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By Matlin Gilman, E. Kathleen Adams, Jason M. Hockenberry, Arnold S. Milstein, Ira B. Wilson, and
Edmund R. Becker

Safety-Net Hospitals More Likely
Than Other Hospitals To Fare
Poorly Under Medicare’s
Value-Based Purchasing

ABSTRACT Medicare’s value-based purchasing (VBP) program potentially
puts safety-net hospitals at a financial disadvantage compared to other
hospitals. In 2014, the second year of the program, patient mortality
measures were added to the VBP program’s algorithm for assigning
penalties and rewards. We examined whether the inclusion of mortality
measures in the second year of the program had a disproportionate
impact on safety-net hospitals nationally. We found that safety-net
hospitals were more likely than other hospitals to be penalized under the
VBP program as a result of their poorer performance on process and
patient experience scores. In 2014, 63 percent of safety-net hospitals
versus 51 percent of all other sample hospitals received payment rate
reductions under the program. However, safety-net hospitals’
performance on mortality measures was comparable to that of other
hospitals, with an average VBP survival score of thirty-two versus thirty-
one among other hospitals. Although safety-net hospitals are still more
likely than other hospitals to fare poorly under the VBP program,
increasing the weight given to mortality in the VBP payment algorithm
would reduce this disadvantage.

M
edicare’s value-based pur-
chasing (VBP) program, a key
feature of the hospital pay-
ment reforms in the Afford-
able Care Act (ACA), is in-

tended to incentivize high-value health care
provided in the hospital setting by rewarding
hospitals that perform well on value metrics
while penalizing hospitals that do not.1 Funding
for the program comes from withholding a per-
centage of Medicare inpatient payments to pro-
spectively paid hospitals and redistributing
those dollars according to each hospital’s perfor-
mance on certain measures of value.2 The pro-
gram, which entered its second year in 2014, is
budget-neutral, meaning that the hospitals that
receive higher payments do so at the expense of

other hospitals. In fiscal year 2013 the VBP pro-
gram resulted in higher Medicare inpatient pay-
ment rates for 1,557hospitals and lowerpayment
rates for 1,427 hospitals.3 These bonuses and
penalties under VBP involved a redistribution
of almost $1 billion among hospitals.3

Given the potential for hospitals to losemoney
under VBP, there is growing concern among
health policy experts that safety-net hospitals
could be particularly vulnerable to losses under
the program. Such hospitals often perform
worse on the value metrics that currently have
the greatest weight in the VBP program: process-
of-care measures and patient experience mea-
sures.4–9

The concern that safety-net hospitals could be
adversely affected under VBP is compounded
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both by the fact that safety-net hospitals often
operate on negative or otherwise low operating
margins and by the potential for safety-net hos-
pitals to be affected by imminent reductions in
the additional revenue hospitals receive for serv-
ing low-income patients.10 The ACA has mandat-
ed that as the number of people with health in-
surance coverage rises, an important source of
revenue for safety-net hospitals will be reduced:
the disproportionate-share hospital (DSH) pay-
ments that hospitals receive from Medicare and
Medicaid for serving disproportionately high
numbers of poor patients covered by those insur-
ance programs and for providing uncompensat-
ed care to the poor.11 Since safety-net hospitals
are much more likely than other hospitals to
benefit from DSH and uncompensated care pay-
ments and if the revenue that they lose as a result
of the reductions in DSH payments is greater
than the revenue that they gain from health in-
surance coverage expansions, then the net result
for some hospitals could be a significant finan-
cial loss.
Another concern among health policy experts

is that safety-net hospitals are very likely to have
high readmission rates and, therefore, to be pe-
nalized under Medicare’s Hospital Readmis-
sions Reduction Program (HRRP), the otherma-
jor quality improvement program included in
the ACA.6,12–14

In the first year of the VBP program, hospitals
could gain or lose as much as 1 percent in Medi-
care payment under VBP. Twometrics were used
in the first year to determine payment adjust-
ments: process-of-care scores and patient expe-
rience scores.2 In determining the payment ad-
justments, the process score was weighted by
70 percent and the patient experience score by
30 percent.2 The process scores measure the de-
gree to which hospitals follow evidence-based
clinical guidelines in the processes of care for
patients with major conditions such as acute
myocardial infarction, heart failure, and pneu-
monia. The patient experience scores measure
the extent to which patients are satisfied with
their experience at the hospital in general.15

