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T he healthcare field is 
entering an era of dra
matic change. As costs 
escalate, the delivery 
system grows more 

f ragmented, and the n u m b e r of 
uninsured and underinsured Ameri
cans increases, organizations through
out the United States have begun to 
call for basic reform of the healthcare 
system. 

Several national organizat ions, 
including the American Hospital 
Association (AHA) and the Catholic 
Health Association (CHA), have presented work
ing reform proposals advocating coordinated 
regional healthcare delivery systems (see also 
"Organized Systems of Care," Health Progress, 
October 1992, pp. 22-28). AHA refers to these 
as community networks, while CHA refers to 
them as integrated delivery networks (IDNs). 

INTEGRATED 

DELIVERY 

NETWORKS 

Under such systems, a number of 
healthcare organizations would be 
linked or affiliated with each other 
to provide efficient, high-quality 
care. Generally, persons in a given 
area would enroll in one of several 
competing networks that serve their 
region. In certain cases, such as in 
rural areas, only one network may be 
available. 

O n e of the major differences 
between these networks and current 
multi-institutional systems is that 
the latter are actually often chains 

rather than genuine systems. In a chain, each 
component delivers the same product or service. 
The proposed regional networks, on the other 
hand, would provide a full continuum of services 
and programs from prevention through aftercare 
and long-term care, and from primary through 
tertiary care. Each network would coordinate 

S u m m a r y As costs escalate and the 
delivery system becomes more fragmented, organi
zations throughout the United States have begun 
to call for basic reform of the healthcare system. 
Several national organizations, including the 
American Hospital Association and the Catholic 
Health Association, have presented working pro
posals advocating coordinated regional healthcare 
delivery systems. The proposed networks would 
provide a full continuum of services from preven
tion through aftercare and long-term care, and 
from primary through tertiary care. 

In the past few years, providers themselves have 
begun to see the value of cooperative efforts. 
Collaborative ventures such as group purchasing 
and sharing mobile equipment have increased as 
hospitals look for ways to reduce costs and control 

overhead. Mergers and affiliations are also becom
ing more common. 

As they develop, different networks will allow for 
various kinds of interrelationships among compo
nents. In general, these systems will provide high-
volume, low-cost services at a number of sites and 
low-volume, high-cost services at a central loca
tion. Secondary and tertiary campuses will focus 
increasingly on specialty care, and as volume 
increases at primary campuses, secondary and ter
tiary organizations will establish more primary affil
iations. 

To make the transition from a competitive to a 
cooperative healthcare delivery system, providers 
will have to reexamine their mission and values 
and, in many cases, refocus their vision of the 
future. 
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relations among hospi
tals, physicians, home 
heal thcare agencies , 
nursing homes, public 
health d e p a r t m e n t s , 
voluntary agencies , 
wellness p rog rams , 
hospices, schools, and 
clinics. 

COOPERATION VERSUS 
COMPETITION 

T becoming more com
mon. 

As these cooperative 
ventures increase, how
ever, several drawbacks 
will become apparent. 
Individuals and specific 
facilities will have less 
independence, control, 
and power over opera
t ions, and some suc
cessful i ndependen t 

One of the purposes of facilities will become 

he focus is 

shifting to a model 

that emphasizes full-
creating these networks 
will be to p r o m o t e 
coopera t ion a m o n g 
providers and t h u s 
reduce costly and un
necessary duplication of services. Such systems 
will be mission driven and provide high-quality, 
outcome-oriented continuum of care services. 
Universal coverage will open access to everyone 
in the community, which is the essential goal of 
the CHA proposal. 

During the 1970s and the 1980s, economists, 
the major proponents of a competitive healthcare 
marketplace, assumed that competition would 
keep prices and charges low. However, unlike in 
the general marketplace, where those who pay for 
a service also use it, healthcare consumers rarely 
pay directly for the services they receive. This— 
along with the increased cost of technology, poor 
design, ovemtilization, profit incentives, and the 
"sweepstakes''' awards for malpractice suits—has 
caused healthcare costs to skyrocket from 7 per
cent of the gross national product in 1970 to an 
estimated 13.4 percent in 1992. 

