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ABSTRACT: To address widespread deficiencies in the quality of health care, the
authors argue that health care organizations need to be able to make a “business
case” for improving quality—a compelling rationale for financial investment in
quality improvement programs. The authors’ framework for such a business case is
organized around three broad areas: direct financial considerations, strategic consid-
erations, and internal organizational considerations. Within these categories, they
offer a total of 10 specific business case arguments, with examples, for investing in
quality improvement.
* * * * *

Quality of care has become an issue of paramount importance to the
U.S. health care system. In the words of a 2001 report from the Institute of
Medicine of the National Academy of Sciences:

The American health care delivery system is in need of funda-
mental change. . .. Health care today harms too frequently and
routinely fails to deliver its potential benefits. . . . Quality prob-
lems are everywhere, affecting many patients. Between the
health care we have and the care we could have lies not just a
gap, but a chasm—

For this fundamental change to take place, health care organizations
need to create a convincing “business case” for quality—a compelling ration-
ale for an organization (health care insurers, providers, and state Medicaid agen-
cies, for example) to make a resource investment. The framework described
here enables organizations to develop a business case by explicitly recogniz-
ing a variety of direct and indirect benefits associated with specific quality

improvement initiatives and systematically assessing the argument for them.


http://www.cmwf.org/
http://www.cmwf.org/
http://www.cmwf.org/emailalert/emailalert.htm
http://www.cmwf.org/emailalert/emailalert.htm

This is no easy task. A positive return on
investment (ROI), perhaps the most compelling
business case for any type of investment, is difficult
to document for many quality improvement inter-
ventions. Organizations attempting to quantify
expected ROI benefits are frequently limited by
the fragmented nature of our health care system,
financial incentives that are not aligned with qual-
ity, and the lack of current health services research
findings to support an ROI calculation. Purchasers,
insurers, and provider organizations may not pos-
sess the required data or the capacity to calculate a
true ROV for a specific intervention. Finally, esti-
mating indirect financial costs or savings related to
a specific quality intervention can be challenging.

The good news is that it may be getting eas-
ier for organizations to construct a business case
for quality. The Institute of Medicine’s reports on
quality—the Leapfrog Group’s promotion of patient
safety in hospitals;-and the National Committee
for Quality Assurance’s annual state of health care
quality report=have helped to create a more sup-
portive climate. At the same time, enhanced infor-
mation technology capabilities improve the ability
to measure and document health care quality. As
more purchasers and insurers reward organizations
for performance, we may approach a “tipping
point” that makes the business case convincing for
an ever-broader array of quality improvement
investments.

At present, however, the business case for
quality improvement needs to be thoughtfully and
effectively assessed. Organizations that consider a
broad range of business case arguments will make
more eftective use of their limited resources and

will close the quality chasm faster.

A BUSINESS CASE FRAMEWORK

Practical experience demonstrates that many
organizations see and act upon a business case for
quality despite the lack of a positive ROI.
Consequently, these organizations must be taking

other factors into consideration. The framework

T COMMONWEALTH FUND

presented here creates a means to recognize qual-
ity’s “soft” benefits: outcomes and consumer satis-
faction that are not readily quantifiable and are not
typically captured in an ROI calculation=By
including nonfinancial, or indirectly financial,
considerations in the business case argument,
organizations can more accurately gauge the over-
all value of quality improvement investment for
the organization.

The framework described below consists of
10 specific business case arguments that health care
purchasers, insurers, and providers should, and
often do, consider when determining whether or
not to invest in a specific quality improvement ini-
tiative. The 10 arguments fall within three cate-
gories: direct financial considerations, strategic
considerations, and internal organizational consid-
erations.

Organizations weigh business case considera-
tions differently, and not all potential arguments
will be relevant for every organization or every
initiative. Different organizations may choose to
utilize selected components of the business case
framework. In addition, some components will be
more important than others at certain points in
time when constructing a business case argument.
Although a positive ROI presents a compelling
business case to all organizations, a business case
argument pertaining to organizational image, repu-
tation, and product differentiation may be more
meaningful in a competitive market than in a non-
competitive market. In addition, in a competitive
market, not all organizations can successfully make
the same business case. A few of the business case
examples described in this paper will be, to varying
degrees, more compelling in competitive markets.
However, they all have relevance in competitive
and noncompetitive markets alike, and most can be
successfully applied simultaneously by competing
organizations within the same market.

