Yoset D. Dlugacz

VALUE BASED
HEALTH CARE

Linking Finance and Quality






YOSEF D. DLUGACZ

. JOSSEY-BASS
A Wiley Imprint
www.josseybass.com



Copyright © 2010 by John Wiley & Sons, Inc. All rights reserved.
Published by Jossey-Bass

A Wiley Imprint
989 Market Street, San Francisco, CA 94103-1741—www.josseybass.com

No part of this publication may be reproduced, stored in a retrieval system, or transmitted
in any form or by any means, electronic, mechanical, photocopying, recording, scanning,
or otherwise, except as permitted under Section 107 or 108 of the 1976 United States
Copyright Act, without either the prior written permission of the publisher, or authorization
through payment of the appropriate per-copy fee to the Copyright Clearance Center, Inc.,
222 Rosewood Drive, Danvers, MA 01923, 978-750-8400, fax 978-646-8600, or on the
Web at www.copyright.com. Requests to the publisher for permission should be addressed
to the Permissions Department, John Wiley & Sons, Inc., 111 River Street, Hoboken,

NJ 07030, 201-748-6011, fax 201-748-6008, or online at www.wiley.com/go/permissions.

Readers should be aware that Internet Web sites offered as citations and/or sources for
further information may have changed or disappeared between the time this was written
and when it is read.

Limit of Liability/Disclaimer of Warranty: While the publisher and author have used
their best efforts in preparing this book, they make no representations or warranties with
respect to the accuracy or completeness of the contents of this book and specifically
disclaim any implied warranties of merchantability or fitness for a particular purpose. No
warranty may be created or extended by sales representatives or written sales materials.
The advice and strategies contained herein may not be suitable for your situation. You
should consult with a professional where appropriate. Neither the publisher nor author
shall be liable for any loss of profit or any other commercial damages, including but not
limited to special, incidental, consequential, or other damages.

Jossey-Bass books and products are available through most bookstores. To contact
Jossey-Bass directly call our Customer Care Department within the U.S. at 800-956-7739,
outside the U.S. at 317-572-3986, or fax 317-572-4002.

Jossey-Bass also publishes its books in a variety of electronic formats. Some content that
appears in print may not be available in electronic books.

Library of Congress Cataloging-in-Publication Data

Dlugacz, Yosef D., 1947-
Value-based health care : linking finance and quality / Yosef D. Dlugacz. —
Isted.
p. cm.
Includes bibliographical references and index.
ISBN 978-0-470-28167-3 (pbk.)
1. Medical care—United States—Quality control. 2. Medical economics.
I. Title.
RA399.A3D58 2010
362.1068'1—dc22
2009021529

Printed in the United States of America
FIRST EDITION

PB Printing 10987654321



Figures and Tables ix

Preface Xi
Acknowledgments Xiii
The Author XV
Introduction Xvii

PART ONE
BASIC PRINCIPLES OF QUALITY
MANAGEMENT 1

1 DRIVERS OF CHANGE
Learning Objectives

External Drivers

Internal Drivers 11
Summary 20
Key Terms 20
Things to Think About 20
2 IMPROVING PATIENT SAFETY 21
Learning Objectives 21
Understanding Quality Measures 23
Working with Quality Information 24
Measuring Value 27

Asking Questions Via Data 30



iv Contents

Presenting Results

Effective Communication Improves Patient Safety
Summary

Key Terms

Things to Think About

FOCUS ON THE PATIENT
Learning Objectives

Effective Communication and Patient-Focused Care
Handoff Information Transfer

SBAR

Barriers to Effective Communication
Strategies to Reduce Barriers

Care and Communication Guidelines
Patient Education

Near-Miss Reporting

Chronic Disease Management

Task Forces

Patient Rights and Responsibilities
Compassionate Caring

Summary

Key Terms

Things to Think About

UNDERSTANDING PROCESSES, OUTCOMES, AND COSTS

Learning Objectives

Some Events Should Never Occur
Leaders’ Role in Good Outcomes
Physicians’ Role in Good Outcomes
Financial Value of Good Outcomes
Changing the Traditional Culture
Summary

