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HOSPITALS

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

Edmund R. Becker

California Safety-Net Hospitals
Likely To Be Penalized By ACA
Value, Readmission, And
Meaningful-Use Programs

ABSTRACT The Affordable Care Act includes provisions to increase the
value obtained from health care spending. A growing concern among
health policy experts is that new Medicare policies designed to improve
the quality and efficiency of hospital care, such as value-based purchasing
(VBP), the Hospital Readmissions Reduction Program (HRRP), and
electronic health record (EHR) meaningful-use criteria, will
disproportionately affect safety-net hospitals, which are already facing
reduced disproportionate-share hospital (DSH) payments under both
Medicare and Medicaid. We examined hospitals in California to
determine whether safety-net institutions were more likely than others to
incur penalties under these programs. To assess quality, we also examined
whether mortality outcomes were different at these hospitals. Our study
found that compared to non-safety-net hospitals, safety-net institutions
had lower thirty-day risk-adjusted mortality rates in the period 2009-11
for acute myocardial infarction, heart failure, and pneumonia and
marginally lower adjusted Medicare costs. Nonetheless, safety-net
hospitals were more likely than others to be penalized under the VBP
program and the HRRP and more likely not to meet EHR meaningful-use
criteria. The combined effects of Medicare value-based payment policies
on the financial viability of safety-net hospitals need to be considered
along with DSH payment cuts as national policy makers further
incorporate performance measures into the overall payment system.

ey provisions of the Affordable

Care Act (ACA) redistribute pro-

spective payments under Medi-

care to reward higher hospital

performance and, ultimately, pe-

nalize lower-performing hospitals. These provi-

sions include value-based purchasing (VBP), the

Hospital Readmissions Reduction Program

(HRRP), and criteria for the meaningful use of
electronic health records (EHRs).

Given the prospect of financial penalties under

these programs, there is growing concern

among health policy experts that vulnerable safe-
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ty-net hospitals could be adversely affected, be-
cause they are likely to perform worse on the
quality measures that are used to determine pay-
ment adjustments. Simultaneously, other provi-
sions of the ACA will reduce the additional
payments—known as disproportionate-share
hospital (DSH) payments—that these safety-
net hospitals receive from Medicare and Medic-
aid for treating disproportionately high propor-
tions of patients covered by these insurance
programs.

New payment reform policies are an effort to
improve the quality of and reduce spending on
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hospital care. Creating such policies requires de-
ciding how to define and measure quality and
which aspects of cost to target. Consequently, the
approaches used in the ACA, as in any major
legislation that encompasses multiple policy
programs, are complex and research based. Nev-
ertheless, they have the potential to produce un-
desirable consequences.

Current debate on hospital performance cen-
ters on the relative importance of performance
scores that measure processes and the patient
experience of care versus scores that measure
health outcomes. In its first year (fiscal year
2013) the VBP program used both scores mea-
suring process of care and those measuring pa-
tient experience. In fiscal year 2014 the program
also used mortality scores.

Process scores are assumed to be within hos-
pitals’ control and can be evaluated relatively
easily.! Yet their use may not result in improved
outcomes, which patients value most.*® In
contrast, using health outcomes as a metric is
problematic because illness severity and social
challenges that affect health—an especially im-
portant issue at safety-net hospitals—might not
be fully captured in the financial models that are
designed to reallocate a proportion of payments
between hospitals to reward quality.?

Measures of patient experience could bridge
the gap between process and outcomes in this
respect. This gap has led to appeals for patient-
centered measures of quality and is reflected in
the creation of the Patient-Centered Outcomes
Research Institute.®* However, safety-net hospi-
tals could still be disproportionately penalized if
measures of patient experience reflected non-
clinical dimensions of quality, even if outcomes
and costs are similar at safety-net and other hos-
pitals.

Despite the coverage expansions in the ACA,
almost thirty million people are projected to re-
main uninsured because they will be exempt
from the coverage mandate, refuse to enroll
for benefits, or be excluded because of their legal
status or their residence in states that are not
currently expanding Medicaid.* Safety-net hos-
pitals are likely to remain the provider of choice
foruninsured people, and possibly those who are
newly covered under the Medicaid expansion,
because of the hospitals’ historical missions, cul-
tural competencies, and experience in serving
lower-income populations. In Massachusetts
the demand for safety-net hospital services con-
tinues to rise even after health reform. Most
safety-net patients reported using these hospi-
tals because they were convenient, were afford-
able, and offered preferred services.’

