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EXECUTIVE SUMMARY
Variation in spending per Medicare beneficiary has long been documented. Researchers at
Dartmouth have gone as far as to assert that their work on variation suggests that nearly 30 percent
of health care spending could be unnecessary or wasteful. Not surprisingly, in the search to find
ways to bend the cost curve, the Obama administration and Congress have seized on reducing
variation as a key target. In the fall of 2009, the AHA Board of Trustees convened the Task Force
on Variation in Health Care Spending to examine this issue.
The task force spent significant time educating itself on the current research and the many
perspectives on the issue. It found that variation goes beyond just measures of spending and arises
from many interrelated factors, some within and some beyond the control of the health care system.
Not all variation is undesirable or inappropriate. Variation can be appropriate when it is due to the
characteristics of the population served (e.g., age or gender) or the varying circumstances of
providers (e.g., special missions, costs of doing business, rural/urban location). Other variation is
inappropriate, such as when providers fail to adhere to established medical practice resulting in the
over, under, or misuse of services. Variation also can be due to broader social issues, such as
when a population has poor health status due to poverty or adverse living conditions.
Distinguishing among the types of variation is critical to arriving at a reasonable set of
recommendations for action and a fair set of policies for holding providers and other stakeholders
accountable for their results.
Despite this complexity, the task force concluded that a significant portion of variation is under the
control or influence of hospitals and other providers, and that the time for action is now. Many
aspects of health care reform are pushing the field to address variation, and pressures will
accelerate as the drive to bend the cost curve intensifies. Addressing variation is a key imperative
to success in the current environment and not addressing it is a huge vulnerability for the future.
The task force urged the AHA to issue a bold call to action on the piece of variation that
legitimately belongs to hospital organizations, while recognizing that other stakeholders must do
the same. Hospitals, in conjunction with physicians, other clinicians, and other care partners, must
be aggressive and start to reduce the variation that is within their control; collaborate with other
parts of the health care system, insurers, and employers to address inappropriate variation across
the care continuum; and provide leadership in bringing together other stakeholders to deal with
broader societal issues that affect health behavior and health status. The role of the AHA is to work
to ensure that hospitals have the appropriate data, tools, and information to be successful in these
efforts; to advocate for well-structured policies to ensure accountability and reward success; and to
continue to advocate for the removal of the existing barriers to clinical integration.

Task Force on Variation in Health Care Spending
The overarching recommendations of the task force are as follows:
Recommendation 1: Hospitals together with physician partners, with leadership and support from
the AHA, must take aggressive action to reduce inappropriate variation within
their own organizations and collaborate with physicians and other clinicians,
other providers, insurers, and employers to address inappropriate variation
across the care continuum.
Recommendation 2: The AHA must work to ensure hospitals have access to the data, tools, and
strategies they need to be successful in reducing inappropriate variation
within their own organizations and in conjunction with care partners.
Recommendation 3: The AHA and hospitals must advocate for policies that recognize and enable
appropriate variation while fairly holding health care organizations and others
accountable for reducing inappropriate variation that is within their control
and adjusting for those factors that are not.
Recommendation 4: The AHA and the hospital field must take a leadership role in efforts to more
fully engage patients and the population at large in their health and health
care.
Recommendation 5: The AHA Board of Trustees must revisit the issue of Medicare geographic
payment adjustments, an issue beyond the scope of this task force,
particularly in light of the Institute of Medicine (IOM) study, “Geographic
Adjustment Factors in Medicare Payment.”
The task force also endorses the AHA’s current advocacy efforts to remove the legal and regulatory
barriers to clinical integration and reform the medical liability system.
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INTRODUCTION
Variation in spending per Medicare beneficiary is long documented. It occurs across geographic
areas, within geographic areas, and even within provider organizations. Much of our understanding
of variation has come from the Dartmouth Atlas, which has found dramatic differences in spending
and utilization across geographic areas and, more recently, across individual providers. Dartmouth
researchers have gone as far as to assert that their work on variation suggests that nearly 30 percent
of health care spending could be unnecessary or wasteful.1 Not surprisingly, in the search to find
ways to bend the cost curve, the administration and Congress have seized on reducing variation as a
key target.
Despite 25 years of documentation that variation exists, solutions have been elusive. In fact, there
is no broad agreement on the causes of variation, with researchers hotly debating which portion is
attributable to broader social problems such as poverty and health behavior versus the portion for
which the health care system can legitimately be held accountable. One of the key problems is the
difficulty in identifying and quantifying the impact of the many complex and interrelated factors at
play. Also, variation in Medicare spending is just one of many aspects of variation related to health
and health care, with variation occurring across all payers and across many other dimensions of
performance including quality, access, utilization and health behavior. Researchers and providers
lack the comprehensive data necessary to understand the underlying issues at the level required to
support action.
While progress has been made in quantifying the effect of factors such as Medicare payment
policy, demographics, and health status, the most current research suggests that half or more of
variation cannot be explained by measurable factors. How much of this is justified by unmeasured
factors versus what represents unnecessary or wasteful care is unknown. Clearly, some variation is
expected (e.g., medical science is continually evolving) and some variation is appropriate (e.g., one
would expect higher spending levels if the area has an older population). At the same time, nearly
any health care professional looking across the providers in their own organization would say that
there are differences in practice patterns that cannot be justified by differences in patient needs and,
therefore, represent inappropriate variation.
But even as this debate rages in research journals and major newspapers, Congress and the
administration are moving rapidly to identify policy options to reduce variation. Some members of
Congress have advocated rewarding hospitals and physicians in low-spending areas. Health care
reform included a directive to add efficiency measures to the value-based purchasing system for
hospitals and a temporary payment to reward hospitals in low-spending counties. As promised at
the time of passage of the bill, Health and Human Services (HHS) Secretary Kathleen Sebelius also
has held a variation summit, as well as commissioned two Institute of Medicine (IOM) studies to
examine this issue and make recommendations.
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Even within the hospital field there is controversy about how to measure variation, how much of it
is within the control of which stakeholder, and what should be done to address it. But one area of
strong agreement is that variation represents a huge vulnerability that the hospital field must tackle
now before others tackle it for us. Variation is a symptom of inconsistent care practices that put
quality outcomes at risk. Additionally, the pressure to lower the deficit as currently projected is
enormous, as is the desire to achieve the coverage expansions promised by health care reform
without adding to the deficit.
At the same time, many aspects of health reform already are pushing the field to address variation.
These include changes to payments that get at variation in process and outcomes (value-based
purchasing, as well as penalties for readmissions and health care-acquired infections), cuts to
payment that assume higher levels of productivity, and delivery system reforms such as bundling
and accountable care organizations that will put hospitals more at risk for care provided across the
continuum. The private sector is undertaking similar initiatives – in some cases moving more
rapidly. These efforts are moving providers away from the current payment mechanisms that
reward volume to those that reward the efficient, effective delivery of care. Hospitals that are not
engaged already in significant efforts related to quality, efficiency and clinical integration will not
be well-positioned as the reforms included in the Patient Protection and Affordable Care Act
(ACA) begin to take effect and demands from private payers increase. Pressures are likely to
accelerate as the drive to bend the cost curve intensifies.
The AHA Board of Trustees appointed the Task Force on Variation in Health Care Spending (see
Appendix A for membership) in November 2009 to examine the issue and provide guidance from
the membership. Under the leadership of its chair, Scott Malaney, president and CEO of Blanchard
Valley Health Care System in Findlay, OH, the task force studied the research, talked to many
experts, sought input from the Regional Policy Boards (RPB) and Governing Councils, and
formulated this report and recommendations.
KEY LEARNINGS FROM THE EXPERTS
Early on, the task force identified as key goals educating itself and the field to provide a foundation
for efforts to reduce variation. To accomplish this, the task force devoted significant portions of
two meetings to presentations from a number of experts on variation, including government
officials, academic researchers, practicing physician-researchers addressing variation in their own
organizations, and a private payer (see Appendix B for the list of speakers).2 The task force
reviewed the work done as part of the hospital field’s Health for Life initiative, including the Task
Force on Payment Reform and the Task Force on Care Coordination. It also reviewed the
principles developed by the Work Group on the Medicare Wage Index.
Efforts to more broadly educate the field included a session on variation in health care spending at
the 2010 AHA Annual Membership Meeting that featured three of the speakers who earlier
presented to the task force. Task force Chair Scott Malaney presented the work of the task force in