Key Terms

Things to Think About

34
37
39
39
39

41
41
43
47
47
48
50
51
52
59
61
63
65
65
67
68
68

69
69
70
72
74
76
77
86
86
86



PART TWO

GETTING DOWN TO BUSINESS

5

6

THE VALUE OF PREVENTION
Learning Objectives

The Promotion of Prevention

The Problems with Prevention

The Patient’s Role

Prevention Measures

Regulatory Groups’ Role in Prevention
Data’s Role in Promoting Prevention
Management of Chronic Conditions
Prevention in Ambulatory Care
Proactive Prevention in the Hospital
National Patient Safety Goals
Technology and Prevention
Summary

Key Terms

Things to Think About

THE COST OF SENTINEL EVENTS

Learning Objectives

Changing the Incident Analysis Framework

The Value of Root Cause Analysis
Monitoring Behavioral Health
Eliminating Never Events

Improving Error Reports

Quality Management’s Role in Controlling Adverse Events

The Traditional Hierarchy Leads to Errors

The Economics of Malpractice
Summary

Key Terms

Things to Think About

Contents V

87

89
89
90
91
92
93
94
95
99
101
106
107
108
110
111
111

113
113
115
117
121
124
125
126
128
129
130
131
131



Vi Contents

7 MANAGING EXPENSES IN A HIGH-RISK ENVIRONMENT 133

Learning Objectives 133
Improving Cost in the ICU 134
Match the Resources to the Patient 136
End-of-Life Care 137
Sustaining Change 138
Improving Operating Room Efficiency 141
Improving Oversight 142
Managing Throughput 143
Summary 146
Key Terms 147
Things to Think About 147

& IMPROVING COMMUNICATION AND

ESTABLISHING TRUST 149
Learning Objectives 149
Developing Trust 150
The Role of Quality Management in Increasing Trust 151
Transparency, Tracers, and Trust 151
Establishing a Common Language 157
Sustaining Change 159
Monitoring Care 160
Assessing Competency 163
The Role of Regulatory Requirements in Ensuring Competency 164
Medical Staff Credentialing 165
Objectifying Competency 165
Staffing Effectiveness 168
Promoting Competency 169
Summary 169
Key Terms 170
Things to Think About 170
9 PROMOTING A SAFE ENVIRONMENT OF CARE 171
Learning Objectives 171

Communication Across Disciplines 172



10

Working Together to Identify and Solve Problems
Improving Processes

Monitoring Safety

Ensuring Accountability

Maintaining a Safe Environment
Establishing Oversight

Communicating About Safety

Assessing and Improving the Environment
Summary

Key Terms

Things to Think About

CONCLUSION
REFERENCES
USEFUL WEB SITES

INDEX

Contents vii

174
175
176
178
180
180
181
182
183
184
184

185
191
195

197






FIGURES

1.1
1.2
2.1
2.2
2.3
2.4
25
2.6
2.7
3.1
32
33
34
35
4.1
4.2
5.1
6.1
6.2
8.1
8.2
9.1

Drivers of quality 4

Executive summary: Patient safety indicators 13

Quality measure 24

Example of a cause-and-effect diagram 31
Example of a run chart 34

Example of a bar graph 35

Example of a pie chart 36

Example of a control chart 36

Lines of communication 38

Risk points in communication 45

Pneumonia guideline, clinical version 53

Total hip replacement guideline, patient version 55
Pneumonia guideline, patient version 57

Distribution of near misses collected from OR nurses, Hospital A

Insurers discount for quality 76

Traditional and quality management modes of analysis 80
Ambulatory services table of measures 102

Behavioral health table of measures 124

Emergency department table of measures 128

Using data to track brain aneurysm patients 161
Algorithm for physician credentialing 167

Safety and environment of care table of measures 176

60



X Figures and Tables

9.2 Sharps injuries by activity 177

9.3 Clinical alarm effectiveness assessment tool 182

TABLES

2.1 HQA-CMS public reporting of surgical care
infection prevention (SCIP) 26

3.1 Methodology for error analysis 51
3.2 Quality management and evidence-based task forces
3.3 Heart failure clinical pathway 64

8.1 Myocardial infarction table of measures 162

63



As I travel around the country and internationally, speaking to health care
professionals, policymakers, and administrative leaders about quality man-
agement, I have come to realize how many are unfamiliar with the new con-
cepts of value and value-based purchasing and the relationship between these
concepts and quality care, organizational efficiency, and financial success. |
am writing this book in order to explain these relationships, especially for
those individuals who will be in a position to influence the future of the deliv-
ery of care in health care organizations.