Medicare’s hospital inpatient VBP program,
the HRRP, and the EHR meaningful-use criteria

are now in place.*® Since safety-net hospitals
tend to have lower scores on processes and the
patient experience of care, they are likely to be
disproportionally hurt under the VBP program,
which relies on those measures.”®** Safety-net
hospitals’ worse performance on VBP measures
such as scores of patient experience, rates of
readmission,'*" and rates of meaningful use of
EHRs"™"® could reflect their lack of resources to
investin these areas.''"-** Therefore, these pro-
grams, coupled with planned cuts to DSH pay-
ments, may exacerbate the financial pressures
that these hospitals already face by virtue of serv-
ing higher proportions of poorer patients."*"?

In this article we examine whether safety-net
hospitals are disproportionately penalized un-
der these programs and whether this trend
might be warranted because these hospitals have
worse outcomes or higher costs. We compared
safety-net hospitals’ performance to that of non-
safety-net hospitals in terms of health outcomes,
costs, and exposure to penalties under recently
enacted Medicare payment policies.

We focused on hospitals in California as a bell-
wether of these effects nationwide. California’s
Medicaid DSH program makes payments to only
a small percentage of hospitals,” and state ef-
forts to track and improve hospital quality are
extensive. Thus, if safety-net hospitals in Califor-
nia are more likely than others in the state to be
penalized under these various Medicare value-
based incentive programs, this may suggest even
worse consequences for safety-net hospitals in
other states, where Medicaid DSH payments are
not targeting the hospitals that are most in need.

We note that Medicaid DSH payments have
been larger than Medicare DSH payments in re-
cent years. However, a key difference is that
Medicare makes DSH payments directly to hos-
pitals, while Medicaid DSH allotments are made
to the states, which then make payments to hos-
pitals.

Policies’ Consequences For Hospital
Payment
The VBP program, the HRRP, and the EHR
meaningful-use program have important
consequences for hospital payment.
VALUE-BASED PURCHASING PROGRAM The VBP
program shifts financial incentives away from a
supply-driven paradigm to patient-centered
health care based on value to the patient. Specif-
ically, incentive payments are based on thirteen
scores related to processes of care (for example,
the percentage of heart attacks in which the phy-
sician responds quickly) or patients’ experiences
(such as the percentage of patients who report
good communication with their doctor).
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Starting in October 2012 Medicare payments
to hospitals were reduced by 1 percent to create a
pool that would be used to fund these payments.
Each hospital’s VBP score was calculated relative
to the overall mean. A score 0of 0.9945 meant that
the hospital received 99.45 percent of its usual
payment per discharge; values above 1.00 led to
percentage increases. In 2012, 1,557 hospitals
qualified for higher Medicare payment rates un-
der the VBP program, and 1,427 hospitals re-
ceived reduced Medicare payment rates.

HOSPITAL READMISSIONS REDUCTION PRO-
GRAM The HRRP, also launched in October 2012,
levies financial penalties against hospitals with
readmission rates that are deemed to be exces-
sive. For each hospital, the Centers for Medicare
and Medicaid Services (CMS) calculates the ex-
pected readmission rates for all acute myocardial
infarction (AMI), congestive heart failure, and
pneumonia hospitalizations, adjusting for pa-
tients’ characteristics and coexisting conditions.
The rates are compared with actual readmission
rates in a given period to derive an adjustment
factor. Penalties are assessed when the observed
rate exceeds the expected rate.

CMS set the penalty cap at 1 percent of its
reimbursement for Medicare patients in fiscal
year 2012. The penalty cap increased to a maxi-
mum of 3 percent for fiscal year 2014. In 2012
approximately two-thirds of hospitals were as-
sessed a penalty under the HRRP.

MEANINGFUL UsE Finally, “meaningful use” is
the federal standard of eligibility for physicians
and hospitals to receive incentive payments from
CMS for adopting and using an EHR. The Health
Information Technology for Economic and Clin-
ical Health (HITECH) Act, enacted as part of the
American Recovery and Reinvestment Act of
2009, set aside nearly $30 billion for direct in-
centives for providers to start using EHRs. Stage
1 of this program was meant to incentivize pro-
viders to move key clinical data into electronic
formats. Stage 2, initiated in 2014, raised the bar
by tying EHR adoption more closely to improve-
ments in patient care.