2

The speaker presentations from the Educational Sessions on Variation in Health Care Spending can be found at
www.aha.org/variation-resources.

4

Task Force on Variation in Health Care Spending
a Town Hall Interactive webcast held on October 19, 2010.3 The AHA also published a
TrendWatch summarizing the research to date on variation in health care spending and
commissioned two original research studies to assess the factors influencing variation.4 A listing of
other research and materials reviewed by the task force can be found in Appendix C.
A number of central themes emerged from the educational phase of the task force’s work and
provide an important foundation for its recommendations.
Variation exists at all levels of the health care system. Elliott Fisher, M.D., MPH and other
researchers at the Dartmouth Institute have uncovered variation in Medicare spending per capita
across and within states, as illustrated in Chart 1. Their work also has shown significant variation
within communities and across similar organizations such as academic medical centers. Brent
James, M.D., from Utah’s Intermountain Healthcare has been examining and working to reduce the
variation among practitioners within his own organization. Chart 2 illustrates the variation in
surgical technique among surgeons practicing in his system for transurethral resection of the
prostate (TURP).
Variation exists across multiple performance
dimensions. Spending is just one of the many
dimensions of health system performance that
varies. Stuart Guterman of The Commonwealth
Fund presented its state report card, which
documents the high level of variation in access,
use of prevention and treatment, cost, equity and
health behavior. Rear Admiral Penelope SladeSawyer from the Department of Health and
Human Services shared data showing striking
regional differences in health status and spending
on public health that may impact care needs.

Chart 1

Chart 2

Variation occurs in both private-pay and
Medicare populations. Allan Korn, M.D., of the
Blue Cross/Blue Shield Association presented an
analysis of a new national database of utilization
that has found similar levels of variation in the
private-pay population. At this point, more study
is required to assess whether the patterns of
variation are different.
Hospitals are not the only source of variation
in spending. The AHA commissioned a study to
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look at variation across service types and care settings. High spending in an area did not always
mean high spending on hospital care. Often, levels of variation were higher in other settings or
services such as home health, ambulatory surgery centers (ASC) or durable medical equipment
(DME). However, because care provided in hospitals accounts for two-thirds of all Medicare Part
A and Part B spending, variation in hospital care will be critical to reducing variation overall. But
this can only be achieved in collaboration with physicians who direct much of the care provided in
hospitals.
Many factors influence health care spending, some of which are beyond a provider’s control,
while others are not. A regression analysis of Medicare spending per beneficiary commissioned
by the AHA found that the largest contributor to variation in spending is health status, but other
factors are significant as well. The picture is further complicated by interactions among the factors.
For example, health behaviors and socioeconomic factors were found to be associated with health
status. Once quantifiable factors are accounted for, about 55 percent of the variation remains
unexplained. This portion of variation is likely due to differences in practice patterns, patient
preferences, and other local factors. However, data to measure these differences are incomplete
and imperfect. Sorting out the factors within and beyond a provider’s control in order to make
appropriate risk adjustments makes the development of performance measures based on spending
levels challenging. Chart 3 displays the results of the regression analysis.
Chart 3

Explaining Geographic Variation in Spending
per Medicare Beneficiary
(Part A+B Spending per Beneficiary)

Health status of Medicare
population
Medicare Special Payments
(GME/IME/DSH)
Medicare wage adjustments

24%
5%

55%

6%
2%
2% 2%

3%

Supply (# physicians, # beds, etc.)
Population characteristics (age,
race, etc.)
Population socioeconomic status
(income, education, etc.)

Some degree of variation in medical practice will, and should, exist. Protocols don’t exist for
every diagnosis. Patients tend to have multiple diagnoses that require tailoring those protocols that
do exist. Innovation in care depends on testing new ways of caring for patients. As policies to
reduce variation are implemented, outcomes must be tracked carefully to guard against unintended
consequences.
Regional variation in service use is not the same as regional variation in spending. Mark
Miller, Ph.D., from the Medicare Payment Advisory Commission (MedPAC) shared analysis of
how the factors Medicare uses to adjust payment to account for wage differences and other special
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circumstances contribute to variation in Medicare spending.5 MedPAC adjusted spending data for
these factors to arrive at a measure that reflects service use. While this adjustment reduces the level
of variation, significant variation remains, as shown in Chart 4.
Chart 4

Regions that have high levels of spending are
not always the regions with high spending
growth. Both Fisher and Miller cautioned that
areas in the bottom quartile for spending can be
in the top quartile for spending growth. Both
are important to consider in addressing
spending for the long term, especially in efforts
to bend the cost curve.

Variation exists regardless of payment
incentives, organizational structure, and
other factors. Don Moran of the Moran
Company discussed the importance of history
and culture in influencing the current structure
of each local health care system and observed, “…if you have seen one market, you have seen one
market….” For example, Kaiser-Permanente has a unique history and culture that influences the
Northern California health care delivery system.
Financial incentives matter. The work of Jean Mitchell, Ph.D., at Georgetown University
highlights how changing financial incentives can influence provider behavior. For example,
physicians order more services when they have an ownership interest in an entity that is going to
provide those services. She cited a recent study that found a 15-fold increase in the rate of spinal
fusion following the opening of physician-owned orthopedic hospitals. She also discussed some
effects of capitated payment, which can result
Chart 5
in the withholding of care, and salary models
in which maintaining levels of productivity
Use of IVC filter in Michigan
has been challenging for some.
Data first presented
10%
9%

at quarterly meeting

8%

Providers respond to data even without the
2 additional
7%
hospitals see data
6%
use of financial incentives. John Birkmeyer,
5%
P<0.0001
M.D., from the University of Michigan Health
4%
3%
System presented information on a successful
2%
collaborative effort in Michigan to examine
1%
0%
data on practice patterns and outcomes to
1st
2nd
3rd
4th
1st
2nd
3rd
4th
1st
2nd
determine and adopt best practices. Chart 5
Qtr 07 Qtr 07 Qtr 07 Qtr 07 Qtr 08 Qtr 08 Qtr 08 Qtr 08 Qtr 09 Qtr 09
shows how just sharing data with physicians
had an immediate impact on practice patterns.
Dr. James from Intermountain Health Care in Utah also shared information on successful efforts to
use data to understand variation and change behavior within his system.
5