A business case argument is usually more
compelling when a quality improvement initiative

can be shown to align both with direct financial
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considerations and nonfinancial, or indirectly
financial, considerations. An organization develop-
ing a business case should consider how it aligns
with financial, strategic, and internal organizational
objectives, as well as the combined strength of

these three types of business case arguments.

Direct Financial Considerations

Business case arguments can include three types of’
direct financial considerations, described below in
decreasing order of impact. ROI is the most pow-
erful financial argument; the other two are less
persuasive but may tip the balance where there is
insufficient evidence to document a positive ROI.
The direction and magnitude of the financial
return, as well as the organization’s ability to calcu-
late such a return with a certain level of confi-
dence, are what distinguish the arguments.

All three can include an estimation of
avoided costs and “bankable dollars.” For example,
a hospital or medical group calculating the ROI
for an investment that will reduce preventable
medical errors should consider the legal, market-
ing, and organizational costs associated with such
errors—(Legal costs could include legal fees, settle-
ments, and higher malpractice premiums.) Adverse
publicity could result in loss of market share and
increased advertising costs. Organizational costs
might include reallocation of staft time, less
provider time for patient care, and increased staff
hiring and training costs related to employee
turnover. An organization’s business case argument
should attempt to quantify these types of indirect
costs.

1. Return on Investment. For our pur-
poses, an ROI is evident if an organization realizes
a financial return on an investment. The financial
return can be realized in the short or longer term,
but earlier returns have a higher value to the
organization than later returns of the same magni-
tude. ROI may be realized “as ‘bankable dollars’
(profit), a reduction in losses for a given program

or population, or avoided costs.”~

How organizations are paid (e.g., per diem,
case rate, capitation/premium) and whether they
face direct financial incentive payments tied to
performance affect the types of quality improve-
ment investments for which a positive ROI is pos-
sible. For a medical group paid primarily on a
fee-for-service basis, an investment shown to
reduce providers’ administrative time could
demonstrate a positive ROI only if, within a rea-
sonable time frame, it generates sufficient revenues
from additional patient visits to offset the costs of
the investment.

A positive ROI can be so convincing that
estimates of other business case returns may not
be necessary. However, for many interventions a
positive ROI is very difficult to document. In
fact, it 1s only possible for quality improvement
initiatives that are based on specific interventions
known to improve the targeted outcome and for
which research has demonstrated cost savings
to the investing organization attributable to
such outcomes.

Using health services research, a health plan
could demonstrate a positive ROI for improved
disease management for persons with uncontrolled
diabetes. Data from a staft model HMO in
Washington state suggest that a sustained reduction
in hemoglobin Alc levels among adult diabetic
patients with uncontrolled diabetes is associated
with significant cost savings within one to two
years—This research shows total health care costs
from $685 to $950 less each year, on average, for
each person in the cohort of improved patients for
each of four years after the improvement in the
glycemic control. According to related research, a
health plan could create an ROI argument for an
effective glycemic control program for diabetes
patients at a cost that would be below the reduc-
tion in health care costs—

Unfortunately, the type of health services
research that quantifies net savings compared to a
control group of patients is not readily available

for most quality improvement interventions, and



different research articles may present varying evi-
dence regarding the actual ROI. Absent such
research, an organization should focus its efforts on
identifying the direction and estimated range of
the ROI, rather than the precise magnitude.

Health plans frequently have little choice
except to base estimates of expected results on
data provided in part by potential vendors. ROI
estimates from disease management and predictive
modeling programs are one example. A leading
health plan evaluated (as a quality improvement
investment) predictive modeling programs
that would identify members in need of its well-
developed care management or disease manage-
ment programs. The plan reviewed the ROI
expected from enhancing its ability to promptly
identify candidates. Although the health plan could
not reasonably estimate the size of the ROI based
on the available data, it was confident that the ROI
would be positive. That was key to the business
argument, and the health plan is now subcontract-
ing for predictive modeling. The plan is also track-
ing its experience to verify its ROI assumptions
and inform future quality improvement investment
decisions.