Study Data And Methods
We used five primary data sources to assemble
the measures needed for our analysis: the Medi-
care Impact File for 2013; a CMS list of hospi-
tals that received payment from Medicare in
March 2013; Hospital Compare data for 2011;
the California Office of Statewide Health Plan-
ning and Development; and data on hospital
referral regions from the Dartmouth Institute.
We describe these data sources below.

sampLE Our hospital sample was drawn from
the general acute care hospitals in California that
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New payment reform
policies are an effort
to improve the quality
of and reduce
spending on hospital
care.

were paid prospectively under Medicare. Califor-
nia is one of the few states where financial data
were available to allow us to calculate hospitals’
Medicaid DSH payments (net of provider taxes
that are paid to the state) and examine their
effect on hospitals’ operating margins. Each
state uses its own methods to tax and distribute
Medicaid DSH funds; in contrast, Medicare DSH
payments are based on a common formula.

We excluded critical-access hospitals, which
are paid by CMS using different formulas. We
also excluded Kaiser Permanente hospitals,
which do not report financial data to California
and are not classified as general acute care hos-
pitals in the annual financial data of the Califor-
nia Office of Statewide Health Planning and De-
velopment.

Of the remaining 263 general acute care hos-
pitals in California, we excluded 17 (mostly
small) hospitals with no Medicare provider
charge data for 2011 or with fewer than a hun-
dred discharges. We also excluded four hospitals
whose mortality rates were not recorded in the
Hospital Compare data for 2011.

Our final sample of 242 hospitals provided
inpatient care to 98 percent of all discharges
from general acute care prospective payment
hospitals in California—or 85 percent of the dis-
charges when all Kaiser Permanente hospitals
were included. The 242 hospitals also constitut-
ed 91 percent of the prospective payment hospi-
tals in California with mortality rates in the Hos-
pital Compare data for 2011. The hospitals that
had mortality rates but were not included in our
sample tended to be Kaiser hospitals or institu-
tions with fewer than a hundred Medicare dis-
charges among the top hundred diagnosis-relat-
ed groups nationally.

SAFETY-NET HOSPITALS There is no standard
definition of a safety-net hospital. The use of three
common measures—Medicaid caseloads, un-
compensated care burden, and facility character-
istics—to define safety-net hospitals is known to
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The EHR incentive
program could be
redesigned to avoid
further dividing
hospitals into haves
and have-nots.

result in different quality rankings by safety-net
status.*

We used a variant of the Medicaid caseload
measure: the Medicare DSH patient percentage.
This percentage is the sum of the proportion of a
hospital’s hospital days used by elderly patients
receiving Supplemental Security Income and its
proportion of nonelderly Medicaid patient days.
Specifically, we defined safety-net hospitals as
those hospitals whose Medicare DSH patient
percentages were in the highest quartile among
the 242 hospitals in our sample.

A major advantage of using the DSH patient
percentage as opposed to just Medicaid case-
loads is that it identifies poor patients regardless
of their age.” Using only the Medicaid caseloads
fails to identify elderly patients who are poor and
whose hospital charges are covered by Medi-
care.’® Our approach allowed us to place our re-
sults in the context of both VBP and Medi-Cal
(California Medicaid) DSH payment policy.

The advantages of using the DSH patient per-
centage instead of uncompensated care as a
share of total expenses to identify safety-net hos-
pitals are twofold. First, since 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 poor patients. Second, since hospitals
serve more Medicaid patients than uninsured
patients, the revenue involved in providing care
for Medicaid patients is a much larger share of
the hospitals’ revenue than that involved in pro-
viding uncompensated care. We calculated the
number of low-income Medicaid or Medicare
patients that a hospital cares for, relative to
the other hospitals in its hospital referral region.
If a hospital’s DSH patient percentage was
higher than expected given the average percent-
age in its region, this measure was greater
than 1.0.