For each metric, the hospital is assigned two
scores—one for actual performance and another
for improvement inperformance—and the great-
er of the two scores is then used to determine the
hospital’s VBP payment adjustment.
In 2014 hospitals could gain or lose up to

1.25 percent in Medicare payment under the
VBP program. In addition, the Centers for Medi-
care and Medicaid Services (CMS) introduced
mortality as an additional metric to determine
the payment adjustment. The weighting of VBP
payment adjustments is currently 45 percent for
the process score, 30 percent for the patient ex-

perience score, and 25 percent for the mortality
score.2 The mortality score measures perfor-
mance on thirty-day mortality for acute myocar-
dial infarction, heart failure, and pneumonia.2

Just as for the process and patient experience
metrics, for the mortality metric the hospital
receives one score for actual performance and
one score for improvement. The greater of the
two scores is then used in determining the pay-
ment adjustment. The hospital’s score for actual
performance on mortality is based on its perfor-
mance during the period from July 1, 2011, to
June 30, 2012, and its score for improvement in
mortality is basedon itsperformance in that time
period relative to its performance the year prior
(from July 1, 2009, to June 30, 2010).2 Although
a hospital could gain or lose up to 1.25 percent of
payment in2014, that amountwill increasenom-
inally each year until 2017, when the maximum
payment rate increase or reduction a hospital
can receive under VBP will be 2.0 percent of
payment.2

TheVBPpayment adjustment that the hospital
receives is applied as a multiplier to the base
Medicare operating inpatient payment to the
hospital.16 For example, a hospital with a VBP
payment adjustment of 0.9945 will be paid
99.45 percent of what Medicare would normally
pay for each inpatient hospital service.16 That is,
if the hospital normally were paid $10,000 for a
certain inpatient service, it would instead be
paid $9,945.
Hospitals that care for a disproportionately

high number of low-income patients often per-
form worse than other hospitals on process-of-
care and patient experience measures and are,
therefore, at greater risk of losing financially
under VBP.4,7–9 Our previous study showed that
safety-net hospitals in California weremore like-
ly than other California hospitals to incur penal-
ties in the first year of VBP, despite having better
performance on mortality.6 With this new study,
we used national data to attempt to determine
whether safety-net hospitals nationally aremore
likely than other hospitals to fare poorly in the
second year of the VBP program and whether
including mortality scores in the program will
disadvantage or aid safety-net hospitals both
now and in future years.

Study Data And Methods
Data We used six data sources to assemble the
measures needed for our analysis: data from
CMS containing the VBP payment adjustment
amount and the process, patient experience,
andmortality scores of each participating hospi-
tal in 2014; the Medicare impact file for 2014,
which contains hospital payment information;
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Hospital Compare data for 2014 for tracking
mortality; data from CMS containing the total
base Medicare operating inpatient payment in
2011 for each hospital; data from CMS contain-
ing the projected Medicare uncompensated care
payment for eachhospital in2014; andAmerican
HospitalAssociation (AHA) survey data for 2011.
Sample Our sample was drawn from hospitals

participating in the VBP program in 2014. These
are acute care hospitals being paid prospectively
under Medicare. Of the 2,728 hospitals partici-
pating in VBP, we excluded four hospitals with
missing mortality data and twenty-nine hospi-
tals with missing data on other characteristics
that we sought to report. The thirty-three hospi-
tals that we excluded were mostly small hospi-
tals. Our sample included the remaining 2,695
hospitals.
Safety-Net Hospitals There is no standard

approach to quantifying what constitutes a safe-
ty-net hospital. Conventionally, safety-net hospi-
tals have been defined based on one of three
measures: Medicaid caseloads, uncompensated
care burden, or facility characteristics. In look-
ing at hospital quality, the definition of safety-net
hospital that one uses is known to result in dif-
ferent hospitals designated as having safety-net
status.17

We defined safety-net hospital using a variant of
the Medicaid caseload: the Medicare DSH pa-
tient percentage. This percentage is the sum of
the proportion of a hospital’s hospital days used
by elderly patients receiving Supplemental Secu-
rity Income and its proportion of nonelderly
Medicaid patient days. Specifically, we defined
safety-net hospitals as those hospitals with a DSH
patient percentage in the highest quartile of our
sample, as has been done in recent prior stud-
ies.4,6,18