2. Reduced Expenditures or Cost
Avoidance. In this second business case argument,
an organization refers to well-supported research
related to whether targeted quality interventions
reduce expenditures or avoid costs. Unlike in
a formal ROI argument, however, in a cost-
reduction or cost-avoidance argument the organi-
zation is not able to definitively identify projected
savings in excess of the costs of implementation,
whether administrative costs or associated medical
expenditures.

A cost avoidance argument has been used by
Magellan Behavioral Health, a national managed
behavioral health organization, to expand an inten-
sive case management program. Magellan can
clearly document to its satisfaction improved out-
comes for clients enrolled in the program—

Outcome measures demonstrate increased commu-
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nity tenure and improved health status for such
clients, compared with clients’ tenure and health
status prior to enrollment in the intensive case
management program. These positive outcomes
have enabled the organization to argue that it
expects net savings as a result of reduced utiliza-
tion and improved quality of care. Due, in part, to
the lack of a control group, the insurer is not able
to clearly demonstrate a positive ROI based on the
incremental costs incurred and savings achieved.
Still, Magellan has found that the cost avoidance
demonstrated by the intensive case management
program is a convincing business case for this qual-
ity improvement initiative.

3. Cost. In some cases, an organization may
use cost as an argument for investing in quality
improvement if it cannot convincingly use ROI or
cost effectiveness. With this business case, the
organization documents current or projected costs
associated with an identified problem. This might
be seen as the cost of doing nothing.

A risk-bearing provider organization inter-
ested in exploring a business case for reducing
obesity might have a difficult time finding data
that validate specific nonsurgical interventions to
reduce the body-mass index of a population. The
organization could use research conducted by the
tederal Centers for Disease Control and Prevention
and others, however, to demonstrate the increasing

incidence and costs of obesity. For example:

o Over half of all Americans are overweight or
obese, and the prevalence of obesity has

increased by 70 percent in the past decade~—=

e The mean annual health care spending for obese
adults 1s an estimated 37.4 percent more than for

persons of normal weight—

o Obesity-associated hospital costs for youths ages
6 to 17 increased an estimated 3.6 times from
1979 to 1999+

e If obesity continues to rise at its current rate, by
2020 about 20 percent of health care dollars
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spent on people ages 50 to 69 could be con-
sumed by obesity-related medical problems.

Disability rates will increase by 1 percent per
year more in the 50-to-69 age group than if

there were no further weight gain—

Data such as these may suggest the impor-
tance of undertaking an initiative. For example, a
group of county-based Medicaid health plans in
California is collaborating on performance incen-
tives for their providers as part of the Local
Initiative Rewarding Results Collaborative. The
health plans looked at the ROI arguments for a
variety of quality improvement topics when evalu-
ating which topics to select for the common per-
formance incentives. Despite the lack of an ROI
argument, the health plans initially selected obesity
as a quality improvement topic due to the rapidly
increasing prevalence of childhood obesity and its
effect on the quality of life and cost of care for
Medicaid members—=The health plans’ goals
included raising provider awareness of childhood
overweight and obesity rates and acquiring tools

for diagnosing overweight and obese children==

Strategic Considerations

An organization also may weigh strategic consider-
ations related to its external environment and rela-
tionships.

4. Conditions of Participation. A regula-
tory or contractual requirement faced by a
provider, health plan, or other entity often presents
a compelling argument for making an investment
of organizational resources. The potential loss of
contracts, revenues, or market share related to lack
of compliance with mandatory quality measures is
just one example of how conditions of participa-
tion can create a business case for quality.