All safety-net hospitals had a value of greater

than 1.0 on this measure. This indicates that in
addition to having larger low-income patient
caseloads than other hospitals did, safety-net
hospitals also served a disproportionate share
of low-income patients relative to the other hos-
pitals in their referral region.

VALUE-BASED PURCHASING Using the Medi-
care Impact File for 2013, we obtained hospi-
tal-specific data on the combined (process-of-
care and patient experience scores) payment ad-
justments for the VBP program for fiscal
year 2013. Using VBP performance data from
CMS, we also compared the average safety-net
hospital’s VBP process-of-care and patient expe-
rience scores for 2013 with those of the average
non-safety-net institution.

READMISSIONS PENALTY The HRRP adjust-
ments were obtained from the 2013 Medicare
Impact file. As explained above, hospitals were
penalized if their observed readmission rates
were higher than the expected rates.

EHR INCENTIVES AND PENALTIES To measure
the proportion of safety-net and non-safety-net
hospitals in California receiving meaningful-use
incentive payments, we used data from the CMS
list of hospitals that received such payments
from Medicare in March 2013. There are current-
ly no penalties for Medicaid providers who fail to
demonstrate the meaningful use of an EHR.
However, beginning in 2016 all eligible Medi-
care providers will be required to demonstrate
that they meet the stage 3 meaningful-use crite-
ria or face penalties.

HEALTH OUTcOMES Our primary measure for
health outcomes was mortality rates. We used
Hospital Compare data for 2011 to measure av-
erage thirty-day risk-adjusted mortality rates for
three major conditions—AMI, heart failure, and
pneumonia—averaged across 2009-11. These
rates are presented as percentages of discharges
in the respective diagnosis categories.

EFFICIENCY To derive measures of the costs of
providing services, we followed an approach
used by the Medicare Payment Advisory Com-
mission, which adjusts costs for factors beyond
the hospital’s control that reflect the hospital’s
financial structure instead of its efficiency.? This
method standardizes Medicare costs by adjust-
ing for Medicare severity diagnosis-related
groups’ (MS-DRGS’) case-mix, wage index, prev-
alence of outlier payments and transfer cases,
and the empirically estimated effects of teaching
activity on costs per discharge.”

STATISTICAL ANALYsls We used chi-square
tests to determine if there were significant dif-
ferences in the proportions of safety-net and
non-safety-net hospitals that were rewarded or
penalized under the VBP program, the HRRP,
and the EHR incentive program.We also used the
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Hospital Compare file to derive actual thirty-day
risk-adjusted hospital readmission rates for
AMI, heart failure, and pneumonia averaged
across 2009-11, and we used t-tests to assess
statistical differences between safety-net and
non-safety-net hospitals. Finally, we tested for
differences in mean adjusted cost per Medicare
discharge.

LiMmiTATIONs Our study has several limitations.
We defined safety-net hospitals as the hospitals in
the highest quartile of the Medicare DSH patient
percentage, but other definitions exist.

In addition, our study examined the propor-
tion of safety-net hospitals at risk of financial
penalties under the VBP program, the HRRP,
and the EHR incentive program. However, we
did not compare the magnitude of the penalties.
In other words, it may be that more safety-net
hospitals incurred penalties, but their penalties
were smaller than those of the non-safety-net
hospitals that incurred penalties.

Our analysis did not account for the dynamic
effect of CMS’s imminent performance-based

EXHIBIT 1

payment adjustments, which means that there
could be variations across time in which hospi-
tals were classified as safety net under our defi-
nition and in which hospitals got penalties.
Ashish Jha and coauthors’ analysis of dynamic
effects suggests that safety-net hospitals respond
more effectively to such adjustments than other
hospitals do."

Study Results

HOSPITAL CHARACTERISTICS Ofthe 242 hospitals
in our analyses, 60 were in the highest (fourth)
quartile of the Medicare DSH patient percentage
and therefore were defined as safety-net hospi-
tals (Exhibit 1). The safety-net hospitals had a
lower average operating margin than the non-
safety-net hospitals—those in the other three
quartiles.