A major advantage of using the DSH patient
percentage as opposed to justMedicaid caseload
is that it identifies poor patients irrespective of
their age.4 Using only theMedicaid caseload fails
to identify low-income elderly patients whose
hospital charges are covered by Medicare.4 A
key advantage of using the DSH patient percent-
age instead of uncompensated care as a share of
total expenses is that because there are wider
differences across hospitals in the DSH patient
percentage than in the ratio of uncompensated
care to expenses, the DSH patient percentage is
better able to identify hospitals that serve a large
share of low-income patients.6 In addition, since
hospitals serve more Medicaid patients than un-
insured patients, the revenue involved in provid-
ing care forMedicaid patients represents amuch
larger shareof thehospitals’ total revenue than is
the case for uncompensated care.6 The main dis-
advantageof this approach is that itmaynot fully

capture the impact of the proportion of un-
insured patients on hospital finances. However,
as insurance coverage expands, the Medicaid
and Medicare inpatient shares are likely to be
the more salient financial issue for hospitals.
Value-Based Purchasing Adjustments Us-

ing data from CMS containing the VBP payment
adjustment and the performance scores for each
hospital in 2014, we compared the proportion of
safety-net and non-safety-net hospitals either
subject to payment rate reductions or receiving
payment rate increases of varying amounts
under VBP. We also compared the average VBP
process-of-care, patient experience, and mortal-
ity (survival) scores for safety-net and non-
safety-net hospitals to determine whether the
inclusion of the survival scores is having a dis-
proportionate impact on safety-net hospitals.
Using data from CMS containing base Medi-

care operating inpatient payments to each hos-
pital in 2011 (themost recent year of these finan-
cial data that we could obtain), we estimated the
impact of VBP on hospitals in terms of revenue
forfeited or gained under VBP in 2014 by multi-
plying the hospital’s base Medicare operating
inpatient payment by 1 minus the hospital’s
VBP payment adjustment. This assumes that the
base Medicare operating payments to hospitals
in 2011 will be roughly equal to the base Medi-
care operating payments to hospitals in 2014.
Actual Mortality During 2009–12 To as-

sess whether VBP could have a disproportionate
impact on safety-net hospitals beyond 2014, we
also examined a more robust mortality measure
than the one used in VBP. As explained above,
under VBP the hospital receives two mortality
scores—one measuring actual performance and
one measuring improved performance—and is
assigned the greater of the two scores. In 2014
a hospital’s actual performance score reflects
performance during the one-year period from
July 1, 2011, to June 30, 2012, whereas its im-
provement performance score reflects improve-
ment in performance between the baseline peri-
od of July 1, 2009, to June 30, 2010, and the
following year (July 1, 2011, to June 30, 2012).
That is, the final VBP mortality score that the
hospital receives is based upon either its actual
mortality score over one year or its score for
improvement compared to the prior year—
whichever score is greater.
By contrast, themortality rates reported in the

Hospital Compare data are a more robust mea-
sure, in that they represent actualmortality rates
averaged across the three-year period from
July 2009 to June 2012. For example, one would
be better able to predict that a hospital with a
high mortality rate over a three-year period
would be likely to continue having a high mor-
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tality rate in the near future than would a hospi-
tal with ahighmortality rate for just one year or a
hospital with improvement inmortality over just
one year. In other words, if we find that safety-
net hospitals have worse VBPmortality scores in
addition to worse actual mortality rates from
2009 to 2012, we could then say with greater
confidence that these hospitals would be at risk
of having worse mortality rates not just in 2014
but in subsequent years as well.
Using the Hospital Compare data, we com-

pared the average thirty-day risk-adjusted mor-
tality rates for acutemyocardial infarction, heart
failure, andpneumonia from theperiod2009–12
for safety-net and non-safety-net hospitals.
These rates are then presented as percentages
of discharges in the respective diagnosis cate-
gories.
Using theHospitalComparedata,wealso com-

puted an overall mortality index measuring ac-
tual divided by expectedmortality for acutemyo-
cardial infarction, heart failure, and pneumonia,
across the period 2009–12.We defined expected
mortality as the weighted national average mor-
tality rate for each condition for all of the hos-
pitals in our sample. We created the mortality
index by taking the ratio of a hospital’smortality
rate divided by the national average for each
condition and the ratio of the hospital’s patients
with said condition divided by the sum of the
hospital’s patients with any one of the condi-
tions; multiplying the ratios for said conditions;
and summing the products.
This risk-adjusted overall mortality index rep-

resents the ratio of actual mortality rates versus
expected mortality rates for each condition,
weighted by the risk of mortality for each condi-
tion. By definition, the national overallmortality
index is 1, a value below 1 represents better-than-
expected mortality, and a value above 1 repre-
sents worse-than-expected mortality.

