
reflect the quality of medical practice
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The 2005 Deficit Reduction 
Act required then Secretary 

of HHS, Mike Leavitt to 
submit to Congress a plan 

for value-based purchasing.



www.qualitynet.org

Payment programs that impact hospitals:
• Hospital Value-Based Purchasing Program
• Hospital-Acquired Condition (HAC) Reduction Program
• Hospital Readmissions Reduction Program



Five Categories of Required Measures
Hospital IQR Program

1. Chart abstracted – actual review of the medical record

2. Patient survey data (HCAHPS)

3. Infection data reported to the CDC’s National Healthcare 
Safety Network (NHSN)

4. Claims-based measures (mortality, readmission, AHRQ 
measures)

5. Cost Efficiency Measures

6. Structural Measures

“Outcome measures are priority areas for the hospital IQR 
program.”



Hospital Value-Based Purchasing Program

HCAHPS Patient 
Satisfaction Survey

Medicare Spending Per 
Beneficiary



HCAHPS Domains

• Communication with Nurses

• Communication with Doctors

• Responsiveness of Hospital Staff

• Pain Management

• Communication about Medicines

• Cleanliness and Quietness of Hospital 
Environment

• Discharge Information

• Overall Rating of Hospital



Cost Efficiency Measure
Medicare Spending per Beneficiary

Hospital Stay

Medicare Part A 
costs

30 days post-discharge3 d

Admission Discharge

All Medicare Part A and Part B Charges

An “episode” of care

Adjusted for beneficiary age, severity of illness, geographic payment differences such as wage index 
and geographic practice cost differences, and for Medicare payment differences resulting from 
hospital-specific rates, IME and DSH payments.

Ratio of individual Medicare spending per beneficiary amount divided by the median 
Medicare spending per beneficiary amount across all groups.



Patient  Safety Indicators  90  (PSI  90) 

• PSI 03 Pressure Ulcer Rate
• PSI 06 Iatrogenic Pneumothorax Rate
• PSI 07 Central Venous Catheter-Related Blood Stream Infection Rate
• PSI 08 Postoperative Hip Fracture Rate
• PSI 09 Perioperative Hemorrhage or Hematoma Rate
• PSI 10 Postoperative Physiologic and Metabolic Derangement Rate
• PSI 11 Postoperative Respiratory Failure Rate
• PSI 12 Perioperative Pulmonary Embolism or Deep Vein Thrombosis 

Rate
• PSI 13 Postoperative Sepsis Rate
• PSI 14 Postoperative Wound Dehiscence Rate
• PSI 15 Accidental Puncture or Laceration Rate 



Scoring for HVBP Program

Hospital Value-Based Purchasing (HVBP) will be funded through a reduction 
from participating hospitals’ Diagnosis-Related Group (DRG) payments for the 
applicable fiscal year. The money that is withheld will be redistributed to 
hospitals based on their Total Performance Scores (TPS), as required by statute. 
A hospital may earn back a value-based incentive payment percentage that is 
less than, equal to, or more than the applicable reduction for that program year.



HVBP Program Payment Withholds

• “Base operating DRG payment amount” 
withholds:

– 2013 – 1%

– 2014 – 1.25%

– 2015 – 1.5%

– 2016 – 1.75%

– 2017 and beyond – 2%

To obtain the available funds, the Secretary of HHS is to reduce the base operating DRG payment amount for a 

hospital for each discharge in a fiscal year (beginning with fiscal year 2013) by an amount equal to the applicable 

percent of the base operating DRG payment amount for the discharge for the hospital for such fiscal year. The 

Secretary shall make such reductions for all hospitals in the fiscal year involved, regardless of whether or not the 

hospital has been determined by the Secretary to have earned a value-based incentive payment .



Hospital Acquired Conditions (HACs)
Two Programs



Hospital-Acquired Conditions
(Present on Admission Indicator)

On February 8, 2006, the President signed the 
Deficit Reduction Act (DRA) of 2005. Section 
5001(c) of DRA requires the Secretary to identify 
conditions that are:

a) high cost or high volume or both,
b) result in the assignment of a case to a DRG that has a 

higher payment when present as a secondary diagnosis, 
and

c) could reasonably have been prevented through the 
application of evidence-based guidelines. 