In the state of Vermont, Rule 10.000,
“Quality Assurance Standards and Consumer
Protections for Managed Care Plans,” has created a
compelling business case for managed care plans in
the state to invest in physician profiling and other

quality improvement activities— If the managed

care plans do not implement processes consistent
with the state’s requirements, they risk state
enforcement action and possible negative publicity.
A health plan might need accreditation from
the National Committee for Quality Assurance
(NCQA) to compete for an employer’s business—
another example of a condition of participation
that is part of a business case for quality. In
October 2000, HealthNet of California, a health
plan offered by members of the Pacific Business
Group on Health (PBGH), let its NCQA accredi-
tation lapse. HealthNet notified purchasers that it
did not intend to renew its NCQA accreditation.
PBGH issued a strong press statement against the
plan’s intention, and some PBGH purchasers froze
enrollment in HealthNet, communicated the plan’s
lack of NCQA accreditation to its employees and
the importance of accreditation, and offered addi-
tional 2001 health plan options from NCQA
accredited plans-—HealthNet promptly scheduled
an NCQA survey and was accredited again by July
2001. In announcing its NCQA accreditation,
Cora Tellez, HealthNet’s president and chief exec-
utive officer at the time noted: “As one of
California’s leading managed care companies,
achieving NCQA accreditation is very important
to HealthNet. We're pleased to have earned
NCQA’s highest status designations, which high-
light our commitment to quality for our members,
physicians, employers, and business partners.”=
Performance to certain quality standards
might be required for a hospital to be designated
as a center of excellence or be designated in a pre-
terred tier of an insurer’s benefit plan. For years,
hospitals seeking to contract with Anthem Blue
Cross Blue Shield in Ohio, Kentucky, and Indiana
have been required to meet quality standards iden-
tified by the insurer as part of its Hospital Quality
Program. The standards address a broad range of
quality-of-care measures, including clinical out-
comes, patient safety, and hospital accreditation and
licensure status. Hospitals scoring below Anthem’s

minimum requirements must develop and imple-
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ment corrective action plans in order to obtain
and/or retain a contract with Anthem=

One state Medicaid agency executive has
noted that conditions of federal financial participa-
tion create a business case for quality in Medicaid
managed care. The executive indicated that in
2003, most of the state’s quality improvement
resources were directed toward meeting the federal
requirements related to oversight of Medicaid
managed care plans as specified in the Balanced
Budget Act of 1997. The bulk of regulatory
requirements related to quality of Medicaid man-
aged care plans were effective in August 2003.

5. Alignment with Explicit
Performance Incentives. Beyond the minimum
standards represented by conditions of participa-
tion, a growing number of organizations may face
positive performance incentives for specific invest-
ments. An organization could consider a business
case argument for quality improvement on the
extent to which the organization is rewarded for
such an investment, or the extent to which it
could be penalized for lacking one. Rewards and
penalties include direct contractual incentives, such
as revenues linked to specific performance meas-
ures, and indirect incentives, such as a purchaser’s
or health plan’s public release of comparative per-
formance information for peer organizations in a
given market.

As purchasers and consumers in more mar-
kets look for the value-added difterences among
health plans and providers, specific performance
measures used by purchasers and insurers may con-
stitute a business case for quality improvement in
these measured areas.

Medical groups in California have explicit
financial and nonfinancial incentives that affect the
a business case for quality in areas measured,
reported, and rewarded by the Pay for Performance
(P4P) initiative. The P4P initiative is a collabora-
tion of seven California health plans that have
agreed to use common data and performance

measures as the basis for their quality improvement
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incentives for medical groups=A single survey
instrument is used to evaluate patient satisfaction.
Also, Health Plan Employer Data and Information
Set (HEDIS)-based clinical measures of breast and
cervical cancer screening rates, asthma, diabetes,
coronary artery disease, and immunizations are
used to evaluate performance at the medical group
level. Financial incentives vary across the participat-
ing health plans, but medical groups are rewarded for
investments in information technology as well as for
performance on the patient satisfaction survey and
the clinical measures—

As more purchasers and health plans create
substantial and explicit financial incentives linked
to health plan or provider performance on stan-
dardized measures, a variety of health care organi-
zations are able to create a business case for
aligning internal and provider incentives with
these external purchaser priorities for quality
improvement.