Analysis We compared hospital characteris-
tics across DSH patient percentage quartiles and
collapsed the three lowest quartiles to form one
cohort of non-safety-net hospitals.We used chi-
square tests to determine if there were signifi-
cant differences in the proportions of safety-net
and non-safety-net hospitals that are being re-
warded or penalized under VBP. We also used
t-tests to determine if there were significant dif-
ferences between safety-net and non-safety-net
hospitals in averageVBPprocess-of-care, patient
experience, and mortality scores. Finally, we
used t-tests to determine if there were statistical
differences between safety-net and non-safety-
net hospitals in average thirty-day risk-adjusted
mortality rates for acute myocardial infarction,
heart failure, and pneumonia averaged across
the period 2009–12.

Study Results
Hospital Characteristics Of the 2,695 hospi-
tals in our sample, 673were defined as safety-net
hospitals (Exhibit 1). Safety-net hospitals were
more likely than other hospitals to be large
(38 percent of safety-net hospitals versus 24 per-
cent of all other sample hospitals had 300 or
more beds) and to be either publicly owned or
for profit. The finding that safety-net hospitals
aremore likely to be for profit, although perhaps
surprising, is consistent with other studies.4

Safety-net hospitals were also more likely than
other hospitals to be teaching hospitals, be lo-
cated in either the South or the West, have lower
Medicare caseloads (at safety-net hospitals,
39 percent of patient days were Medicare versus
51 percent at other hospitals), have higher
Medicaid caseloads (at safety-net hospitals,
32 percent of patient days were Medicaid versus
18 percent at other hospitals), and receive larg-
er Medicare uncompensated care payments
(among safety-net hospitals, the average total
Medicare uncompensated care payment was
$6,846,000 versus an average total payment of
$2,153,000 among other hospitals).
Value-Based Purchasing Adjustments

When we examined the proportion of hospitals
being subjected to VBP penalties, we found that
safety-net hospitals were at greater risk of receiv-
ing reduced payments than other hospitals
(Exhibit 2).We found that 63 percent of safety-
net hospitals were receiving a reduced payment
rate because of VBP, compared to 51 percent of
all other sample hospitals; that 32 percent of
safety-net hospitals were receiving a reduced
payment rate of 0.25 percent or greater, com-
pared to 21 percent of other hospitals; and that
10 percent of safety-net hospitals were receiving
a reduced payment rate of 0.50 percent or great-
er, compared to 5 percent of other hospitals.
Whenweexamined theproportionofhospitals

that were gaining under VBP,we found that safe-
ty-net hospitals were also less likely than other
hospitals to be receiving bonus payments
(Exhibit 2).We found that 37 percent of safety-
net hospitals were receiving an increased pay-
ment rate because of VBP, compared to 49 per-
cent of all other sample hospitals; that 13 percent
of safety-net hospitals were receiving an in-
creased payment rate of 0.25 percent or greater,
compared to 21 percent of other hospitals; and
that 3 percent of safety-net hospitals were receiv-
ing an increased payment rate of 0.50 percent,
compared to 4 percent of other hospitals.
Whenwe estimated the payment reductions or

increases that hospitals were experiencing un-
der VBP, we found that the revenue hospitals
were forfeiting or gaining under VBP was likely
to be small (Exhibit 2).We estimated that in 2014
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Exhibit 1

Characteristics Of 2,695 Hospitals Participating In Value-Based Purchasing, By Safety-Net Status And Medicare Disproportionate-Share Hospital (DSH)
Patient Percentage Quartiles, 2014

Safety-net status DSH quartile (4=safety net)

Characteristic
Safety net
(n=673)

Other
(n=2,022) p value 1 (n=674) 2 (n=672) 3 (n=676) 4 (n=673)