In the past when I advocated for performance improvement processes,
support came primarily from clinicians and the regulatory agencies. Today, as
new processes for improvement are being designed, the C suite has become
interested and involved. CEOs and CFOs are beginning to realize that con-
cepts of waste and redundancy in care involve correlations between costs and
expenses on the one hand and poor processes and outcomes on the other.
Happily, I am beginning to be asked how quality management can help to
transform organizations to meet the challenge of value and value-based pur-
chasing. Those who spend money on health care, whether individual patients
or large organizations who purchase coverage for thousands of people, are
insisting that they get value for their expenditures. Value means good
outcomes. Good outcomes require quality management tools, techniques, and
processes. Leaders realize that their organizations will fail if they do not
provide their patients with value.

Attaching a financial benefit to compliance with quality indicators, as the
Centers for Medicare and Medicaid Services and other national organizations
are doing, will reinforce the importance of introducing quality oversight into
the processes of care. Many administrators still regard compliance with qual-
ity indicators as an unnecessary expense and an annoying waste of time. As
concepts of value evolve, these same administrators are learning how quality
management can increase efficiency and reduce unnecessary expense. By
improving care and minimizing errors, organizations receive positive media
attention and increased market share. By learning to think about health care as
a business, leaders are beginning to take quality management more seriously.

As the senior vice president and chief of clinical quality, education and
research for the Krasnoff Quality Management Institute of the North Shore-
LIJ Health System, I am in a position to design and implement processes that
improve patient safety and reduce unnecessary expenses. Clients of the
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institute—hospitals and health care systems—ask us to help them develop
a strong quality management infrastructure that will improve processes and
reduce unnecessary expenses. They are impressed with improved processes
that result in fewer excess days for length of stay, better turnaround time in the
operating rooms, improved throughput from the emergency department
through discharge, and more streamlined purchasing. That is, they see
the advantage of planning, data collection, performance improvement,
communication, and education about quality management. As organizational
inefficiencies improve and the delivery of care results in improved outcomes,
administrators and financial professionals realize the benefit to the organization.
I hope this volume will illuminate the link between quality and finance for
everyone invested in improving health care delivery, patients and professionals
alike.

Great Neck, New York Yosef D. Dlugacz
January 2009
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Unless you have just recently landed on this planet, you are aware that health
care in the United States is undergoing dramatic changes. And you probably
also realize that health care organizations are failing—clinically, organiza-
tionally, and financially—which is precisely why things have to change.

Shockingly, patient care has been defined as “unsafe,” with infections, for
example, running rampant through hospitals, causing serious harm to patients,
and costing organizations a great deal of money and time to rally the resources
necessary to address these hospital-acquired infections. Errors—that is, avoid-
able mistakes, such as giving the wrong dosage of medicine or operating on
the wrong part of a patient’s body—are now being commonly recognized,
again resulting in great harm and expense. As health care organizations have
expanded and grown and also have become monsters of their own making,
their financial situation has grown correspondingly grim. Furthermore, the
population is sicker than ever before, with chronic diseases such as diabetes
and heart disease on the increase, requiring constant and expensive interven-
tions. The patient population is also aging, which means that patients come
into hospitals with multiple problems and conditions and in somewhat vulner-
able physical health. Today’s health care environment must address all of
these issues. Everyone—health care leaders, governmental agencies, and pri-
vate insurers—is looking to make a change to repair the clinical, financial,
and public relations damage.

Money is driving the change. The carrot of reimbursement and the stick
of nonpayment will cause a cultural change that will define value to the patient
as not being hurt (that is, being safe) while he or she is in a hospital. Health
care organizations still receive reimbursement on the basis of providing treat-
ment. If a hospital patient needs a reoperation or acquires an infection or falls
and needs treatment for the resulting injury, the hospital is paid for those ser-
vices rendered. If a patient is allowed to remain immobile and develops a
decubitus ulcer (also known as a pressure injury or bed sore) and that ulcer
becomes infected and the patient is medicated for sepsis and requires ICU
care, the hospital gets paid. In other words, no matter whether the care is good
or bad, the hospital gets paid. Payment is based on volume, the diagnosis, and
the procedures required (called the case mix) and also on the length of stay
(LOS), the number of days the patient remains in the hospital.

In the past few years, however, the Centers for Medicare and Medicaid
Services (CMS), the agency that reimburses hospitals for health care, and
other governmental agencies have realized that in effect they were rewarding
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poor care and the complications of poor care. Now CMS has determined to
change things, to reward value and to penalize poor care. For example, meth-
ods such as turning the patient to reduce the rate of decubitus ulcers and well-
defined processes to help to eliminate these wounds do exist. Yet in today’s
health care environment, they are still a problem. However, now that CMS
has attached a value to reducing this problem, organizations will take more
steps to improve processes. Simply put, organizations that provide good care
will survive; others will not.