The Medicare Payment Advisory Commission (MedPAC) is an independent Congressional agency established by the
Balanced Budget Act of 1997 (P.L. 105-33) to advise the U.S. Congress on issues affecting the Medicare program.
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The link between quality and spending is disputed. One area of continued controversy is the
link between quality of care and spending. Carolyn Clancy, M.D., from the Agency for Healthcare
Research and Quality (AHRQ) showed how state spending levels and performance on AHRQ
quality measures appear to have no relationship. On the other hand, J. Thomas Rosenthal, M.D.,
from the University of California at Los Angeles Medical Center presented the results of a study
delving more deeply into the Dartmouth end-of-life research that found that, when patients with
similar characteristics were followed forward, the organization with the highest level of spending
had the lowest level of mortality. According to Dr. Rosenthal, Dartmouth end-of-life studies
focused only on patients who died and, therefore, did not pick up these differences.
FINDINGS
Factors Influencing Variation
Using the learnings from the experts as a point of departure, the task force began to identify and
examine the many interrelated factors that influence health care utilization and spending. With
input from the AHA’s Regional Policy Boards and Governing Councils, it identified nearly 30
factors that it believes have a significant impact on variation in spending (Table 1).
Factors split into those that represent broader societal factors and those that relate to the health care
system. Social factors that contribute to variation include demographic characteristics such as a
different age breakdown, racial make-up, or income profile. These characteristics interact and
affect an individual’s health behavior, health status, and care-seeking behaviors.
Other variation relates directly to the health care system—either to the structure and characteristics
of the local health care market or the policy environment in which it operates. These factors all
interact to affect provider behavior contributing to differences in quality, efficiency, access, and
practice patterns.
These discussions led task force members to conclude that variation arises from many
interrelating factors, some within and some beyond the control of the health care system. Not
all variation is undesirable or inappropriate and distinguishing among the types of variation
is critical to arriving at a reasonable set of recommendations for field action and a fair set of
policies for holding providers and other stakeholders accountable for their results.
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Table 1:
Factors Influencing Variation
Related to the Health Care System

Broader Societal
Factors











Health status/disease
prevalence
Health behavior
Income/poverty
Level of uninsurance
Urban/rural location
Unemployment
Age/sex
Race/ethnicity/linguistic
diversity
Local culture/care seeking
behaviors
Environmental factors
(housing conditions, air
quality, etc.)

Market/Provider Factors


















Quality of care
Efficiency per unit of service
Practice patterns/propensity to
treat
Access to care
Training of clinicians
Costs of doing business (cost of
living, prevailing wage rates)
Penetration of health information
technology
Prevalence of physician
ownership of hospitals, ASCs,
etc.
Mix of physicians (primary care
vs. specialty)
Supply (physicians, beds,
technology, etc.)
Age of plant
Predominant physician payment
mechanism (salary vs. FFS)
Level of health system
integration
Insurance market structure
(degree of competition or
consolidation)
Payer mix
Managed care penetration
Level of unionization

Regulatory Environment








Medicare payment policies
(wage index, IME, DSH,
CAH program, etc.)6
Medical liability environment
Scope of practice
regulations
Other state and federal
regulations
CON regulations
Medicaid/CHIP policies
(payment rates, eligibility,
etc.)
Insurance regulatory
environment

Framework for Classifying Types of Variation
Chart 6 presents a framework for thinking about the types of variation, beginning with whether the
variation is due to actions of the health care system or broader societal issues, whether or not it is
appropriate, whether or not science suggests a best approach, and then whether it is in the control of
hospitals or other parts of the care continuum. Different paths through this hierarchy suggest
different approaches for action.
6

Indirect Medical Education (IME) is an adjustment made to Medicare payments under the inpatient prospective
payment system (IPPS) to help offset the additional Medicare patient care costs that teaching hospitals incur.
Disproportionate share (DSH) is an adjustment to Medicare IPPS payments for the added costs of serving low income
populations. A Critical Access Hospital (CAH) is a hospital that is certified to receive cost-based reimbursement from
Medicare based on meeting certain size and location criteria.
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Societal factors beyond the direct control of the health care system are important drivers of
variation. Studies have shown a strong link between poor health status and poverty, health
behavior and environmental factors, such as the availability of healthy school lunches or sidewalks.
Broader social issues that lead to variation are illustrated in a recent study that found that patients
who were uninsured prior to entering the Medicare program have higher initial costs than those
who had private insurance. The task force found that this category highlights the important
role that other stakeholder groups such as policymakers, schools, and employers must play in
addressing variation and the need to make adjustments for the socioeconomic determinants
of health (e.g., poverty).
Variation can be appropriate and expected when it is due
to the varying circumstances of providers or the different
Unexplained variation does not
needs and characteristics of patient populations. For
equate to inappropriate variation.
example, some organizations have teaching or research
Unexplained variation is the portion
missions that result in higher costs, while small, rural
that cannot be statistically explained
hospitals may have added costs due to low volumes or the
using quantifiable factors. What
portion of unexplained variation is
need to provide outreach to patients in remote areas.
appropriate or inappropriate is
Other organizations serve patient populations with
unknown.
different demographic profiles. For example, one task
force member described the added costs of needing to be
able to provide translation services for 93 different languages because of the high level of ethnic
diversity of the patient population served by his organization. Another talked about how sun-belt
states attract retirees. In these states, a portion of the difference in use rates may be due to the
higher average age of the population because people use more health care resources as they age.
The task force concluded that some (but not all) appropriate variation can be quantified
statistically and must be adjusted for when setting performance expectations.
While the task force clearly recognized the need to adjust for providers’ differing circumstances
(costs of doing business, teaching and research mission, etc.), it spent a great deal of time
discussing whether current Medicare payment policy achieves this goal and how payment policies
play into spending variation. Many members of the task force expressed strong concerns about
the accuracy and fairness of the wage index in particular. MedPAC and other research shows
that the wage index – as well as those payments that recognize other special circumstances or roles
such as indirect medical education (IME), disproportionate share hospital (DSH), and various
special programs for rural hospitals—influence regional Medicare spending levels. MedPAC
suggested that, in looking at spending, care must be taken to disaggregate service use from
payment. The task force agreed with this assessment and acknowledged that each is a large and
complex task. While these Medicare payment adjustments deserve consideration in their own
right, the task force focused its efforts, as directed, on the broader issue of service use.
However, task force members felt strongly that the AHA Board of Trustees needs to revisit
the issue of geographic payment adjustments, particularly in light of the Institute of Medicine
study, “Geographic Adjustment Factors in Medicare Payment.”
Within the health care system, inappropriate variation occurs both when organizations or individual
practitioners fail to apply the medical science that exists or when neither science nor expert opinion
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Chart 6: Types of Variation