Hospital-Acquired Conditions
(Only paid for if “Present on Admission”)

• Foreign Object Retained After Surgery
• Air Embolism
• Blood Incompatibility
• Stage III and IV Pressure Ulcers
• Falls and Trauma 

- Fractures
- Dislocations
- Intracranial Injuries
- Crushing Injuries
- Burn
- Other Injuries

• Manifestations of Poor Glycemic Control 
- Diabetic Ketoacidosis
- Nonketotic Hyperosmolar Coma
- Hypoglycemic Coma
- Secondary Diabetes with Ketoacidosis
- Secondary Diabetes with Hyperosmolarity

• Catheter-Associated Urinary Tract Infection 
(UTI)

• Vascular Catheter-Associated Infection

• Surgical Site Infection, Mediastinitis, Following 
Coronary Artery Bypass Graft (CABG):

• Surgical Site Infection Following Bariatric 
Surgery for Obesity 

– Laparoscopic Gastric Bypass

– Gastroenterostomy

– Laparoscopic Gastric Restrictive Surgery

• Surgical Site Infection Following Certain 
Orthopedic Procedures 

– Spine, Neck, Shoulder, Elbow

• Surgical Site Infection Following Cardiac 
Implantable Electronic Device (CIED)

• Deep Vein Thrombosis (DVT)/Pulmonary 
Embolism (PE) Following Certain Orthopedic 
Procedures: 

– Total Knee or Hip Replacement

• Iatrogenic Pneumothorax with Venous 
Catheterization



Hospital-Acquired Condition 
Reduction Program

Under the HAC Reduction Program, 
hospitals that rank in the lowest-performing 
quartile of hospital-acquired conditions will 
be paid 99 percent of what otherwise would 
have been paid under IPPS, beginning in FY 
2015.

1% of all IPPS Payments at Risk if in the 
lowest quartile of performance



Hospital Acquired Condition 
Reduction Program

• Domain 1 – Agency for Healthcare Research and Quality 
(AHRQ) Patient Safety Indicator (PSI) measure: 
– PSI 90 Composite 

• Domain 2 – National Healthcare Safety Network (NHSN) 
Healthcare-Associated Infection (HAI) measures: 
– Central Line-Associated Bloodstream Infection (CLABSI)
– Catheter-Associated Urinary Tract Infection (CAUTI)
– Surgical Site Infection (SSI) – colon and hysterectomy
– Methicillin-resistant Staphylococcus aureus (MRSA) bacteremia
– Clostridium difficile Infection (CDI)

For FY 2017, Domain 1 is weighted at 15 percent and Domain 2 is weighted 
at 85 percent of the Total HAC Score



Hospital Readmissions Reduction 
Program

• Payment implications (percentage of base operating DRG payments)

– FY 2013 – 1%
– FY 2014 – 2%
– FY 2015 and beyond – 3%

• Conditions (Risk-standardized Readmission Rates)
– AMI
– HF
– Pneumonia
– COPD
– THA/TKA
– CABG

The Excess Readmission Ratio (ERR) is calculated 
as the ratio of predicted-to-expected 
readmissions for each measure included in the 
Hospital Readmissions Reduction Program



So for our case………

• Payment to the hospital could be affected by:
– HVBP program – MRSA bacteremia and the PSI-90 

composite (and possibly HCAHPS survey score)

– HAC Reduction Program
• No payment for secondary diagnosis of mediastinitis

under the not present-on-admission penalty

• HAC score – both the PSI-90 and MRSA bacteremia

– Hospital Readmissions Reduction Program 
• Only if patient was readmitted to the hospital within 

30-days of discharge



How much is at stake in 2017?

• Hospital value-based Purchasing Program – 2%

• Hospital-acquired Conditions 

– 1% of all Medicare payments (including IME,DSH)

– Not paid for secondary diagnosis if it occurred 
during index admission

• Hospital Readmission Reduction Program – 3%



http://khn.org/news/769-hospitals-penalized-for-patient-safety-in-2017-data-table/

In total, hospitals will lose about $430 million



Medicare said the penalties are expected to total $528 million

http://khn.org/news/more-than-half-of-hospitals-to-be-penalized-for-excess-readmissions/



The number of hospitals whose payments were docked grew 
from 1,236 in 2016 to 1,343 in 2017

http://www.modernhealthcare.com/article/20161101/NEWS/161109986



https://innovation.cms.gov/initiatives/cjr

“…..aims to support better and more efficient 
care for beneficiaries…………..”



https://innovation.cms.gov/initiatives/Oncology-Care/

“This model aims to provide higher quality, more 
coordinated oncology care at a lower cost to 
Medicare.”



Bundled payment for cardiac bypass surgery and 
heart attack care….