6. Image, Reputation, and Product
Differentiation. Organizations often recognize
that image, reputation, and product differentiation
on quality measures directly affect market share
and the ability to attract members or patients. The
organization with a better image and reputation
benefits from increased member or patient volume,
as well as an improved ability to recruit and retain
high-quality staff and providers. Similarly, the loss
of brand identity or reduced image and reputation
if there is no investment can be considered as a
factor in a business case.

This type of argument depends on the
extent of external attention to specific quality
measures. Thomas H. Lee, M.D., Network
President of Partners Healthcare and CEO of
Partners Community HealthCare, noted, “We want
to retain our reputation for state-of-the-art care; if
there is a successful quality intervention that is well
known, we have to be doing it.” Partners is a lead-
ing integrated delivery system in Boston.

George Halvorson, chairman and CEO of

Kaiser Foundation Health Plan and Kaiser
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Foundation Hospitals, argues that, as more pur-
chasers seek evidence of improved value for their
health care dollars, leading insurers are already
using product differentiation on prominent quality
measures as a business case for quality improve-
ment.

In the absence of external accountability to
performance measures, organizations can capitalize
on image and reputation by effectively disseminat-
ing information on superior performance. For
example, during the 1990s, the Children’s Hospital
and Health Center of San Diego (CHSD) invested
in clinical pathways and outcomes management in
order to increase market share by demonstrating
excellence in clinical outcomes—In addition to
improving care, the organization wanted to trans-
torm how stakeholders perceived CHSD. It suc-
ceeded in both. As the senior director of quality
management noted, “There is no one else but
Children’s that people now think of for [pedi-
atrics], and it hasn’t always been like that.=

7. Relationship Development with Key
Stakeholders. An organization’s desire to develop
or strengthen relationships with key stakeholders is
often critical and deserving of a business invest-
ment. Key stakeholders for a health plan include
providers in its network, large purchasers, and con-
sumers. For a Medicaid agency, members of the
advocacy community and state legislators also
could be key stakeholders.

A prominent hospital-based network devised
a business case for a quality improvement invest-
ment based on the investment’s popularity with a
physician group being courted to practice at the
hospital, as well as the opportunity to generate
goodwill with these and other physicians. A senior
executive of the hospital system noted that this
type of investment also strengthens the hospital’s
relationship with physicians by sending the mes-
sage that the hospital cares about physicians and
quality of care, not just the bottom line.

The more successtul stakeholder relation-

ships, and the stronger business case arguments,

involve collaboration (creating new value
together), as distinct from mere exchanges (getting
something back for what you put in)= Nurturing
relationships with key stakeholders also can open
new opportunities for collaborative alliances that
enhance the business case for quality in the longer
term.

8. Strategic Positioning. A business case
can be based on an organization’s desire to influ-
ence future activity or behavior. An organization
could predict that the quality initiative will signifi-
cantly improve the organization’s strategic position
in the future, in part by changing the environment
in which it operates. A strategic positioning argu-
ment in a business case is much more focused on
achieving a specific objective than the previous
component, relationship development, which is
related to a general strengthening of key relation-
ships.

For example, a Medicaid agency might
implement a quality improvement initiative on the
grounds that it is something in which the state
legislature 1s interested. This investment not could
only improve the Medicaid agency’s relationship
with the legislature but also potentially avoid or
minimize legislative mandates on the topic. One
Medicaid agency cited the legislature’s interest in
access to dental services as a compelling business
case for investing in quality improvement initiatives
designed to increase utilization of dental services.

Another example is CHSD’s effort to
restructure payment arrangements based on its suc-
cesstul quality improvement initiatives. The hospi-
tal pursued a quality improvement investment
strategy focused on clinical pathways and out-
comes management even though the savings
accrued mostly to insurers and other payers. Part of’
the hospital’s long-term strategy has been to use
the outcomes and quality data demonstrating its
successes to gain support from stakeholders for
new payment methodologies through which the
organization would share in the cost savings— The

data have reportedly “generated a new kind of dia-



logue, which has opened the door to partnering
relationships with diverse stakeholders,...creating a
basis for a new business model that repositions
CHSD for the twenty-first century”=

Internal Organizational Considerations
Interests related to an organization’s internal envi-
ronment constitute the third set of elements to be
considered in assessing a business case.