has led to agreement on the most appropriate approach to care. Despite extraordinary advances in
medicine, so much remains unknown and, thus, it is unrealistic to expect zero variation in health
care. Variation is expected and necessary when there is experimentation, hopefully leading to
future consensus and then standardization. Hospitals and other health care providers must
support this process.
But even when science suggests a best approach, task force members wrestled with the degree of
ownership hospitals should accept for inappropriate variation driven by other parts of the delivery
system. They noted that what happens in the patient’s home before he or she seeks treatment and
what happens in physicians’ offices before a patient interacts with the hospital are key determinants
of variation in hospital costs and outcomes. For example, differences among physicians and other
clinicians in caring for diabetics can result in some patients arriving at the hospital to undergo a
surgical procedure with their blood glucose level in control, while others do not. The patients with
out-of-control blood glucose are likely to experience longer lengths of stay, more complications,
and less desirable outcomes. What happens after hospitalization in physician offices, post-acute
11
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care, and other settings is equally important because poor care transitions or inadequate follow-up
can result in emergency department visits, readmissions, and other adverse outcomes. Availability
of post-acute care resources in a community can be an issue in assuring the most effective followup care is provided. The hospital’s ability to influence the behavior of physicians and other
clinicians, particularly outside the hospital inpatient or outpatient setting, is a significant
concern. Despite differences in the degree to which task force members thought hospitals
should be held accountable for the behavior of patients, physicians, other clinicians, and other
providers, they strongly agreed that engagement with these groups would be critical to
ensuring care processes conform to evidence-based practice.
The task force members acknowledged that significant variation exists that is squarely in the
control of hospitals. This includes variation in care practices within hospital settings or other care
sites in hospital systems that leads to variation in quality and efficiency. Task force members felt
strongly that hospitals must be held accountable for eliminating variation within their control
when medical science suggests a best approach. Even when medical science is lacking,
hospitals should work with clinicians to develop a data-based consensus approach to care
within their organizations.
The task force members recognized that hospitals and hospital systems are at different points along
the evolutionary path towards greater integration across the care continuum. The extent to which
the “hospital” can manage variation across the continuum will vary depending on the structure of
the specific organization and will change over time. Hospital organizations that have stronger
ownership, contractual or other collaborative relationships with physicians, post-acute care, and
other providers may be able to accept more accountability at the outset than those that do not. The
task force members concluded that policies must accommodate these differences, while at the
same time providing all organizations with the means and the incentives to move forward.
One challenge in holding providers or other stakeholders accountable for variation is the current
inability to fully quantify the effects of the various factors. Current research can account for just
under half of the geographic variation in Medicare spending per beneficiary using quantifiable
factors such as differences in health status, race/ethnicity, demographic factors (age/sex/income),
urban versus rural location, and differences in Medicare payment rates. Many factors that are
thought to influence spending variation at the geographic level have yet to be quantified, such as
practice patterns, the structure of the market and local health care systems, and state regulatory
factors. However, factors that cannot be quantified at a geographic level may be able to be
measured at the provider level. For example, adherence to a specific protocol to prevent central
line-associated bloodstream infections has been shown to reduce costs at the provider level, but
measuring the effect of this practice pattern at the geographic level is difficult because of the many
confounding factors that influence overall spending. The task force recognized that the lens
through which one examines variation has significant implications for how one measures and
addresses it. Task force members concluded that, while the large amount of “unquantifiable”
variation at the geographic level presents a strong argument for extreme caution in
developing geographic measures of spending, it is not an excuse for inaction at the provider
level. Furthermore, the task force indicated that the field should support research to
continue to shrink that portion of variation that is unexplained.
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Challenges in Addressing Variation
The task force members noted a number of barriers to addressing variation both within their
organizations and across the continuum, including:








Data on what happens in physician offices and other care settings often are not readily available
to hospitals, making it nearly impossible to identify and address variation across the continuum.
Many gray areas of medicine still exist, and funding has been insufficient to conduct wide-scale
comparative effectiveness research.
Dissemination of best practices lags behind their development. The hospital field needs to
improve its ability to replicate success.
Widespread adoption of electronic health records and decision-support tools is lacking.
Legal and regulatory barriers exist to clinical integration. These are more fully described in a
recent TrendWatch, “Clinical Integration—The Key to Real Reform.” 7
Clinical training programs introduce variation by training clinicians to treat the same conditions
in different ways.
The medical liability environment continues to encourage defensive medicine. A recent survey
published in the June 28, 2010 Archives of Internal Medicine found that 91 percent of
physicians believe they order more tests and procedures than needed to protect themselves from
lawsuits.

Focus and Approach
The task force reached out to the AHA’s Regional Policy Boards and Governing Councils to help
focus its efforts on those factors that were thought to be the most important drivers of variation and
to get input on the best approach for moving forward. The task force conducted an exercise where
Regional Policy Board and Governing Council participants were asked to rate each factor by its
importance and the degree to which hospitals should be held accountable for the resulting variation
and then to provide input on the approach to addressing it. These discussions helped the task force
refine the framework, prioritize the factors, and inform the development of recommendations.
Table 2 shows a prioritization of factors by recommended approach.

7

See: http://www.aha.org/aha/trendwatch/2010/10feb-clinicinteg.pdf.
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Table 2:
Priority Factors by Approach
Accept Accountability





Quality of care
Efficiency per unit of service
Practice patterns/propensity
to treat (within the hospital
setting)
Penetration of health
information technology

Advocate/Collaborate








Practice patterns/propensity
to treat (broader care
continuum)
Health behavior
Health status/disease
prevalence
Training of clinicians
Prevalence of physician
ownership of hospitals,
ASCs, etc.
Medical liability environment
Other state and federal
regulations

Adjust








Race/ethnicity/age/sex
Income/poverty
Urban/rural location
Unemployment
Health status/disease
prevalence
Cost of doing business
Medicare payment policies
(wage index, IME, DSH, CAH
program, etc.)