The government has stepped in to encourage hospitals to adopt safer
practices through offering financial incentives to hospitals that can document
that they have met specific and defined quality measures, such as giving aspi-
rin to heart attack victims or reducing the rate of decubitus ulcers. In the near
future, if this trend continues, all reimbursements will be based on perfor-
mance measures. Medicare calls this pay-for-performance initiative value-
based purchasing. The idea is to give doctors and hospitals incentives to
improve and to give patients value for their health care dollar. The media have
also joined the effort and are publishing “report cards” on hospital care so that
consumers can be aware and can make intelligent choices for themselves, and
the Medicare web site supplies potential health care consumers with compara-
tive data showing how specific hospitals rank on important quality measures.

The government is representing the public in demanding value for health
care services. Therefore, hospitals, if they are to survive, have to provide value
as their product to their consumers (the patients). It is no longer enough to hire
physicians with good credentials and to purchase expensive equipment and
then call yourself a “good” hospital. Value, defined as the efficient and effec-
tive delivery of good services, must be woven into the entire fabric of the
organization, into every process and procedure, department, and service. This
book addresses the issue of value in health care: how it can be defined, mea-
sured, assessed, and incorporated into the organizational process of the deliv-
ery of safe patient care. It also talks about the role and responsibilities of the
governing board and the organizational leaders, both clinical and administra-
tive, in determining value for health care spending, and provides information
about the relationship between quality and finance. Clearly, improvements in
quality lead to improvements in cost management, but many leaders in the
health care field, even if they have good intentions, have no idea how to opera-
tionalize these improvements. This book should help them realize their goals.

By using quality management methodologies, hospital and health care
leaders can link safe care to financial success. Obviously, if you do not make
mistakes, you do not have to spend money to correct them. Under the new
standards, if a patient requires a reoperation because the initial operation was
not performed properly, no one gets paid. Moreover, the expensive resource
of the operating room must be used for the reoperation, preventing a paying
patient from using the service. If infections and their complications are
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reduced, the expensive resource of the ICU is avoided. If processes are in
place to control unintended consequences, such as falls, then follow-up
expenses are also controlled.

When patients are managed properly and care is delivered intelligently,
with consistent attention to a method of monitoring care, then everyone bene-
fits and the service delivered is valuable to the patient and productive to the
organization. When care is efficient, LOS for patients is shorter than it is when
patients acquire unnecessary complications from their hospital stay. When
certain conditions can be managed on an outpatient basis, there is less expense
for patient, hospital, and insurer. Good care leads to good finances. The con-
cepts presented in this book will help the reader understand the relationship
between method and outcome, how quality methods help to produce good
outcomes, and how good outcomes lead to value. Quality methods connect
operations and the budget and can predict patient outcomes.

Traditionally, there has been a separation between administrative duties
and clinical practice, with the physicians in complete control of the delivery
of care. Operations, quality management, and budget were considered inde-
pendent entities, with no connecting corridors, so to speak. That approach is
entirely unworkable in today’s health care environment. If the CEO does not
see that good quality leads to good outcomes that in turn lead to a good bot-
tom line, the organization will fail. If administrative leaders do not have a
method for monitoring and improving services and also an approach that
develops an effective communication process between administrative and
clinical staff, the organization will suffer financially.

Rarely are finance and operations appropriately linked. For example, a
member of the board or the CEO might ask why the budget goals have not
been met. The financial officer might point to operations to answer the ques-
tion, saying that LOS is too long or that staffing salaries are too high. However,
the question that the board or CEO should ask is, what processes can be used
to increase the quality of care so that expenses can be successfully predicted?
More specifically, what algorithms for care are in practice? What discharge
plans are efficient? Are patients accurately assessed to determine whether
they need end-of-life care rather than ICU care? Is the level of competency
among the staff appropriate?

Today, these questions must be asked. Today, registered nurses and physi-
cians are enrolling in MBA programs. Today, the silo approach to education is
a disservice to everyone involved in health care. Today, the entire scope of
care must be considered as a whole. With time, these new educational pro-
grams will transform the hospital culture from a focus on caring (treatment)
to a focus on curing (outcomes).