Bed size

Small (fewer than 100 beds)a 18% 26% <0.001 29% 26% 23% 18%
Medium (100–299 beds)b 44 50 0.008 53 50 46 44
Large (300 or more beds)c 38 24 <0.001 18 24 30 38

Ownership

Nonprofitd 54% 70% <0.001 73% 75% 63% 54%
For-profite 25 18 <0.001 19 15 21 25
Governmentf 21 11 <0.001 8 10 16 21

Teaching

Yesg 19% 6% <0.001 4% 5% 10% 19%

Census region

Northeasth 14% 19% 0.009 24% 18% 13% 14%
Midwesti 25 38 <0.001 39 39 37 25
Southj 33 28 0.009 23 27 33 33
Westk 27 15 <0.001 14 15 17 27

Setting

Urbanl 76% 74% 0.382 83% 70% 69% 76%

Caseload

Share of Medicare patient days 39% 51% <0.001 55% 51% 47% 39%
Share of Medicaid patient days 32 18 <0.001 12 18 21 32

Uncompensated care payment

Average Medicare uncompensated care
payment (thousands of dollars) $6,846 $2,153 <0.001 $690 $2,203 $3,561 $6,846

SOURCES American Hospital Association survey data for 2011, Medicare impact file for 2014, and Hospital Compare data for 2014. NOTE Chi-square and t-tests were
performed to test differences between safety-net hospitals and other hospitals. an ¼ 648 (24 percent of the hospitals). bn ¼ 1;304 (48 percent). cn ¼ 743 (28 percent).
dn ¼ 1;787 (66 percent). en ¼ 539 (20 percent). fn ¼ 369 (14 percent). gn ¼ 254 (9 percent). hn ¼ 469 (17 percent). in ¼ 941 (35 percent). jn ¼ 790 (29 percent). kn ¼
495 (18 percent). ln ¼ 2;008 (75 percent).

Exhibit 2

Impact Of Value-Based Purchasing (VBP) On Safety-Net And Non-Safety-Net Hospitals, 2014

Impact
Safety-net
hospitals

Other
hospitals p value

Hospitals penalized under VBP 63% 51% <0.001
Hospitals with rate reduction of 0.25% or greater 32 21 <0.001
Hospitals with rate reduction of 0.50% or greater 10 5 <0.001
Hospitals with estimated payment reduction of $50,000 or greater 28 20 <0.001
Hospitals with estimated payment reduction of $100,000 or greater 16 10 <0.001
Hospitals with estimated payment reduction of $250,000 or greater 2 2 0.588

Hospitals gaining under VBP 37 49 <0.001
Hospitals with rate increase of 0.25% or greater 13 21 <0.001
Hospitals with rate increase of 0.50% or greater 3 4 0.220
Hospitals with estimated payment increase of $50,000 or greater 15 21 <0.001
Hospitals with estimated payment increase of $100,000 or greater 7 11 <0.001
Hospitals with estimated payment increase of $250,000 or greater 2 3 0.327

VBP total performance score (mean) 43.9 47.4 <0.001
VBP process score (mean) 56.0 59.9 <0.001
VBP patient experience score (mean) 35.4 42.1 <0.001
VBP mortality (survival) score (mean) 32.1 31.4 0.416

SOURCES Hospital Compare data for 2014 and Medicare impact file for 2014. NOTES Sample sizes for safety-net and other hospitals
are in Exhibit 1. Chi-square and t-tests were performed to test differences between safety-net hospitals and other hospitals.
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only 28 percent of safety-net hospitals and only
20 percent of non-safety-net hospitals were re-
ceiving payment reductions of $50,000 or great-
er because of VBP and that only 2 percent of
both safety-net hospitals and other hospitals
were receiving payment reductions of $250,000
or greater. Similarly, we estimated that in 2014
only 15 percent of safety-net hospitals and only
21 percent of other hospitals were receiving pay-
ment increases of $50,000 or greater and that
only 2 percent of safety-net hospitals and only
3 percent of other hospitals were receiving pay-
ment increases of $250,000 or greater.
When we compared VBP performance scores

for safety-net and non-safety-net hospitals, we
found that safety-net hospitalswere significantly
more likely to have a worse process score and
worse patient experience score (Exhibit 2); the
CMS algorithm is weighted in a such a way that
these two factors constituted 75 percent of a hos-
pital’s potential VBP payment adjustment in
2014. The remaining 25 percent of a hospital’s
VBP payment adjustment in 2014 was driven by
their survival score, and safety-net hospitals had
a similar average survival score compared to
other hospitals (32 versus 31); this difference
was not significant.