RECOMMENDATIONS
The task force urged the AHA to issue a bold call to action on the piece of variation that
legitimately belongs to hospital organizations, while recognizing that other stakeholders must do
the same. Hospitals must be aggressive and start to reduce the variation that is within their control;
collaborate with other parts of the health care system, insurers, and employers to address
inappropriate variation across the care continuum; and provide leadership in bringing together other
stakeholders to deal with broader societal issues that affect health behavior and health status. The
AHA’s role is to work to ensure that hospitals have the appropriate data, tools, and information to
be successful in these efforts; to advocate for well-structured policies that ensure accountability and
reward success; and to continue to advocate for the removal of the existing barriers to clinical
integration.
The recommendations of the task force fell into five broad areas:
Recommendation 1: Hospitals together with physician partners, with leadership and
support from the AHA, must take aggressive action to reduce inappropriate variation
within their own organizations and collaborate with physicians and other clinicians,8
other providers, insurers, and employers to address inappropriate variation across the
care continuum.
Recommendation 2: The AHA must work to ensure hospitals have access to the data,
tools and strategies they need to be successful in reducing inappropriate variation
within their own organizations and in conjunction with care partners.
Recommendation 3: The AHA and hospitals must advocate for policies that recognize
and enable appropriate variation while fairly holding health care organizations and

8

Includes physician assistants and advanced practice nurses.
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others accountable for reducing inappropriate variation that is within their control
and adjusting for those factors that are not.
Recommendation 4: The AHA and the hospital field must take a leadership role in
efforts to more fully engage patients and the population at large in their health and
health care.
Recommendation 5: The AHA Board of Trustees must revisit the issue of Medicare
geographic payment adjustments, an issue beyond the scope of this task force,
particularly in light of the Institute of Medicine study, “Geographic Adjustment
Factors in Medicare Payment.”
The task force acknowledged health information technology (HIT) as a critical enabler to move the
field towards more consistent care practices, greater efficiency, and improved quality. The task
force applauded Congress and the administration for allocating stimulus funds to support HIT
investment and supported AHA’s ongoing advocacy efforts to ensure that the meaningful use and
certification standards are within reach for the majority of hospitals and physicians.9
The task force also endorsed the AHA’s current advocacy efforts to remove the legal and
regulatory barriers to clinical integration and reform the medical liability system. The AHA
positions on these issues can be found in Appendices D and E respectively.
Below we discuss each recommendation in detail.
Recommendation 1: Hospitals together with physician partners, with leadership and support
from the AHA, must take aggressive action to reduce inappropriate variation within their
own organizations and collaborate with physicians and other clinicians, other providers,
insurers and employers to address inappropriate variation across the care continuum. The
task force was adamant in its conclusion that the time for action is now. Many aspects of health
care reform are pushing the field to address variation and pressures are only likely to accelerate as
the drive to “bend the cost curve” intensifies. Addressing variation is a key imperative to be
successful in the current environment; not addressing it is a huge vulnerability for the future.
1A The AHA and the hospital field as a whole must issue a call to action for hospitals to take
a leadership role in addressing variation. As part of the effort to gain field-wide support for
action, the AHA must continue efforts to educate the field and other stakeholders on the
sources of variation, the strong case for immediate action to address it, and successful
strategies for reducing inappropriate variation as they emerge. The AHA should widely
disseminate this report to the field, as well as the research that informed the report.
The AHA also must communicate the lessons and recommendations from the work of the task
force to policymakers, national physician organizations, and other groups working to
understand the issue, such as the Institute of Medicine. The AHA must ensure that the efforts
9

More details on AHA’s advocacy efforts related to HIT can be found at:
http://www.aha.org/aha_app/issues/HIT/index.jsp
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of the field in taking on this issue—including the many initiatives that already are underway in
hospital organizations across the country—are made more widely known to demonstrate field
action to others and to encourage field-wide replication of successful efforts.
1B Hospitals together with physician partners must work to reduce inappropriate variation
within their own organizations. When there is clear evidence of the appropriate clinical
path, hospitals must work to ensure care delivery meets this standard. When there is less
evidence or the evidence is equivocal, the organization should collaborate with physicians,
post-acute care providers, and others to agree on a local standard of practice. Where medical
science is emerging, hospitals should strive to ensure their organizations and care partners
keep abreast of new developments and where possible contribute data to help to resolve
uncertainties. Addressing variation in utilization and outcomes should assume an elevated role
on the agendas of the board, senior leadership, and physician peer review committees of health
care organizations.
However, hospitals recognize they cannot make these changes on their own. Physicians,
other clinicians and other care partners have an essential role.
1C Hospitals together with physician partners must partner with other clinicians, other
providers, and payers to jointly reduce variation in medical practice both within and
outside the hospital setting. Reducing variation will involve ensuring that care within each
setting meets appropriate clinical standards, as well as addressing care transitions from primary
and specialty care to inpatient and outpatient hospital care to post-acute care. Payers can
provide data to allow a better understanding of care processes for defined populations across
the continuum of care. These partnerships will lead to a better ability to examine variation
from a systems perspective and more standardization of practice across the care continuum.
Examples of these types of initiatives are part of recommendation 2A.
Recommendation 2: The AHA must work to ensure hospitals have access to the data, tools,
and strategies they need to be successful in reducing inappropriate variation within their own
organizations and in conjunction with care partners. Information on model efforts to address
variation; including best-practice tools, techniques, guidelines, and protocols; must be widely
disseminated; data that allow providers to better understand their own and their care partners’
performance must be available; and research must be funded to close the many gaps in medical
science that contribute to variation in practice.
2A Expand the AHA’s Hospitals in Pursuit of Excellence (HPOE) effort to include
identifying and facilitating the replication of model initiatives to identify and reduce
inappropriate variation across the care continuum. The hospital field is engaged in many
initiatives that improve quality and efficiency, but limited progress has been achieved in
replicating successes nationwide. HPOE is working to broadly disseminate best practices and
support organizations in learning from others, but efforts must be expanded.
Systems engineering processes that have become common within hospital settings, such as
LEAN and Six Sigma, can be applied more broadly across the care continuum to identify and
reduce inappropriate variation. HPOE should continue to build upon the examples that have
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emerged as part of hospitals’ efforts to reduce readmissions.10 The Joint Commission Center
for Transforming Healthcare also offers a number of examples of using a systematic approach
to analyze specific breakdowns in care, discover their underlying causes, and develop targeted
solutions that can be replicated across organizations nationwide.11 Many state hospital
associations are engaged in efforts to support performance improvement that could be more
broadly replicated. An example of this type of initiative is the Comprehensive Unit-based
Safety Program (CUSP), which is addressing health care-acquired infections by using
standardized practices and tools, providing a template for changing culture at the unit level,
and employing robust measures to track performance.12 This effort started as a project of the
Michigan Hospital Association’s Keystone Center for Patient Safety and Quality and, in
partnership with AHA’s Health Research & Educational Trust and with grant funding from
AHRQ, has now expanded to more than 30 states.
HPOE also should expand its work to identify and disseminate best practices through
collaborative activities involving providers, employers, insurers and/or other stakeholders. A
model for this type of initiative is the collaborative quality initiative sponsored by Blue Cross
Blue Shield of Michigan. This program involves consortia of providers using comparative
performance reports to identify processes of care that are associated with optimal outcomes
and using this information to guide system improvements. Individual provider organizations
also offer excellent models for identifying and addressing areas of clinical variation including
Kaiser Permanente, Geisinger Health System, and Intermountain Healthcare.
2B The AHA and hospitals must advocate for the development of datasets that allow
providers to understand the full picture of care delivery. Data will be essential in
illuminating the nature, reasons for, and extent of variation and in tracking what types of
interventions are effective in achieving predictable, superior results. Unfortunately, most
providers only have a window into their part of the patient’s episode of care. This lack of data
on care processes across the care continuum is a significant and ongoing barrier to addressing
variation.
The Patient Protection and Affordable Care Act (ACA) directs the Secretary of Health and
Human Services to make Medicare claims data available by January 1, 2012. The AHA must
advocate that these data be made available in as close to real time as possible. Data must be
made available across multiple years and allow various groupings (by patient, by episode, by
provider) so that organizations can identify and address variations in care practices within their
own organizations, assess the performance of their care partners across the continuum, and
compare their performance to other organizations. Tools need to be developed to help
providers access and utilize these data.
The AHA must advocate for AHRQ to expand the Health Care Cost and Utilization Project
(HCUP) to collect comparable claims data from all types of payers on services provided across
10
11