Not only has competition failed to hold down 
costs; it has reduced, if not eliminated, communi
cation and cooperation between providers in an 
already fragmented marketplace. By forcing most 
providers to operate independently—and thus 
duplicate services, equipment, overhead, and 
facilities—competition and profit incentives have 
reduced efficiency, increased costs, and some
times even lowered the quality of care. 

By 1990 many had come to see that only 
through cooperative effort—in which providers 
share incentives, rewards, and risk—could health
care costs be controlled. And in the past few 
years, the value of collaboration has become 
increasingly evident. Collaborative ventures such 
as group purchasing and sharing mobile equip
ment , which have paid d iv idends to bo th 
providers and the general public, have increased 
as providers look for ways to reduce costs and 
control overhead. Mergers and affiliations are also 

spectrum healthcare. 
less attractive. How
ever, the advantages 
will far outweigh the 
d isadvantages . Net
works will increase effi

ciency, improve overall quality of care, and afford 
patients better access to care. Networks will also 
facilitate care management throughout the con
tinuum of care and between levels of care. 

Another factor motivating providers to pursue 
cooperative efforts is the anticipation that the 
government will at some point force, through 
incentive and risk changes, movement to inte
grated networks, a direction in which Canada is 
also headed. The potential for mandated changes 
in the payment system favoring managed care on 
a capitated basis, along with the possible creation 
of a preferred model for community networks, 
will prompt existing providers to move to new 
levels of regional systems. The rapid grassroots 
development of regional systems in local areas 
throughout the United States is another sign that 
our healthcare system is moving in this direction. 

REGIONAL NETWORK MODELS 
Regional systems will share some basic character
istics but will evolve initially into several alterna
tive models. The focus in healthcare is shifting 
from an emphasis on treating illness and disease 
to a model that emphasizes full-spectrum health
care. Thus hospitals will usually be at the center 
of the new networks, but they will not necessarily 
control them nor be the major component. 

AHA has suggested that regional networks: 

• Provide comprehensive services from primary 
through tertiary care 

• Offer a full continuum of services from pre
vention through aftercare and long-term care 

• Charge persons enrolled a single annual fee 
In addition, AHA has proposed that persons 

be free to choose from among available networks 
(except in rural areas) and to change or reenroll in 
networks annually. CHA has proposed similar cri
teria for IDNs. 
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R E G I O N A L N E T W O R K S 

Different networks will have various kinds of 
interrelationships among components. Network 
executives will ensure that all components func
tion as part of the system, and a network-level 
coordinating body will make strategic and opera
tional decisions, including decisions on pricing, 
protocols, quality assurance, and audits. 

A number of steps are critical to the success of 
the cooperative process necessary to form a viable 
network. Providers involved should ensure that 
they: 

• Educate boards, administration, and medical 
staff 

• Define the rules of the game 
• Define levels of cooperation 
• Outline options and alternatives 
• Outline risks and implications 
• Outline benefits 
• Outline options for community networks 
• Perform fact-finding tasks 
• Define who directs the process, and to whom 

the outcomes and the recommendations are pre
sented 

Deciding which services and technologies to 
duplicate and which to centralize will be a key 
operational decision for network executives. In 
general, systems will provide high-volume, low-

cost services at a number of different sites and 
provide low-volume, high-cost services at a cen
tral location (see Figure below). Primary care 
makes up at least 80 percent of all healthcare ser
vices, so a number of primary care centers will be 
located t h r o u g h o u t the ne twork ' s area. 
Secondary and tertiary campuses will focus 
increasingly on specialty care, and as volume 
increases at primary campuses, secondary and ter
tiary organizations will develop more primary 
affiliations. To reduce costs, networks may con
tract (or outsource) for such services as house
keeping, security, pharmacy, and even computer 
and certain high-cost testing services. Therefore 
certain tertian' components, such as transplant 
services, will be able to serve more than one sys
tem. 

Regional networks will require centralized 
planning and coordination, but all involved par
ties will have a voice in system opera t ions . 
Refocusing on the persons being served will 
reorient planning from market share strategies to 
more complete analyses of user health and human 
service needs. 

