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Business 101
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How to create value for customers?

Value-based competition



What’s Value in Healthcare?

Quality of 
outcomes that 

matter to patients

Cost of delivering 
those outcomes



No Outcome, No Income

Transformation of

Strategy
Organizational 

Structure
Culture

Data & 
Analytics

Measured 
Results

Processes

Outcomes

Craft-based vs. Lean Production

Sequential vs.  Iterative Care Processes
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Why Change?
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Accountable Care Organizations
An Accountable Care Organization (ACO) is a group of providers willing and capable of 
accepting accountability for the total cost and quality of care for a defined population.



9

The Cost Conundrum



How did they do it? How did it pay off?

Invested in IT (40% of costs)

 Identified metrics from EMRs and 

analyzed data to generate insights 

into improvement opportunities

 Population health analytical tools 

and business intelligence tools

Engaged in Clinical Transformation

 Solicited patient feedback, 

transformed waiting rooms, allowed 

for same day appointments, and 

expanded hours

 Invested in care management 

resources to manage across 

continuum of care

Shared Savings

 $20 million below Medicare 

Baseline and received 

reimbursements in over $11 million

Improved Health outcomes

 Performed in the top 5th percentile 

on all measures (see below)

10

RIO Grande Valley ACO

When ACO’s succeed



Three categories of care:

1. Effective or necessary care  accounts < 15% of total 

Medicare spending

 Includes care that all eligible patients should receive

 Defined by medical science—by objective information about 

outcomes of treatment and and by evidence-based guidelines

 Problem is underuse

2. Preference-sensitive care  accounts for 25% of Medicare 

spending

 More than one option exists and decision as to which option is right for 

the individual patient depends on patient preference

3. Supply-sensitive care  accounts for ~ 60% of Medicare 

spending
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Categories of Care



The Price Conundrum 
Payment data from 3 of the country’s largest 

commercial insurers, Aetna, Humana, and United 

Healthcare

 Costs of care vary tremendously, but essentially zero 

correlation between where a city ranks in Medicare 

spending and private insurance spending

 The degree of market power and negotiating leverage 

over payers is primary determinant of transaction prices

 Baton Rouge is one of the few regions in the country that 

ranks high in both Medicare and private insurance 

spending
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Cooper et al., The Price Ain’t Right?  Hospital Prices and Health Care Spending on the 

Privately Insured, December 2015



Four Ways out of the Price Conundrum

1. Regulate prices that hospitals and providers can 

charge consumers  (e.g., Maryland)

2. Health systems can become insurers  (e.g., 

Kaiser Permanente)

3. Expand Medicare to more and more people until 

we are single payer

4. True value-based competition where 

hospitals and providers compete on who 

can deliver the best outcomes, best service, 

and lowest prices  ACOs and Clinical 

Integration
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Why Change Is Needed…
The Rising Cost of Employer-Sponsored Health Insurance

Source: Kaiser/HRET Survey of Employer-Sponsored Health Benefits, 1999-2012
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Why Is Healthcare So Expensive? 
It depends on who you ask…

Why  
PROVIDERS 

Think Healthcare 
Is So Expensive

Insurance 
Companies

Trial 
Lawyers

Rx 

Medical 
Devices

Patients

JAMA. 2013;310(20):2199-2200. doi:10.1001/jama.2013.282135



 Fee-for-service reimbursement 

 Fragmented care delivery

 Administrative burden on 

providers, payers and patients

 Population aging, rising rates of 

chronic disease and co-

morbidities, as well as lifestyle 

factors and personal health 

choices

 Advances in medical technology

 Tax treatment of health insurance

 Insurance benefit design 

 Lack of transparency about 

cost and quality, limited data to 

inform consumer choice

 Consolidation and competition

 High unit prices of medical 

services

 Medical malpractice and fraud and 

abuse laws

 Structure and supply of the health 

professional workforce 
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Why is Healthcare Really So 

Expensive?

“What Is Driving U.S. Health Care Spending?:  America’s Unsustainable Health Care Cost Growth.” Bipartisan Policy Center, September 2012



Change is Hard, But Necessary

It is not necessary to change…survival is not mandatory – W. Edwards Deming



Volume to Value

 The one thing the medical profession has not been 

traditionally rewarded for is better, higher-value care 

(where value = quality/cost)

 Instead we have been financially rewarded either for 

doing more stuff or for securing monopoly power
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In a fee-for-service 

payment system, we are 

actually penalized for 

making the effort to 

organize and deliver care 

with the best service, 

quality, and efficiency



Volume  Value
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How can we Improve what we don’t Measure?

Data
Analyze 

Data
Generate 
Insights

Create 
Opportunity for 
Improvement

The Value of an Electronic Medical Record and Analytical Tools



BENTONVILLE, AR  - As it looks 

to both reduce out-of-pockets costs 

for employees, while also lowering 

its total healthcare costs, global 

retailer Wal-Mart announced last 

month a new program that will pay 

100 percent of the costs for certain 

spine and cardiac surgeries plus 

travel expenses at six selected 

healthcare systems across the 

country.

Wal-Mart’s Centers of Excellence
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Health Transformation Alliance
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• 20 major companies with 4 million health plan beneficiaries

• Plan to share data about health care spending and outcomes

• Plan to use collective data and market power to hold down 

health care costs

• Could subsequently ripple through the world of employer-

provided health care coverage – 170 million people
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Transparency
 Availability of provider 

specific information on the 

price of health care services 

to the consumer

 Information on efficiency 

and effectiveness of 

specialists made available to 

PCPs to help guide targeted 

referral patterns

 Information on cost & 

quality of facilities to help 

guide informed consumer 

choices
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Disruptive Innovation
Threats vs. Opportunities



Health Quality Partners
Medicare Care Coordination Demonstration Project
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Shared Decision Making  process in which the provider discusses high 

quality, up-to-date information about the condition, including risks and benefits 

of available options and, if appropriate, the limits of scientific knowledge about 

outcomes; values clarification to help patients sort out their values and 

preferences; and guidance or coaching in deliberation, designed to improve the 

patient’s involvement in the decision process
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From Informed Consent and Delegated Decision Making 

Informed Patient Choice and Shared Decision Making



Creation of a safe, reliable, high-value, sustainable health care system
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The Journey to a Value-driven Healthcare System