The idea of establishing a method to continuously monitor the delivery of
care for specific patient populations and particular services is foreign to many
leaders. Without such a method, and one that is accepted and internalized by
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everyone involved in the hospital, the financial picture will remain grim.
Quality variables provide such a method, and connect operations, the budget,
and patient outcomes. Experts in organizational processes underline the impor-
tance of a leadership commitment to making change in order for change to be
made. This is as true for health care organizations as it is for automobile manu-
facturers. Involvement has to move past the boardroom and past the budget to
the bedside. Only then can the “product” of the industry increase in value.

For those professionals working in health care and for students who hope
to make an impact on the way health care is delivered, the challenge is to
apply theory to practice. When a defect in the manufacture of a car model is
identified, the company can recall those cars for correction, at no expense to
the consumer. And on rare occasions, patient readmissions can be perceived
as recalls. For example, when a department of health (DOH) assesses that the
spread of an infection is due to a physician in a private office or in a hospital
not meeting protocols, the DOH will require the health provider to recall all
patients associated with the procedure to make sure that the break in protocol
did not result in harm to many patients. But health care professionals cannot
recall all patients whose care was imperfect, substandard, or inappropriate to
the hospital. We need to commit to processes and methods that identify and
eliminate poor care if we are to enhance the safety of patients in our health
care organizations.

This book is divided into two parts. Part One, Chapters One through Four,
introduces basic principles of quality management in health care and describes
how health care is changing because of the public reporting of quality mea-
sures. Part Two, Chapters Five to Nine, offers the business case, explaining
how quality care improves the value of health care services for the patient and
for the organization. Each chapter of the book offers examples of health care
issues and outlines processes for improvements. These examples, although
hypothetical, are based on actual events and incorporate real responses. Each
chapter ends with a summary, a list of key terms, and a set of questions called
“Things to Think About.”

In Chapter One I present the key drivers for changing health care prac-
tices in order to improve care and services: some drivers are external to the
hospital, such as governmental agencies and private organizations, and some
are internal, such as the governance, leadership, and quality management
functions.

Chapter Two explains the relationship between quality data and patient
safety and also the role of quality measurements in monitoring and improving
health care. This chapter also outlines information on how to collect data and
present the results of data analysis.

Chapter Three introduces the advantages of establishing a patient-
centered environment of care. I discuss strategies to improve communication
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and the barriers to effective communication. The importance of patient
education is also explained.

Chapter Four addresses the links among good processes and outcomes
and reduced costs. Improving quality processes results in improved out-
comes and reduced waste for the financial benefit of the organization. I also
describe the roles of the administrative leaders, the clinicians, and quality
management processes and data in improving outcomes.

In Chapter Five I discuss the value of promoting prevention to improve
outcomes and reduce costs for health care organizations. Barriers to successful
implementation of preventive strategies and possible ways to overcome the
barriers are outlined. The roles of the government, the patient, the organiza-
tion, measures, and methodologies are also discussed. I also describe prob-
lems that keep people from accepting prevention methods in the ambulatory
setting and present examples of successful interventions.

In Chapter Six the high price paid by organizations and clinicians when a
sentinel event occurs is reviewed. Developing processes that mitigate poten-
tial risks is not only important for patient safety but also cost effective. Once
a sentinel event occurs, steps are required to correct whatever faulty processes
are identified as contributing to the event.

In Chapter Seven I discuss the cost effectiveness of appropriate use of
high-risk environments such as ICUs, operating rooms, and emergency
departments, focusing on the advantages of establishing objective criteria for
patient admission to these units and understanding the complex barriers
involved in optimal utilization. I also discuss the interaction among the issues
of quality of care, organizational efficiency, and financial costs when treating
patients at the end of life.

Chapter Eight discusses the role of effective communication in improv-
ing patient outcomes and the importance of trust among the different levels of
staff. Issues involved in reporting or not reporting poor outcomes are
explained. Several examples of performance improvement efforts are offered
as illustrations of using quality data and open communication to help sustain
changed practices. This chapter also explains assessing staff competency
through objective measures.

Chapter Nine presents issues related to promoting safety in the environ-
ment. I explain how the environment interacts with clinical care and discuss
the importance of integrating safety officers and engineers into the health care
team. Disaster preparedness involves not only hospital services but connec-
tions to the community and regional agencies as well.

Chapter Ten, the conclusion, reviews the points made for employing quality
management processes to monitor care and define value for the patient and the
organization.