Physicians will be viewed as partners in the 
overall enterprise and in tegra ted to ensure 
smooth referral within the network. Networks 

NETWORK PROVIDER INTERRELATIONSHIPS 

PRIMARY 

PRIMARY 

PRIMARY 

SECONDARY SECONDARY 

TERTIARY 

SECONDARY SECONDARY 

PRIMARY 

PRIMARY 

PRIMARY 

PRIMARY 
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will also establish clear criteria for entering and 
leaving the system, as well as for replacing com
ponents that have left. A variety of organizational 
structures will be used (see Box). 

Organizational and corporate structures will 
vary from modest agreements to formal affilia
t i o n s and m e r g e r s . A c o o r d i n a t i o n board 
including board members, administrators, and 
physicians might oversee the entire network 
with separate executive bodies managing the-
network's primary, secondary, and tertiary ser
vices. Incorporating physicians into executive 

bodies at every level of the organization will be 
critical to ensuring smooth referral among sys
tem components. 

NEW INCENTIVES 
The present system is geared to a "The more you 
do , the more you get" philosophy. Under the 
new system, the incentive will be to intervene 
early to prevent illness and disease—a strategy for 
financial solvency that almost totally reverses cur
rent arrangements. This approach also incorpo-

Continued on next page 

INTEGRATED 

DELIVERY 

NETWORKS 

ALTERNATIVE CORPORATE STRUCTURES 
The organizational and corporate structures of networks will 
vary widely from loose agreements to formal affiliations and 
mergers. In many cases, which structures to use will depend 
on the degree of trust, familiarity, and cooperation the 
involved parties have established. As these relationships 
mature, the components of the organization can become 
more completely integrated. 

The Level I figure displays a possible structure for 
providers just beginning to pursue collaborative ventures-a 
network in which primary, secondary, and tertiary organiza
tions share services. 

Level I 

Primary 
hospitals 

Secondary 
hospitals 

Tertiary 
hospital(s) 

Medical 
staff 

Medical 
staff 

Med ca; 
staff 

SHARING 

• Shared support services 

• Laundry 

• Purchasing 

• Managed care referral 

At a more advanced level of integration (Level II), a net
work coordinating board would represent all components, or 
at least the primary, secondary, and tertiary facilities. This 
arrangement would allow for more networkwide planning and 
collaboration, facilitating collaborative efforts among network 
components. 

Level II 

Network coordinating board 
Board, administration, medical staff 

Primary 
hospitals 

Secondary 
hospitals 

Tertiary 
hospital(s) 

Medical 
staff 

Medical 
staff 

Medical 

ADDITIONAL 
INTEGRATION 

i Overall system planning 

i Managed care products 

i Selected delivery sites (e.g., 
cancer) 

A more fully integrated structure (Level III) would incorpo
rate physicians into the network at every corporate level and 
allow integration of freestanding ambulatory clinics. 
Organizations using such a model would be well prepared to 
administer capitated managed care plans and control costs 
of care. 

Level III 

Network corporate board 

PrimaiV CornnHarv Tortiarv 

hospitals hospitals 

Physician 
integration 

hospital(s) 

Ambulatory 
centers 

ADDITIONAL 
INTEGRATION 

• Integrated management 
and finance 

• Advanced managed care 
products 

• Integrated delivery 

An Alternative Level III model is an approach currently 
being used by five Ohio hospitals, each of which owns 20 per
cent of the network corporate office. This consortium is mov
ing into a planned network system with each hospital, regard
less of size, having equal power and representation. 

Level III (alternative) 

Network corporate office 

Hospital Hospital Hospital Hospital Hospital 

For a network to develop effectively, multidirectional rela
tionships must evolve among primary, secondary, and tertiary 
providers; physicians; and other system components. The 
ability to effectively integrate, coordinate, and apportion ser
vices, programs, technology, and strategies will be critical in a 
system where reimbursement is capitated. 

Successful cooperation will also require skillful negotia
tion, mediation, and consultation. These organizational struc
tures will be viable only if all parties involved strive to develop 
a common vision and mission. 
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Wherever They Go 
Ten Million 

Adult Americans 
Look For This First. 

WOMEN 

One in every twenty-five adult 
Americans has a bladder control 
problem. And 85% of those are 
women. But studies show that 
only one in twelve people sees a 
doctor for help, despite the fact 
that this problem can be treated. 