See http://www.hret.org/care/projects/guide-to-reduce-readmissions.shtml for specific examples.
See http://www.centerfortransforminghealthcare.org/about/about.aspx for additional information.
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the care continuum in all states. The lack of data for providers to examine the care delivered to
their patients across the continuum is one of the most significant barriers to addressing
variation. Claims data should be combined with other data on the characteristics and health
status of populations and made directly accessible to providers and researchers. The AHA
should advocate for continued funding for AHRQ data initiatives through the appropriations
process and provide other support to these efforts as a member of the HCUP partnership.
The Office of the National Coordinator for Health Information Technology (ONC) must be
directed to assist providers in implementing health information exchange such that they have
access to care data for their patients across the continuum. ONC should disseminate best
practices for information exchange among coalitions of insurers, providers, state health
agencies, or others who might provide timely and important information. To facilitate this
process, the AHA should continue to advocate that HHS move forward with a unique patient
identifier with appropriate incentives for patients to “opt in” to its use.
2C The AHA must advocate for a concerted national effort to develop and disseminate best
practices to help hospitals, physicians and other clinicians, and other providers
effectively and efficiently identify and address sources of inappropriate variation.
Additional federal dollars should be invested in developing and disseminating practice
standards, guidelines, and comparative effectiveness research (including cost) to help
providers identify and eliminate overuse and underuse. While variation in practice patterns
has long been documented, limited information has been available to help providers determine
the right course of care for a given patient. Without this information, incentives that
potentially encourage less care could have unintended consequences.
The AHA must advocate for money to be allocated to support National Institutes of Health and
professional society work in this area and to AHRQ to disseminate best practice approaches to
reducing variation.
The AHA must advocate for a significant national investment in developing methods to
quickly and effectively translate standards and guidelines and changes as they emerge into the
decision support tools embedded in the electronic health record (EHR). This effort should be a
public/private collaborative involving the National Institutes of Health, AHRQ, and the
provider community, with input from HIT vendors. The goal is to create standards and tools to
enable nationally produced research on evidence-based practice to be quickly, easily, and
cheaply accessed by providers and incorporated into the decision support modules of the
various EHRs they use, regardless of vendor.
Clinical training programs are known to be a source of variation in practice patterns. Not only
should there be increased standardization across training programs based on the current
evidence, but, since medical practice is continually evolving, clinical training programs must
incorporate robust process improvement techniques to give providers the tools they need to
address the issue of variation in clinical practice as their careers progress. Providers must be
trained to understand the factors driving variation and how to identify its sources, and they
must be equipped with the tools to achieve better, more predictable results. Continuing
education will be an important component of this effort.
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Recommendation 3: The AHA and hospitals must advocate for policies that recognize and
enable appropriate variation while fairly holding health care organizations and others
accountable for reducing inappropriate variation that is within their control and adjusting
for those factors that are not. Elements of effective policies include performance measures to
assess whether providers are adhering to the best medical science available and incentives to
reward high and/or improved performance.
3A The AHA must continue to work with other stakeholder groups (e.g., the National
Quality Forum) to develop a single national set of performance, including efficiency,
measures that fairly distinguish between appropriate and inappropriate variation in
practice. Measures should be able to differentiate across providers or provider systems and
zero in on the underlying sources of variation in terms of service and provider types. Measures
should be refined enough to ensure good performers in high-spending areas are not penalized
and that poor performers in low-spending areas are not rewarded. The data used to build this
national measure set should be standardized, and publicly available, and methodologies should
be transparent and replicable.
Measures used to assess performance should be adjusted for demographic factors
(race/ethnicity, income, employment status, age, and sex); health status; costs of doing
business; special missions such as care for indigent populations, teaching or research; and
location (rural/urban status). Research on the socioeconomic determinants of health must be
more fully developed to ensure adjustments adequately account for these factors.
3B The AHA must advocate for appropriate and aligned incentives within new payment
methodologies that reward efficient and effective care. Several provisions in the ACA have
the potential to create a payment environment that rewards providers for delivering efficient
and effective patient care. These include: accountable care organizations (ACOs) with shared
savings or partial capitation, bundling, value-based purchasing, and medical homes. Private
payers and providers across the country also are developing various new payment models.
These models should be tested to determine if their promise for improving quality and
reducing cost and variation can be realized. The Center for Medicare and Medicaid Innovation
also provides opportunities for experimentation.
The AHA must evaluate and influence the structure of these efforts to ensure they are flexible
enough to encourage innovation and allow multiple types and sizes of providers to participate.
Policies should provide a transition period to avoid sudden changes in payment that could
destabilize individual providers or systems. Initial savings should be reinvested in
infrastructure or capacity to change how care is delivered. For example, savings could be
applied to necessary enhancements to information systems or preventive or other services for
which compensation is not currently received (e.g., physician e-mail consults, nurse home
visits to support patient recovery from hospitalization). As time goes on, a larger portion
should go to reducing overall health care spending.
Payment approaches must establish accountabilities for all providers—physicians and other
clinicians, hospitals, post-acute care providers, and others—for the quality and outcomes of the
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care provided, the coordination of care across different settings, and the efficiency with which
that care is delivered.
Policies should recognize and reward high-performing providers. Many hospitals have made
efforts to reduce variation. Performance benchmarks should be set to differentiate those
hospitals that already have achieved significant reductions in variation from those that are just
beginning the process.
The variation task force also reviewed the work of the Task Force on Payment Reform and
expressed broad support for its findings. Additional criteria for evaluating payment reform
efforts from its recommendations also endorsed by the variation task force include ensuring
that payment approaches:






are scalable and can be applied to different types of institutions, markets, and patient
populations;
are transparent;
create a sustainable model for efficient providers including support of special missions and
community benefit;
allow different pathways for organizations that are on different points of the evolutionary
path toward clinical integration; and
recognize the significant costs of creating and maintaining the infrastructure required to
support clinical integration.

