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etween 2007 and 2009, Intermountain Healthcare,

an integrated delivery system in Salt Lake City,

Utah, used delivery optimization techniques to stan-
dardize lung care for premature infants born in its hospitals.
These efforts yielded a 75% reduction in the use of post-
natal mechanical ventilation, an improvement in quality
that generated hundreds of thousands of dollars per year in
savings.! Since 1995, Intermountain has successfully under-
taken more than 100 similar performance improvement ini-
tiatives, resulting in improved clinical outcomes‘and lower
care delivery costs.? Yet because payers reimburse healthcare
delivery organizations based on the episodes of ‘care that
these quality improvement initiatives seek to reduce, in-
vestments in quality and efficiency improvement have of-
ten resulted in revenue losses for Intermountain and a large
share of cost savings accruing to commercial health plans
and government payers.

As the Intermountain case illustrates, healthcare delivery
organizations have historically faced high net costs resulting
from improvement, due to a combination of largely unreim-
bursed input costs (eg, hiring care coordinators), realization
of revenue reductions when improvements are successful (eg,
reductions in avoidable hospital admissions), and the ac-
crual of most of the cost savings to insurers or government
programs. As a result, critical tools that are known to im-
prove care and produce greater efficiency—electronic health
records and information sharing between providers (health
information technology [HIT]), care process redesign, and
business process management—are underused because of the
longstanding misalignment of incentive between the histori-
cally dominant payment policy and the means to improve ef-
ficiency and quality.

A new legislative and market context, driven by the per-
ceived unsustainability of an industry whose spending growth
rates have exceeded those of the rest of the economy for sev-
eral generations without proportionate gains in quality and
health, has the potential to gradually establish a stronger busi-
ness case for performance improvement. The current strate-

gies for testing and
bringing to scale in-
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models in the public and private sector are intended to gradu-
ally lower the net costs that healthcare delivery organizations
like Intermountain face when their efforts to redesign care
processes and improve outcomes are successful.

First, the Health Information Technology for Economic
and Clinical Health Act provisions of the American Rein-
vestment and Recovery Act subsidize the adoption of HIT
in the delivery of care, thereby temporarily offsetting some of
the unreimbursed input costs that healthcare delivery orga-
nizations face when modernizing their information systems.
This law provides up to $63,750 in temporary payment in-
centives for individual physicians and more than $2 million
for hospitals to demonstrate the meaningful use of electronic
health records.’ “Meaningful use” creates a minimum floor for
improvement by incentivizing physicians and hospitals to ap-
ply HIT to record health information and improve processes
that can lead to better outcomes.

Second, several provisions in the Affordable Care Act and
new payment innovations among private payers and delivery
organizations are together introducing new reforms in the
market, including accountable care organizations (ACOs), a
range of bundled or “episode-based” payment models, and ex-
panded implementation of advanced patient-centered medi-
cal homes. The Affordable Care Act also chartered a new
Center for Medicare and Medicaid Innovation in the Centers
for Medicare and Medicaid Services that is testing and will
scale new models of care and payment that prove effective.
Similarly, many state Medicaid programs (eg, those in Utah,
Colorado, and Oregon) are experimenting with new forms of
“accountable care” payment arrangements as alternatives to
“pure” fee-for-service systems.

Together, temporary federal subsidies for HIT and new
provider payment innovations in the public and private
sectors are designed to gradually alter the economics of per-
formance improvement, making healthcare delivery organi-
zations’ pursuit of excellence more technically and financially
viable than was possible in a health system characterized by
paper records and fee-for-service payments.

To be clear, as capital investments, HIT implementations,
and new care delivery strategies are implemented in the short
run, most healthcare delivery organizations participating in

new payment models are unlikely to see their earnings grow
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as rapidly as they might in an environment of unfettered
fee-for-service payments. For example, consider an ACO
model offering healthcare delivery organizations 50% of the
savings it generates from improvements once the first 2% in
savings is achieved. (These are the basic parameters of the
Medicare Physician Group Practice Demonstration, an early
ACO-like model launched in 2005.) If the ACO earns 5% in
gross cost reductions through, for example, implementation
of new care coordination programs that achieve reductions in
hospital admissions,* it will receive a 1.5% return in shared-
savings bonuses—not accounting for the infrastructure and
other human investments that will be required to achieve
these savings.

Accordingly, in the short run, reforms that support HIT
adoption and the proliferation of new payment models should
not be viewed as mechanisms for physicians and healthcare
delivery organizations to achieve dramatically higher earn-
ings.” These models would be better viewed as mechanisms
to support delivery organizations’ transition to care models
delivering better-coordinated, safer, and more efficient care
by lowering the net costs that providers face when invest-
ing in successful clinical improvements. Hence, even modest
shared-savings payments from new payment models can help
temporarily offset some of the input costs and revenue losses
for delivery organizations that undertake efforts to improve
quality and lower per capita healthcare costs.

This notion is consistent with the experience of the 10
demonstration sites that participated in Medicare’s Physi-
cian Group Practice demonstration,® implemented in 2005,
and the early experience from the Office of the National
Coordinator for Health IT’s Beacon Communities program,
implemented in 2010.7 Healthcare delivery organizations
and other stakeholders participating in the 17 Beacon Com-
munities are using federal funding to design and implement
new long-term strategies to prevent and manage chronic dis-
ease, and to reduce avoidable emergency department utiliza-
tion and hospital readmissions. Hospitals and physicians in
these communities, including Intermountain as part of the
Improving Care through Connectivity and Collaboration
Beacon Community in Utah, are actively considering new
provider payment programs with public and private payers
with healthcare payers that can best accommodate the long-
term sustainability of these iniatives.

While in the short run new payment models should be
viewed as mechanisms to lower the net costs that delivery
organizations face to achieve improvements, over a lon-
ger time horizon they should make it possible for health-
care organizations that deliver high-quality, efficient care
to prosper. An increasing number of healthcare delivery

organizations will develop the HIT, performance measure-

ment, and process improvement capabilities to more aggres-
sively improve outcomes and lower per capita costs. In turn,
these changes will make delivery organizations increasingly
capable of participating in more advanced payment mod-
els—such as partial capitation and other forms of risk shar-
ing— that will be uniquely enabled by HIT and the data and
analytic capabilities it supports.

The precise long-term impact of simultaneously modern-
izing information systems and payment models is uncertain,
although directionally positive. The policy and technical
issues related to implementation—for government, health-
care delivery organizations, and commercial payers—remain
incredibly complex.® Beyond the government’s direct role in
promulgating new regulations to implement new HIT and
payment programs and the private sector’s efforts to innovate
in a changing marketplace, improvement projects like those
developed at Intermountain need to be replicated in thou-
sands of hospitals and tens of thousands of physicians’ offices
nationwide—no small feat.

Despite these challenges, the fates of HIT and payment
reforms are linked. Achieving large-scale improvement in a
current system whose spending is increasingly out of balance
will require taking full advantage of HIT and other delivery
optimization tools available in the modern age and embed-
ding them in payment systems that consistently lower the
costs that healthcare delivery organizations face in achieving
better care, improved health, and greater value.

With effective collaboration, we may be gradually building
toward a new business case for performance improvement that
can result in the high-value, high-quality system of care that
is technically possible and that our nation deserves.
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