9. Relevance to the Organization’
Mission. An organization may consider a quality
improvement investment in light of its relevance to
the organization’s mission. An organization might
base a business decision partly on the mission of
the organization, even when a portion of the mis-
sion may not be aligned with organizational finan-
cial objectives. For example, a hospital or health
plan may choose a specific investment because the
initiative aligns with its mission to improve the
health status of people in the communities it
serves. The larger the impact of the quality
improvement initiative in terms of improved med-
ical outcomes, and the greater the certainty of the
entity’s ability to achieve the improved outcomes,
the stronger the business case will be. Health care
organizations make a business case that they have
an obligation to these initiatives, sometimes regard-
less of cost so long as they do not threaten institu-
tionalized viability.

For example, Excellus Health Plan states that
its quality management program is intended “to
support Excellus Health Plan’s mission by con-
tributing to, and being recognized for, improving
the quality of life in the communities in which it
serves.”= Similarly, a commercial HMO medical
director in Massachusetts once stated that his
organization was committed to eftecting improve-
ments in quality of care for Medicaid enrollees
because it was the plan’s stated mission to serve all
segments of the community.

Group Health Cooperative sustained its
tobacco cessation program despite several years of

operating in the red. Cheryl Scott, Group Health’s
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chief executive officer during difficult financial
years, noted the difference between the clear eco-
nomic case proving that tobacco cessation saved
money in the long run and the traditional business
case approach of looking to see if the premium
decreased as a result of the cessation program.—
Louise Liang, chief operating officer and medical
director of Group Health from 1997 to 2001,
commented on why she thought the cooperative
had maintained this program over a difficult time
period: “To an amazing degree, because it’s the
right thing. This is an example of why Group
Health is such a wonderful clinical environment,
you would never be asked to do the wrong
thing"~

10. Impact on Internal Culture. An
organization might base a business decision on the
message that a particular quality improvement
investment sends throughout the organization. In
this case, an organization assesses the likelihood
that a highly visible quality improvement initiative,
or series of initiatives, will motivate staft and
providers not only to improve performance in the
targeted areas, but also to help create an internal
culture that promotes quality and excellence. This
internal culture could also be viewed as helping to
improve employee and provider morale, thereby
increasing staft retention, reducing hiring and
retraining costs, and energizing the physician and
nurse managers in their roles as champions of the
organization’s overall quality improvement initia-
tives and goals.

Sharp HealthCare in San Diego, an inte-
grated, regional health care delivery system,
launched what it refers to as “The Sharp
Experience” in 2001, dedicating itself to “transform-
ing the health care experience for employees, physi-
cians, and customers.” According to Michael W.
Murphy, the president and CEO, “This focus on
purpose, worthwhile work, and making a difterence
lit a spark within Sharp team members that has led
to increased employee, physician, and patient satis-

faction, enhanced loyalty, and improved outcomes.”=
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CONCLUSION

A framework for a systematic assessment of a busi-
ness case involves financial, strategic, and internal
considerations in light of an organization’s mission
and objectives. ROI is perhaps the most com-
pelling business case. In some cases, the strength of
the ROI argument alone may be sufficient for an
organization to make a quality improvement
investment decision. In health care, however, the
availability of clear, positive ROI evidence is the
exception rather than the rule.

The business case framework outlined in this
issue brief provides a mechanism for an organization
to consider a broad set of factors affecting a business
case for quality. Not all factors will be applicable to
every organization or to every quality improvement
initiative being evaluated. In addition, organizations
will weigh the specific factors differently.

Finally, a note regarding the role of health
care purchasers: Purchasers have a responsibility for
creating business cases for quality. As a condition of
participation, they can expect minimum contract-
ing standards and consider only higher threshold
preferred providers. Purchasers need to create
more financial and nonfinancial incentives for
health care organizations to improve the quality of
care. At the same time, they would be wise to
eliminate incentives that impede quality. Incentives
should extend through the entire chain, from pur-
chaser to health plan to hospital and physicians. To
enhance the business case for quality, performance
incentives need to be meaningful for a broad set of

providers across a range of indicators.
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