Safety-net hospitals were also much more like-
ly than other hospitals to benefit from Medi-Cal
DSH payments. When we excluded Medicaid
DSH net payments (that is, accounting for taxes

Characteristics Of 242 California Hospitals, By Medicare Disproportionate-Share Hospital (DSH) Patient Percentage

Quartiles, 2011

Characteristic

Operating margin
With Medicaid DSH
Without Medicaid DSH

Bed size
Small (fewer than 100 beds)®
Medium (100-299 beds)°
Large (300 or more beds)*

Ownership
City or county?
District®
For-profit’
Nonprofit®
Teaching
Yes"
Setting
Urban'
Caseload
Share of Medicare patient days
Share of Medicaid patient days

DSH patient percentage relative to the average in the HRR

DSH index (interquartile range)

Quartile
1 (n=61) 2 (n=60) 3 (n=61) 4 (n=60)

57% 7.4% 47% 0.1%

57 74 43 -78
30 30 25 22
56 52 51 52
15 18 25 27

0 0 2 20
10 10 16 0
20 22 18 47
70 68 64 33

2 7 10 18
95 93 97 100
50 46 43 30
15 22 31 46

0.5 08 1.2 1.6

(03,06) (06 1.0) (0.9, 1.4) (1:3, 1.8)

sourck Authors’ analysis of annual financial data for 2011 from the California Office of Statewide Health Planning and Development,
data from the Medicare Impact Files for 2011 and 2013, and data on hospital referral regions (HRRs) from the Dartmouth Institute.
NoTEs The Medicare DSH patient percentage is the sum of the proportion of a hospital's hospital days used by elderly patients
receiving Supplemental Security Income and its proportion of nonelderly Medicaid patient days. We defined safety-net hospitals
as those in quartile 4, the highest quartile. Additional analytic details for the exhibit are included in the online Appendix (to
access the Appendix, click on the Appendix link in the box to the right of the article online). °n =64 (26 percent of the
hospitals). °n = 127 (52 percent). ‘n =51 (21 percent). n =13 (5 percent). *n =22 (9 percent). 'n = 64 (26 percent). n =143
(59 percent). "n = 22 (9 percent). 'n = 233 (96 percent). 'Actual over expected.
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paid to the state), safety-net hospitals’ average
operating margin fell from 0.1 percent to
—7.8 percent. In contrast, the average operating
margin for other hospitals was virtually un-
changed.

In addition, safety-net hospitals were more
likely than other hospitals to be large and to
be either for profit or owned by a city or county.
They were also more likely than other hospitals
to be teaching hospitals, have lower Medicare
caseloads and higher Medicaid caseloads, and
have a higher DSH patient percentage relative
to the other hospitals in their referral areas.

PENALTIES AND INCENTIVES When we exam-
ined the proportion of hospitals that would likely
be subject to VBP and HRRP penalties and miss
out on EHR meaningful-use incentive payments,
we found that safety-net hospitals were at greater
risk of experiencing reduced payments than oth-
er hospitals (Exhibit 2). We found that 70.0 per-
cent of safety-net hospitals had a VBP final ad-
justment factor for 2013 that was less than 1.0,
compared to 58.2 percent of other hospitals.
However, this difference was not significant.

Consistent with this finding, when we com-
pared the average total VBP performance scores
for safety-net and non-safety-net hospitals, we
found that safety-net hospitals were marginally
more likely to have a lower process score, which
accounted for 70 percent of a hospital’s VBP
factor for 2013. Safety-net hospitals were also
more likely to have a significantly lower patient
experience score, which accounted for the re-
maining 30 percent of the VBP factor for 2013.

When we examined final payment adjustment
factors for the hospital readmissions reduction

EXHIBIT 2

program in 2013, we found that 88.3 percent of
safety-net hospitals had an HRRP factor of less
than 1.0, compared to 68.1 percent of other hos-
pitals (Exhibit 2). Thus, safety-net hospitals
were significantly more likely than other hospi-
tals to experience reductions in payments under
the HRRP. Similarly, we found that safety-net
hospitals were significantly more likely to have
higher thirty-day risk-adjusted readmission
rates for acute myocardial infarction, heart fail-
ure, and pneumonia in 2009-11.

We also found that safety-net hospitals were
significantly less likely than non-safety-net hos-
pitals to have received payment from Medicare
for having met EHR meaningful-use criteria.