Actual Mortality During 2009–12 Exhib-
it 3 shows average thirty-day risk-adjusted mor-
tality rates for acutemyocardial infarction, heart
failure, and pneumonia during 2009–12. For
acute myocardial infarction, the average mortal-
ity rate among safety-net hospitals was 15.0 per-
cent, compared to 14.8 percent amongother hos-
pitals. For heart failure, the average mortality
rate among safety-net hospitals was 11.1 percent,
compared to 11.6 percent among other hospi-
tals. For pneumonia, the average mortality rate
among safety-net hospitals was 11.9 percent,
compared to 11.8 percent amongother hospitals.

Across all three conditions, the average over-
all mortality index—measuring actual over ex-
pected mortality—among safety-net hospitals
was 0.9894, compared to 1.0027. This finding
indicates that safety-net hospitals’ actual overall
performance on mortality from 2009–12 was
slightly better than that of non-safety-net hospi-
tals. Almost 50 percent of safety-net hospitals
had lower-than-expected mortality, compared
to close to 46 percent of other hospitals.

Discussion
Our study has three main findings. First, safety-
net hospitals were more likely than other hospi-
tals to be penalized under VBP in 2014 as a result
of their poorer performance on process and
patient experience scores, which together ac-
counted for 75 percent of a hospital’s VBP pay-
ment adjustment in2014. Second, although safe-
ty-net hospitals were more likely to be penalized
under VBP, the program’s use of mortality mea-
sures in 2014 did not have a disproportionate
impact on those hospitals, whose actual perfor-
mance on mortality for three conditions was
slightly better than that of otherhospitals. Third,
although safety-net hospitals were faring worse
than other hospitals under VBP, the impact of
the program in revenues forfeited or gained in
2014 was likely to be small for most hospitals.
Taken together, these results indicate that
safety-net hospitals are providing better health
outcomes than other hospitals yet are more like-
ly to be penalized under a program that intends
to improve and reward high performance.
In 2015 the VBP payment adjustment is to be

weighted by 30 percent of the mortality (surviv-
al) score; 30 percent of the patient experience
score; 20 percent of the process score; and
20 percent of a new score to be introduced mea-

Exhibit 3

Thirty-Day Risk-Adjusted Mortality Rates For Acute Myocardial Infarction, Heart Failure, And Pneumonia, By Safety-Net
Status, 2009–12

Safety-net hospitals Other hospitals p value

Mortality rate for:
Acute myocardial infarction (463,023 patients) 15.0% 14.8% 0.002
Heart failure (901,491 patients) 11.1 11.6 <0.001
Pneumonia (843,213 patients) 11.9 11.8 0.323

Mortality index (actual divided by expected) 0.9894 1.0027 0.016

Hospitals with lower-than-expected mortality 49.9% 45.7% 0.054

SOURCES Hospital Compare data for 2014 and Medicare impact file for 2014. NOTES Sample sizes for safety-net and other hospitals
are in Exhibit 1. Chi-square and t-tests were performed to test the differences between safety-net hospitals and other hospitals. The
risk-adjusted mortality index represents the ratio of actual mortality rates over expected mortality rates for each condition, weighted
by the risk of mortality for each condition. We consider expected mortality to be the weighted national average mortality rate for each
condition. By definition, then, the national average mortality index is 1. A value below 1 should, therefore, be interpreted as better than
expected, whereas a value above 1 should be interpreted as worse than expected. Like the average mortality indexes, the average
thirty-day risk-adjusted mortality rates for each condition were weighted by the number of patients treated for the given condition.
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suring cost efficiency.2 We expect that this in-
crease in the weighting of mortality scores and
decrease in the weighting of process scores will
benefit safety-net hospitals.
Defining what constitutes value in hospital-

provided health care is complicated, and there
is ongoing debate as to the meaning of value and
how to incentivize it. Process scores are seen by
some health policy experts as most important
and useful in that they are assumed to be within
hospitals’ control and can be evaluated relatively
easily.19 However, their use might not always
bring about improved outcomes, which patients
value most.20,21 In contrast, using health out-
comes as ametric of value is seen by other health
policy experts as being potentially problematic
because severity of illness and social challenges
that affect health—an especially important issue
at safety-net hospitals—might not be fully cap-
tured in the risk-adjustment models.12