Recommendation 4: The AHA and the hospital field must take a leadership role in efforts to
more fully engage patients and the population at large in their health and health care.
Encouraging individuals to exercise personal responsibility in how they care for themselves and
how they utilize services is an important part of improving health status and ensuring the most
efficient use of resources. Multi-stakeholder involvement will be critical to achieving progress in
this area.
4A Hospitals should promote the use of tools such as shared decision-making models and
advance directives to help patients make informed choices about the course of care.
Variation in the use of medical resources often can be linked to services where multiple valid
alternative treatment protocols are available. These decisions often are made by medical
professionals without the patient’s awareness that options exist. This is particularly true for
end-of-life care, where, if the patient’s wishes were known in advance, much of the spending
for care inconsistent with patient wishes could be avoided.
4B The AHA and hospital members should take a leadership role in promoting national and
local initiatives to encourage healthy behaviors. Health status and health behaviors are
major drivers of variation in health care spending with rates of obesity, diabetes, heart disease,
and other chronic illnesses differing dramatically by region. Hospitals as employers should
implement work place wellness programs and use these programs as models to encourage
other employers to follow suit. Hospitals also should engage with local officials, the public
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health community, schools, and other employers to promote joint efforts to improve the health
of their communities. The AHA should support these efforts by identifying and disseminating
model workplace and community wellness initiatives.
4C The AHA should advocate for benefit designs that support early prevention and wellness.
The ACA requires that group health plans and private health insurers offering group health
plans or individual health insurance cover certain preventive services with no copay or
deductible. Medicare already has moved in this direction. Other benefit designs would
provide enrollees/beneficiaries with positive incentives to participate in wellness activities and
receive appropriate preventive care or charge premium differentials to enrollees who practice
poor health behaviors.
Recommendation 5: The AHA Board of Trustees must revisit the issue of Medicare
geographic payment adjustments, an issue beyond the scope of this task force, particularly in
light of the Institute of Medicine study, “Geographic Adjustment Factors in Medicare
Payment.” Variation in health and health care goes well beyond the issue of Medicare spending
per beneficiary with variation occurring across all payers and across many performance dimensions
including quality, access, utilization, and health behavior, among others. While differences in the
factors that Medicare uses to adjust payment (e.g., the wage index, IME, DSH, and special
programs for rural hospitals) contribute to spending variation—in some localities more than
others—this issue represents a specific slice of a much broader issue. Although many members of
the task force expressed strong concerns about the accuracy and fairness of the wage index in
particular, this task force focused its efforts, as directed, on broader issues. However, the task force
recommends that the board revisit Medicare geographic payment adjustments as the IOM begins its
work.

CONCLUSION
After many years of research and debate, now is the time to take action to reduce variation. The
task force recognizes that this will not be easy, but it needs to be done. Bending the health care
cost curve is seen by many as an imperative to control the deficit. At the same time, many aspects
of the health reform law hold the promise of providing the incentives, data, and tools needed to
support providers in efforts to reduce variation. In fact, hospitals that are not already engaged in
significant efforts related to quality, efficiency, and clinical integration will not be well-positioned
for success in the emerging environment. Taking leadership to reduce variation is to the benefit of
not only providers but also payers and patients as we move toward a health care system that
provides health care coverage for all.
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Shaping the Future for a Healthier America
Clinical Integration
Background

Today’s health care system is fragmented and complex making it hard for patients
to get the care they need at the right time and in the right setting. Clinical inte
gration holds the promise of greater quality and improved efficiency in delivering
patient-centered care. Current clinical integration efforts span the spectrum from
initiatives aimed at achieving greater coordination around a single clinical condi
tion or procedure to fully integrated hospital systems with closed medical staffs
consisting entirely of employed physicians.
Hospitals seeking greater clinical integration first need to overcome the
legal hurdles presented by the antitrust, Stark, Civil Monetary Penalty and
anti-kickback laws and the Internal Revenue Code. [See chart of barriers
to clinical integration.]

AHA View

Delivering care that is more efficient, effective and patient-centered requires a
team effort. That effort has been complicated or even stymied by various legal
barriers to clinical integration. Over the years, many hospitals have made
tremendous strides in improving coordination over the care continuum, while
others have struggled; many have focused their efforts on privately insured
patients to avoid the legal entanglements associated with government reimburse
ment. Bottom line – to improve care for all patients, the nation needs to ensure
that current laws and regulations do not impede our progress in improving care
and care delivery for patients. To that end, the AHA is advocating for the
following changes:
Antitrust. Antitrust laws hinder caregivers’ ability to readily understand how
they can work together to improve quality and efficiency. The AHA has advocat
ed that the antitrust agencies—the Department of Justice’s Antitrust Division and
the Federal Trade Commission—issue user-friendly guidance that clearly explains
what issues must be resolved to ensure that clinical integration programs comply
with antitrust law. This approach was championed late last year by Sen. Herb
Kohl (D-Wis.), chairman of the Judiciary Committee’s Subcommittee on
Antitrust, Competition Policy and Consumer Rights, in a letter to the agencies,
and by a group of Democratic freshmen senators.
Stark Law. The Stark Law has grown beyond its original intent: to prevent
physicians from referring their patients to a medical facility in which they have
an ownership interest. Its strict requirements mandate that compensation be
set in advance and paid on the basis of hours worked. Consequently, payments
tied to quality and care improvement could violate the law. One effective
solution: remove compensation arrangements from the definition of “financial
relationships” under the law and instead rely on other laws already in place for
needed oversight.
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Civil Monetary Law. The Civil Monetary Law also has strayed from its original
intent to prohibit hospitals from rewarding physicians for reducing or withholding
necessary services to Medicare or Medicaid patients. Today’s interpretation prohibits
any incentive that tailors the care delivered to evidence-based quality guidelines or
similar patient care plans. This law must be updated to apply only to the reduction
or withholding of medically necessary services.
Anti-kickback. Anti-kickback laws originally sought to protect patients and federal
health programs from fraud and abuse by making it a felony to knowingly and willingly
pay anything of value to influence the referral of federal health program business.
Today’s expanded interpretation includes any financial relationship between hospitals
and doctors – this clearly affects clinical integration. The AHA is working for broader
“safe harbor” language and core requirements that provide reasonable flexibility to
hospitals and caregivers.
IRS Rules. Internal Revenue Service (IRS) rules prevent a tax-exempt institution’s
assets from being used to benefit any private individual, including physicians. This
pertains to clinical integration arrangements between not-for-profit hospitals and
private doctors. As other regulatory barriers are addressed, the IRS will need to
issue an Advisory Information Letter or a Revenue Ruling recognizing that clinical
integration programs that reward private doctors for improving quality and efficiency
do not violate IRS regulations.
Other. Other regulations under the Medicare and Medicaid programs may need to be
revised or even eliminated to provide an appropriate environment for hospital and
physician collaboration.
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Chart of Legal Barriers To Clinical Integration and Proposed Solutions
Law

What is prohibited?

The concern behind the law Unintended consequences

How to address?

Antitrust
(Sherman
Act §1)

Joint negotiations by providers
unless ancillary to financial or
clinical integration; agreements
that give health care provider
market power

Providers will enter into agreements that either are nothing
more than price-fixing, or which
give them market power so
they can raise prices above
competitive levels

Deters providers from entering
into procompetitive, innovative
arrangements because they
are uncertain about antitrust
consequences

Guidance from antitrust enforcers
to clarify when arrangements
will raise serious issues. DOJ
indicated it will begin a review
of guidance in Feb. 2010.