MORTALITY RATES Exhibit 3 shows the average
mortality rates for acute myocardial infarction,
heart failure, and pneumonia in 2009-11. For
acute myocardial infarction, the average mortal-
ity rate among safety-net hospitals was 14.5 per-
cent, compared to 15.0 percent among other hos-
pitals (p=0.0950). For heart failure, the
average mortality rate among safety-net hospi-
tals was 9.5 percent, compared to 11.2 percent
among other hospitals (p < 0.0001). For pneu-
monia, the average mortality rate was 10.9 per-
cent among safety-net hospitals, compared to
11.8 percent among other hospitals (p=
0.0036). These differences in condition-specific
mortality were significant.

erFfFiciENcY The estimated average adjusted
Medicare cost per discharge among safety-net
hospitals in our sample was $7,688, compared
to $7,973 among other hospitals. However, this
difference was not significant (p = 0.1413).

Impacts Of Value-Based Purchasing (VBP), Hospital Readmissions Reduction Program (HRRP), And Electronic Health
Record (EHR) Incentive Programs On Safety-Net And Non-Safety-Net Hospitals, 2013

Impact

Hospitals penalized under VBP

VBP total performance score

VBP process score

VBP patient experience score

Hospitals penalized under the HRRP

30-day readmission rate for acute myocardial infarction

30-day readmission rate for heart failure

30-day readmission rate for pneumonia

Hospitals receiving Medicare payment for demonstrating
EHR meaningful use

Safety-net Other

hospitals hospitals

(n=60) (n=182) p value
70.0% 58.2% 0.1051
450 522 0.0035
538 60.0 0.0615
244 342 <0.0001
88.3 68.1 0.0022
199 192 0.0051
257 241 <0.0001
189 18.2 0.0100
383 550 0.0256

source Authors’ analysis of data from the Medicare Impact File for 2013, Hospital Compare for 2011, and VBP performance scores
for 2013 from Hospital Compare and the Centers for Medicare and Medicaid Services website. NoTEs Readmission rates are risk-
adjusted. Additional analytic details for the exhibit are included in the online Appendix (to access the Appendix, click on the Appendix

link in the box to the right of the article online).

AUGUST 2014 33:8

Downloaded from content.healthaffairs.org by Health Affairs on March 3, 2015

at EMORY UNIVERSITY

HEALTH AFFAIRS


http://content.healthaffairs.org/

HOSPITALS

EXHIBIT 3

Thirty-Day Risk-Adjusted Mortality Rates For Acute Myocardial Infarction, Heart Failure,

And Pneumonia, 2009-11

Safety-net  Other
hospitals hospitals
(n=60) (n=182) p value
Mortality rate for:
Acute myocardial infarction 14.5% 15.0% 0.0950
Heart failure 95 11.2 <0.0001
Pneumonia 109 11.8 0.0036
Mortality rate index (actual over expected) 091 1.02 <0.0001
Hospitals with lower-than-expected mortality =~ 66.7 412 0.0006

sourck Authors' analysis of data from Hospital Compare for 2011 and the Medicare Impact File for
2013. NnoTe Additional analytic details for the exhibit are included in the online Appendix (to access
the Appendix, click on the Appendix link in the box to the right of the article online).
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Discussion

Our study of hospitals in California has three key
findings. First, safety-net hospitals were more
likely than other hospitals to be penalized under
the value-based purchasing program, the Hospi-
tal Readmissions Reduction Program, and the
electronic health record meaningful-use pro-
gram. Second, thirty-day risk-adjusted mortality
outcomes in safety-net hospitals were better than
those in other hospitals for patients with acute
myocardial infarction, heart failure, or pneumo-
nia. Third, the adjusted cost per Medicare dis-
charge was virtually identical at safety-net and
non-safety-net hospitals. Taken together, these
results indicate that safety-net hospitals provid-
ed better health outcomes than other hospitals at
a similar cost level yet were more likely to be
penalized under programs that are intended to
improve and reward high performance.

Thirty-day risk-adjusted readmission rates for
the three conditions listed above were higher
in safety-net hospitals than in other hospitals
(Exhibit 2). Hence, safety-net hospitals were
more likely penalized under the HRRP.

A readmission could represent a high-quality
outcome (because a patient survived long
enough to be readmitted), alow-quality outcome
(because a patient needed to be readmitted), or
other factors (such as lack of access to primary
care) that are potentially beyond a hospital’s
control.”® Higher readmission rates could even
lead toless costly overall care. This would occur if
the per admission cost were lower in hospitals
with higher readmission rates.