No Drugs, No Surgery 
Now it is easier than ever to do 

something about your bladder con
trol problems. A recent study spon
sored by the National Institute on 
Aging and featured in the Journal 
of the American Medical Associatim 
shows that a six-week program of 
bladder training can be effective. 

Losing control of your bladder 
is not something you should "just 
put up with." See your nurse or 
doctor today to find out more about 
bladder training and other ways to 
manage bladder control problems, 
or send for our free brochure. 

You owe it to yourself. 

This program made possible through the cooperative efforts 
of the Alliance for Aging Research, The Commonwealth 
Fund, and the National Institute on Aging. 

FOR A FREE BROCHURE 
about this new program that can 
reduce bladder control problems in six 
weeks, without drugs or surgery, 

Mall to: 
Alliance for Aging Research 
2021 K Street. NW, Suite 305 
Washington, DC 20006 

City State Zip 

Dcpt. HP 

REGIONAL 

NETWORKS 
Continued from page 23 

rates an atti tude more compatible 
with the goal of providing the best 
possible care using available funds 
and resources. This mandates a coop
erative network of providers with a 
focus on prevention and alternatives 
to costly intervention. 

The movement toward cooperative 
ventures will have a significant impact 
on all involved in healthcare. In the 
long run, it should be beneficial to 
those who use and provide health ser
vices, as well as to those who pay for 
t hem. But in the near t e rm, the 
changes will often create difficulties— 
particularly for organizations that are 
unprepared. 

To make the t ransi t ion from a 
competitive to a cooperative health 
care delivery system, providers will 
have to reexamine their mission and 
values and, in many cases, refocus 
their vision of the future. They must 
also be prepared to address possible 
legal and policy barriers (e.g., anti
t rus t ) to col laborat ive ven ture . 
Executives must become aware of the 
organizational and corporate struc
tures best suited to the new realities 
within healthcare and learn the nego
tiation, mediation, and consultation 
skills that will enable them to work 
effectively with others. At the same 
time, healthcare employees must be 
given the kind of training and educa
tion necessary to adapt to the new 
corporate cultures and organizational 
structures. Forced integration will not 
succeed. 

The question is no longer whether 
to develop regional systems bu t 
which model to use and how quickly 
it should be implemented. Missions 
of service will once again be the pri
ority in the new era of delivery. Mam 
have finally realized that competition, 
profitability, and market share are 
results of a mission-driven vision and 
commitment, not the goal. An orga
nization's mission, vision, and faith in 
its delivery design will be its bridge to 
success. D 

F I N A N C I A L 
M A N A G E M E N T 

Continued from page 19 

Overall, 198 respondents reported 
they did have an operating policy 
requir ing that cash d iscounts be 
taken, and 77 reported they did not. 
(Six participants did not answer the 
question.) Thus, although most hos
pitals consider the availability of cash 
discounts to be relatively unimportant 
in the vendor selection process, many 
still view it as significant enough to 
merit routinization once a vendor has 
been chosen. 

Of the 77 hospitals with no routine 
policy for taking vendor cash dis
counts, only 11 reported that they use 
a formula, such as the one presented 
earlier in this article, to determine 
whether a particular discount is worth 
taking. 

A SIGNIFICANT OPPORTUNITY 
The fact that most hospitals do not 
consider the availability of cash dis
counts to be an important factor in 
vendor selection suggests that many 
of them are overlooking a significant 
oppor tun i ty to minimize routine 
operating costs and expenses. The 
tendency to give more weight to cer
tain other considerations indicates 
that hospitals may overvalue nonfi-
nancial, subjective factors in dealing 
with vendors. Perhaps it would be 
more product ive for hospitals to 
emphas ize cost con t a inmen t , an 
essential ingredient of which would 
be to use cash discounts. 

The efficient use of resources 
requires that hospitals, regardless of 
size or profit orientation, take advan
tage of financial concessions that facil
itate ope ra t ions and ult imately 
improve the ability to serve the pub
lic. Unless conditions make it impossi
ble to do so, hospitals should strive to 
take advantage of this concession, o 
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