Ethics in Patient
Referral Act
(“Stark law”)

Referrals of Medicare patients by
physicians for certain designated
health services to entities with
which the physician has a finan
cial relationship (ownership or
compensation)

Physicians will have financial
incentive to refer patients for
unnecessary services or to
choose providers based on
financial reward and not the
patient’s best interest

Arrangements to improve patient
care are banned when payments
tied to achievements in quality
and efficiency vary based on
services ordered instead of
resting only on hours worked

Congress should remove compensation arrangements from
the definition of “financial rela
tionships” subject to the law.
They would continue to be
regulated by other laws.

Anti-kickback
law

Payments to induce Medicare
or Medicaid patient referrals
or ordering covered goods or
services

Physicians will have financial
incentive to refer patients for
unnecessary services or to
choose providers based on
financial reward and not the
patient’s best interest

Creates uncertainty concerning
arrangements where physicians
are rewarded for treating patients
using evidence-based clinical
protocols

Congress should create a
safe harbor for clinical
integration programs

Civil Monetary
Penalty

Payments from a hospital that
directly or indirectly induce
physician to reduce or limit
services to Medicare or
Medicaid patients

Physicians will have incentive
to reduce the provision of
necessary medical services

As interpreted by the Office of
Inspector General (OIG), the law
prohibits any incentive that may
result in a reduction in care
(including less expensive products)…even if the result is an
improvement in the quality of care

The CMP law should be changed
to make clear it applies only to
the reduction or withholding of
medically necessary services

IRS Tax-exempt Use of charitable assets for the
private benefit of any individual
laws
or entity

Assets that are intended for
the public benefit are used to
benefit any private individual,
e.g., a physician

Uncertainty about how IRS will
view payments to physicians in
a clinical integration program is
a significant deterrent to the
teamwork needed for clinical
integration

IRS should issue guidance
providing explicit examples of
how it would apply the rules
to physician payments in
clinical integration programs

State Corporate
Practice of
Medicine

Employment of physicians by
corporations

Physician’s professional
judgment would be
inappropriately constrained
by corporate entity

May require cumbersome
organizational structures that
add unnecessary cost and
decrease flexibility to achieve
clinical integration

State laws should allow
employment in clinical
integration programs.

State insurance
regulation

Entities taking on role of insurers without adequate capitaliza
tion and regulatory supervision

Ensure adequate capital to
meet obligations to insured,
including payment to providers,
and establish consumer
protections

Bundled payment or similar
approaches with one payment
shared among providers may
inappropriately be treated as
subject to solvency requirements
for insurers

State insurance regulation should
clearly distinguish between the
risk carried by insurers and the
non-insurance risk of a shared or
partial risk payment arrangement

Medical
Liability

Health care that falls below the
standard of care and causes
patient harm

Provide compensation to
injured patients and deter
unsafe practices

Liability concerns result in defensive medicine and can impede
adoption of evidence-based
clinical protocols

Establish administrative compensation system and protection for
physicians and providers following
clinical guidelines
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Shaping the Future for a Healthier America
Medical Liability Reform
Background

Hospitals and physicians face skyrocketing costs for professional liability insur
ance. Unaffordable insurance is affecting access to care as physicians leave states
with high insurance costs or stop providing services that expose them to higher
risks of lawsuits. Particular areas of concern include obstetrics, neurosurgery and
emergency services. In addition to the rising costs of insurance, physicians also
practice “defensive medicine” – the practice of providing extra care to minimize
the risk of lawsuits. Fear of liability also can become a substantial barrier to
many quality improvement initiatives. And patients who are seriously harmed
often wait too long for compensation – a direct result of our misguided medical
liability system.
The Institute of Medicine (IOM) supports medical liability reform, suggesting
a shift to a system that is patient-centered and safety-focused. The Patient
Protection and Affordable Care Act of 2010 (ACA) appropriated $50 million
for demonstration projects that test models aimed at reducing frivolous lawsuits
and liability premiums. The Secretary of Health and Human Services will
evaluate the projects and submit reports to Congress.

AHA View

Reforming our nation’s current liability system is an essential part of the AHA’s
Health for Life framework, which the hospital field embraced as our shared vision
for health care reform. Further, medical liability reform can help make health
care more affordable and efficient. In fact, the Congressional Budget Office in
an October 2009 letter to Sen. Orrin Hatch (R-UT) estimated that medical liability
reform would reduce federal mandatory spending on health programs by $41
billion over 10 years. While the ACA includes medical liability reform pilot
programs, more meaningful reform is necessary. The AHA advocates for a more
sensible liability system that uses evidence-based standards, separates the serious
cases from others, and produces prompt and fair compensation for injured patients.
Medical liability reform would benefit patients and providers in the following
ways:
•

Quality and patient safety improvements – Providers would have additional
incentive to adhere to clinical protocols and evidence-based care; the focus
would be quality and safety, not defensive medicine.

•

Broader access to compensation – The system would reach all eligible
patients, not just a few; the amounts would be more consistent across similar
cases, and awards would be reasonably predictable for patients; both the
process and compensation would be faster.

•

Reasonable compensation – Patients would be made “whole” for the
economic and non-economic costs of injuries.

Medical Liability Reform

•
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A more efficient system – The claims process for patients would be simpler and less
adversarial; compensation would be delivered with lower transaction costs; liability
insurance would become more affordable.

The AHA and others, including the IOM, support a system in which decisions on com
pensation are made by trained, impartial adjudicators outside the regular tort system,
based on whether injury was avoidable. These adjudicators would review the care
provided and, if warranted, award compensation based on specific guidelines.
Specifically, an administrative compensation system (ACS) would compensate patients
for injuries that could have been avoided during medical care. Decisions made using
nationally developed, evidence-based clinical guidelines and schedules for compensa
tion amounts would be part of a comprehensive approach to address injuries sustained
during care. Robust regulatory and oversight activities would complement the system
to protect patients from individual practitioners who might place their safety at risk.
Additionally, an ACS would:
•

•

•

Handle claims for injury during medical care through an administrative process
administered by the states. Intentional injuries and criminal acts would remain in
the courts, outside of this system.
Provide compensation for injuries that could have been avoided and that meet a
minimum threshold of harm. The standard would be whether the injury was
avoidable; the negligence standard would not apply.
Encourage patients who believe they have been injured during medical care to
submit a claim to a local panel that, using explicit, nationally established decision
guidelines and schedules, would make an initial decision about whether an injury
was eligible for compensation and, if so, offer compensation. Hospitals, physicians
and other providers could take the initiative before a claim is filed and offer com
pensation using the guidelines and schedules.

Under this revamped system, patients who question the local panel’s decision could
bring their claims to an expert panel or administrative law judge who is part of a state
system. Patients could ultimately seek review of the decision in court. An ACS would
provide prompt compensation to injured patients and families based on agreed-upon
payment schedules when an avoidable, preventable error takes place.
Reforming the medical liability system could reduce overall administrative and legal
costs and redirect providers’ attention and resources to patient care. An alternative
liability system could provide fair compensation to injured patients while deterring
unnecessary care and unsafe practices and systems. It also would create a legal
environment that fosters high-quality patient care.