Using metrics of patient experience, although
potentially valuable, could also be regarded as
problematic because they represent subjective
attitudes thatmay vary according to patient dem-
ographics and may not always reflect the quality
of care that the patient receives. Our finding that
safety-net hospitals had a worse VBP average
process score yet had a comparable VBP average
survival score and a better average actual mor-
tality rate relative to other hospitals aligns with
the growing body of research that suggests that
process scores do not always predict health out-
comes. It also suggests that safety-net hospitals
might farebetterunderVBP if themortality score
were weighted even more heavily.
The financial impact of VBP on hospitals in

2014 is likely to be small.However, concerns that
VPB will affect the financial condition of safety-
net hospitals are appropriate. Safety-net hospi-
tals aremore likely than other hospitals to have a
negative or otherwise low operatingmargin, im-
plying the potential for even small adjustments
in payments to affect these hospitals and the care
rendered to low-income patients.
Furthermore, safety-net hospitals are much

more likely than others to benefit fromMedicare
uncompensated care payments, which high-
lights the potential for the impact of VBP on
safety-net hospitals to be compounded by immi-
nent reductions in those payments under the
ACA. That safety-net hospitals are at greater risk
than other hospitals of losing money under the
HRRP in addition to VBP—and that both pro-
grams will affect larger shares of base Medicare
operating payments over time—further justifies
concern over how safety-net hospitals are being
affected by these programs.
WhileMedicare is leading theway on VBP, it is

important to recognize that commercial plans

and state Medicaid programs and Children’s
Health InsuranceProgramsare increasingly con-
sidering their own forms of VBP and that hospi-
tals will be adapting to changes in reimburse-
ment policies related to VBP under Medicare
as well as some state Medicaid programs. Policy
makers should monitor how combined federal
and state policies are affecting health outcomes
and hospital finances, especially among hospi-
tals serving vulnerable populations. An area of
particular concern is the coordination of reduc-
tions in DSH payments, which are critical to the
financial viability of safety-net hospitals that
serve large shares of Medicaid and Medicare-
Medicaid dually eligible patients. Monitoring
both the effects and coordination of these poli-
cies would help ensure continued access to safe-
ty-net hospitals that provide health outcomes
comparable to those providedby other hospitals.
More broadly, policy makers should consider

two concerns regarding the performance and
financing of safety-net hospitals. First, they
should continue to assess the emerging research
on whether the VBP programs are improving
quality or simply improving the cost side of the
“value equation.” One recent study found that
VBP has not yet had a meaningful impact on
hospital care.22 While the need to bend the cost
curve is obvious, there remains a need to review
and evaluate policy that puts the safety net at
risk, since our work and the work of others sug-
gests similar performance on outcomes.23

Second, and of looming importance to safety-
net hospitals, is the issue of Medicaid expan-
sion.24 To date, twenty-one states have not ex-
panded Medicaid as outlined under the ACA.
While safety-net hospitals in states that are ex-
panding will experience reduced uncompensat-
ed care burdens and increased Medicaid reve-
nues, the scheduled reductions in Medicaid
DSHpayments will likely prove evenmore finan-
cially problematic for safety-nethospitals innon-
Medicaid-expanding states. Both theVBP impact
on actual quality and the lack of state Medicaid
expansion deserve continued monitoring and
assessment of their impacts on safety-net hospi-
tals and their patients.

Conclusion
Safety-net hospitals are more likely than other
hospitals to fare poorly under VBP because of
their worse performance on the two elements
that currently are assigned the greatest weight
in the VBP program: process-of-care and patient
experience scores. However, the new inclusion
of mortality scores in determining VBP adjust-
ments is unlikely to further disadvantage safety-
net hospitals. Additional research on the impact
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on safety-net hospitals of upcoming changes
scheduled to take place within the VBP pro-
gram—such as the inclusion of cost-efficiency

measures—would be valuable, just as it would
be valuable to examine the impact of VBP on
the quality of hospital care. ▪
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