
I
magine a world where there is no shortage of 
healthcare providers and services, no third-party payers 
to pay for healthcare services and no government 
regulations regarding healthcare. How would a 

consumer choose where to go for their healthcare?

The consumer is often thought of as the patient, but there 
are many other consumers involved in making healthcare 
decisions. There is the insurer who negotiates the prices for 
its beneficiaries. There is the individual paying the insurance 
premium and out-of-pocket costs. There are government 
agencies that may not only cover the costs, but are also 
responsible for regulating the healthcare service.

Regardless of the type of healthcare consumer, each generally 
has three goals in mind: high quality, reasonable cost and 
good outcomes. In other words, fair value for the money spent.

Value-based purchasing
How can a consumer measure value when it comes to 
healthcare?  How does the consumer know if he or she 
received fair value for the money spent?

Currently Medicare has several value-based programs that 
link provider performance (based on quality measures) 
to provider payments or reimbursement. Most of these 
programs have been implemented, with others scheduled to 
begin within a few years.

Here are some of these Medicare programs:

1. Hospital Value-Based Purchasing (HVBP) program

2. Hospital Readmission Reduction (HRR) program

3. Value Modifier (VM) program (also called Physician 
Value-Based Modifier or PVBM)

4. Hospital Acquired Conditions (HAC) program

5. End-Stage Renal Disease (ESRD) Quality Initiative program

6. Skilled Nursing Facility Value-Based program (SNFVBP)

7. Home Health Value-Based program (HHVBP)

8. Merit-Based Incentive Payment System (MIPS)

Value-Based Purchasing
Linking quality to reimbursement brings new risks to hospitals
By Jeff Askey

As a leading purchaser of healthcare 
services, Medicare has initiated the 
Hospital Value-Based Purchasing 
program (HVBP) to help achieve its 
three-part aim of improving the care 
of individuals, improving overall 
population health and lowering the 
cost of healthcare services. This 
program links Medicare payment 
for inpatient services to specific 
measures, which include quality, 
outcomes, and patient satisfaction.
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Value-based purchasing programs are becoming a fixture 
with Medicare. More payers of healthcare services are taking 
note of these initiatives and may pattern their own payment 
systems to mirror Medicare. The better providers can learn 
what drives these ever-changing payment methodologies, 
the better providers can monitor and favorably position 
themselves.

The redistributed amounts are 
not the same for each hospital.

The Medicare HVBP program
The HVBP program was implemented on October 1, 2012. 
It rewards acute-care hospitals with incentive payments for 
the quality of care they provide to Medicare beneficiaries. 
Before this date, Medicare reimbursement was largely 
driven by the quantity of services provided, and not by the 
quality. Over 3,500 hospitals across the country participate 
in the HVBP program. Only those hospitals that are paid 
under the MS-DRG Inpatient Prospective Payment System 
(IPPS) are included.

In order to fund the program, a fixed percentage of each 
hospital’s Medicare MS-DRG rates is withheld. In FY 2017, 
the amount withheld is two percent of the hospital’s 
base MS-DRG rate.

Example :

Hospital MS-DRG base rate  $ 8,200

2% Withhold  $ 164

Revised Hospital MS-DRG base rate  $ 8,036

In order for the program to remain budget-neutral, the total 
amount withheld from the participating hospitals must 
be redistributed among the hospitals. The redistributed 
amounts are not the same for each hospital, but are based 

upon each hospital’s performance scores related to quality, 
outcomes, and patient satisfaction.

The performance scores correlate to adjustment factors, 
which are applied to the hospital’s MS-DRG base rate. If the 
adjustment factor is less than 1, the hospital is penalized. 
If the factor is greater than one, the hospital receives an 
incentive.

Example:

Hospital A Hospital B

Hospital MS-DRG base rate $ 8,200 $ 8,200

HVBP adjustment factor .98250 1.03022

Revised Hospital MS-DRG 
base rate

$ 8,057 $ 8,448

(Penalty)/Incentive $ (143) $ 248

Total performance score
Total performance (TP) scores are used in determining 
whether the hospital will receive an HVBP incentive or a 
penalty. A higher TP score may result in an incentive payment, 
while a lower score may result in a penalty. The performance 
score calculations are based on a hospital’s actual performance 
in specific quality categories known as quality domains.