Do these programs make a 
difference?



Accountability works – at least for 
measures of process of care!

• There is good evidence now that when you 
spotlight performance on nationally 
standardized measures of quality (reporting 
them in the public domain), guideline 
adherence improves and performance 
improves rapidly!

Public reporting and payment incentives change the way 

physicians and hospitals provide care and speeds adoption of 

evidence-based guidelines.



Measurement and Reporting 
Drive Improvement!
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Krumholz HM, Herrin J, Miller LE, Drye EE, Ling SM, Han LF, Rapp MT, Bradley EH, Nallamothu BK, Nsa W, Bratzler DW, 
Curtis JP. Improvements in door-to-balloon time in the United States, 2005 to 2010. Circulation 2011; 124:1038-45.



“Our analysis suggests that racial 
disparities in D2B times have 
significantly narrowed over time 
and that improving national 
quality of care appears to have 
not only improved overall 
performance but also diminished 
disparities.”

Curtis JP, Herrin J, Bratzler DW, Bradley EH, Krumholz HM. Trends in race-based 
differences in door-to-balloon times. Arch Intern Med. 2010; 170:992-3.

Performance 
improvement appears to 

reduce disparities!



N Engl J Med 2014;371:2298-308.

“Improved performance on quality 
measures for white, black, and 
Hispanic adults hospitalized for 
acute myocardial infarction, heart 
failure, or pneumonia was 
accompanied by increased racial 
and ethnic equity in performance 
rates both within and among U.S. 
hospitals.”



But, does VBP accelerate 
improvements in outcomes of care 

and what are the pitfalls?



But, does it work?



Lindenauer PK et al. N Engl J Med 2007;356:486-496.



Improvement in Composite Process Measures among Hospitals Engaged in Both Pay for 

Performance and Public Reporting and Those Engaged Only in Public Reporting

Lindenauer PK et al. N Engl J Med 2007;356:486-496.



Krumholz HM, et al. JAMA. 2009;302:767-73.



Reductions in HACs

Preliminary 2015 estimates indicate that more than 37,000 fewer 
patients died in hospitals in 2015 as a result of the decline in HACs 
compared with the number of deaths related to HACs that would have 
occurred if the rate of HACs had remained steady at the 2010 level. 

https://www.ahrq.gov/professionals/quality-patient-safety/pfp/2015-interim.html



Figueroa JF, et al. BMJ. 2016;353:i2214



Impact for Targeted Conditions

Figueroa JF, et al. BMJ. 2016;353:i2214



Findings

“Three years after the introduction of the US 
national pay for performance program—Hospital Value-
Based Purchasing (HVBP)—we find no evidence that it 
has led to better patient outcomes…….  

…….Even among hospitals with worst patient mortality at 
baseline, a group of hospitals that had arguably more 
motivation to improve to avoid penalties, we found no 
evidence that HVBP drove improvement beyond secular 
trends observed in a matched group of non-HVBP 
hospitals.”

Figueroa JF, et al. BMJ. 2016;353:i2214



Are there pitfalls?

• Concerns about unintended consequences

– Direct harm

• Doing things that are otherwise not necessary or even 
harmful in the name of high performance

– Indirect harm

• Much more likely

• Diversion of resources

• Incomplete reporting

• “Teaching to the test”



What about sociodemographics?

https://essentialhospitals.org/institute/sociode
mographic-factors-and-socioeconomic-status-

ses-affect-health-outcomes/

Bernheim SM, et al. Health Aff. 2016 Aug 1;35(8):1461-70.



http://www.modernhealthcare.com/article/20161213/NEWS/161209902

The law requires Medicare to account for patient backgrounds when it 
calculates reductions in its payments to hospitals under the Hospital 
Readmissions Reduction Program.



Wrapping up….

• The broad landscape change of healthcare 
payment is to reward keeping patients 
healthy, not paying for more volume of care

– Highest quality and the lowest cost (avoiding 
complications and keeping patients safe)



Wrapping up….

• General movement in performance 
measurement away from process of care 
metrics to focus on outcomes
– Mortality and readmission

– Infection rates

– Complications

– Patient satisfaction

– Overall costs of care

– Soon….patient-reported outcomes (PROs)



Jury still out…

• While processes of care and disparities of care 
are improved with standardized measurement 
and accountability, still limited data on impact 
for overall costs of care and patient outcomes

– Initial results for certain payment models (such as 
bundled payment and accountable care 
organizations is encouraging on costs)



dale-bratzler@ouhsc.edu