Reducing readmission rates is costly. Nearly
the entire patient population needs to be treated
with additional care to prevent readmission be-
cause predicting readmission is notoriously dif-
ficult, and this cost might be higher than the
additional cost of simply allowing the additional
readmissions to occur.?** In addition, the HRRP
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algorithm used to adjust for differences in hos-
pitals’ patient populations explicitly excludes ad-
justments for patients’ socioeconomic status.
This further increases the probability that safe-
ty-net hospitals will incur these penalties.*

Policy Adjustments To Protect
Safety-Net Hospitals

In 2014 the VBP adjustment will be weighted by
30 percent of the patient experience score,
25 percent of the mortality (survival) score,
and 45 percent of the process-of-care score for
each hospital participating in Medicare’s pro-
spective payment system. A heavier weighting
on the mortality outcome could help address
the seeming policy disconnect that penalizes
hospitals with lower mortality for having higher
readmission rates.

Our finding of very low operating margins
among safety-net hospitals in California high-
lights the potential of small adjustments in
Medicare payments to adversely affect these hos-
pitals and low-income patients. One issue is that
patient experience scores across the entire suite
of measures in the Consumer Assessment of
Healthcare Providers and Systems survey are
not adjusted for low patient income. Such an
adjustment could ultimately reduce perceived
access to care.”®? However, CMS may wish to
resolicit stakeholders’ input as consequences
for hospitals with such thin margins shift from
reputational (that is, patients with generous pri-
vate insurance often avoid hospitals known as
safety-net institutions) to financial.

In addition, the EHR incentive program could
be redesigned to avoid further dividing hospitals
into haves and have-nots. Unless safety-net hos-
pitals catch up to other hospitals in their mean-
ingful use of EHRs before the penalties go into
effect in 2015, safety-net institutions will be
more likely than other hospitals to be penalized.

Recent evidence suggests that safety-net hos-
pitals are responding dynamically to EHR adop-
tion incentives by taking advantage of HITECH’s
“adopt, implement, and upgrade” option to ac-
cess the capital needed to purchase or upgrade
systems. This option allows hospitals with Med-
icaid patient volumes below 10 percent to receive
financial incentives in advance of meeting the
criteria.*® This gives hospitals the capital they
need to purchase an EHR system.

However, this capital might not be adequate.
Productivitylosses are common in hospitals dur-
ing the period of EHR adoption, and upkeep and
upgrades needed to meet future meaningful-use
criteria can be expensive. The Office of the Na-
tional Coordinator for Health Information Tech-
nology in the Department of Health and Human

8
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Services could consider the adequacy of its on-
going support to encourage EHR adoption by
low-margin hospitals before penalties are ap-
plied, especially in states where the uninsured
population remains high.

Concerns over the effect of these payment pol-
icies are compounded by the potential impact on
safety-net hospitals of imminent reductions in
DSH funding under the ACA.* The ACA incenti-
vizes states to target DSH payments to hospitals
that are most in need of Medicaid DSH funding,
which may lead some states to redirect payments
away from non-safety-net hospitals. However, it
is not clear that under the targeting scenario,
safety-net hospitals would maintain the same
level of DSH payment.

In addition, these targeting incentives are re-

lated to Medicaid expansion. At a minimum,
these forces will play out differently in the twen-
ty-seven states (including the District of Colum-
bia) that are now planning to expand Medicaid
in 2014, compared to states that are still debating
an expansion or have decided not to expand.*

Conclusion

Safety-net hospitals in California provide better
health outcomes than other hospitals at a rea-
sonable cost. This would suggest good perfor-
mance on the part of safety-net hospitals. How-
ever, the value-based purchasing program, the
Hospital Readmissions Reduction Program, and
the electronic health record meaningful-use pro-
gram are more likely to penalize these hospitals
than non-safety-net institutions. These policies
could be reexamined to better align incentives
and prevent unintended consequences from
placing further financial pressure on safety-net
hospitals.

Medicare payments have already begun to af-
fect revenues. Medicare and Medicaid DSH pay-
mentreductions are also on the horizon for these
hospitals, which will only compound the finan-
cial issue. m
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