Quality domains
There are five quality domains assigned for FY 2017. 
Each domain is assigned a weight value that will be used 
in calculating the hospital’s performance score for that 
domain. In FY 2018 there will be four domains, each with 
equal weights.

Measures
Each of the quality domains contain a set of measures.1 
These measures will be used to assess the hospital’s 
performance for that measure. Success in meeting 

1 More information on quality measures can be found at www.
qualityindicators.ahrq.gov
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the measures will be used to calculate the hospital’s 
performance score for each domain. Scores for each domain 
are then multiplied by the domain weight to compute a 
performance score.

FFY 2017 domain
Number of 
measures

Domain weight

Clinical care process 3 measures 5%

Outcomes 3 measures 25%

Cost 1 measure 25%

Experience of care 8 measures 25%

Safety 6 measures 20%

A Value-Based Purchasing Domain Weighting chart, 2  
developed by a contractor for the Centers for Medicare 
and Medicaid Services (CMS), provides an excellent 
summary of the measures and benchmarks used in 
determining the FY 2017 performance scores. Each 
domain has a baseline period and a performance period. 
Actual hospital data collected during these periods 
are compared to expected measures (thresholds and 
benchmarks) for each domain.

2 www.qualityreportingcenter.com/wp-content/uploads/2015/02/IQR-
FY2017_VBP-Domain-Weighting-Infographic.pdf

A portion of the hospital’s data is derived from patient 
satisfaction surveys (HCAPHS reporting) and Medicare 
claim forms submitted by the hospital. Data abstracted 
from actual patients’ medical records is also self-reported 
to governmental agencies. CMS uses subsets of these 
data for evaluating quality under the VBP program, as well 
as reporting results on the Hospital Compare website.3

Over 3,500 hospitals across 
the country participate 
in the HVBP program.

CMS evaluates each hospital’s performance relative to 
the domain measures. From this evaluation, the hospital 
receives an achievement score (was the threshold or 
benchmark measure achieved?) and an improvement 
score (was there improvement over the baseline 
period score?). The higher of these two scores for each 
measure will be used to determine the hospital’s total 
performance score. All hospitals’ total performance 
scores are then ranked to determine which hospitals 
will receive incentive payments and which will have 
penalties assessed.

3 www.medicare.gov/hospitalcompare
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HVBP and the internal auditor
So why should internal auditors be interested in HVBP? 
Hospital self-reported quality data is used to determine 
HVBP incentive payments and penalties. Consumers often 
use the publically reported Hospital Compare data when 
making healthcare decisions. In addition, the Office of 
Inspector General’s FY 2016 and FY 2017 work plans include 
audits of hospital-submitted quality reporting data.

Focus on validating the 
processes, systems and controls 
used by Quality Control staff.

For these reasons, it is important for internal auditors to 
focus on validating the processes, systems and controls used 
by Quality Control staff in abstracting and submitting quality 
data to government agencies.

Conclusion
Why do internal auditors need to be concerned about the 
HVBP or any other value-based program that Medicare has 
implemented or plans to implement in the near future? 
Principally, because the use of quality measures in hospital 
reimbursement will only continue to increase.

Other governmental payers, commercial insurers, and 
individual consumers are also considering value as part of 
purchase decisions. Many are taking note of these Medicare 
initiatives and may pattern their payments in a similar 
fashion. Internal auditors must understand the impact of 
quality measures on reimbursement and include quality 
auditing as part of future audit plans. 

Steps that can be used in performing an internal 
audit of hospital-submitted quality data reporting

1. Are there written policies and procedures to 
accurately describe the abstraction and reporting 
process, as well as related controls?

 • Have policies and procedures been tested 
against actual processes?

 • How often are controls tested?

2. What is the source of data abstracted?
 • Medical record

 ◦ Electronic
 ◦ Paper

 • Documentation
 ◦ Is the data element that is being extracted 

documented in the medical record?
 ◦ What is not documented?

3. What tools are used in data abstraction?
 • Manual
 • Electronic

4. What controls are in place to ensure accuracy and 
validity of the data abstracted?
 • Is population accurate?
 • Are sampling techniques accurate?
 • Are abstractors qualified?
 • How often are abstractors trained?

5. What controls are in place to ensure accuracy and 
validity of the data submitted?
 • Is data validated prior to submission?
 • How is data validated?
 • Are there access controls?

To give anything less than your best, is to sacrifice the gift. 
~Steve Prefontaine
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