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Designed to Adapt: The New Competitive

Advantage in Healthcare
By John W. Kenagy, MD, MPA, Director, Kenagy & Associates, LLC

reat new technol ogies promisewonderful improvementsin patient care.

But improving patient caremeanssomething will bedifferent, i.e., patient

carewill change. Affecting certain kindsof change, evenin placeswith
strong, dynamic leadership, isalot harder than most peopleredlize.

For example, most organizationsare great at improving what they arewell
designedto do. Theessenceof top-notch management isto not reinvent thewhed;
when you find something that works, repeet it and improveit.

Therefore, high performance organizationsidentify what they are successful at
and makeit better. Usually theseimprovementsareincrementd, but they may be
highly crestive, leading to new businesses, wonderful benefitsto humankind, power
for thecompany and profitability. Thebusnessjournadsof every industry document
these advances and the persona storiesof the peoplewholed them. So changeisn't
so hard—or isit? Hereisthe problem and the solution.

Successful companiesdon't reinvent thewheel becauise they want economies
of scalebased on what worksfor them, their "wheel." Therefore, they establish
organizational DNA — structures, processes, technology and methodsthat keep
turning and improving thefunctionality of their "wheel." Andthey hireandtrain
peopleto devel op the habits, behaviorsand valuesthat fit the structures, processes,
technology and methodsthat keep turning and improving their whed.

Thebest companiesusudly cannot bebest at what they know how to do because
successisembedded intotheir DNA. For example, no software company chalenged
Microsoft and General Motorsdominated car manufacturing for decades—until
they had to reinvent the wheel. Google and Toyota created "new wheels" for
successintheir respectiveindustriesand Microsoft and GM, despitetheir know-
how and financia clout, havefound it impossibleto change enough to compete.
Googleand Toyotaare Disruptivel nnovatorsand that givesthem ahuge competitive
advantage.

Reinventing thewhedl meanschanging organizational DNA. That'sthekind of
change! amtalking about: working and thinking differently. Thedataand research
areoverwhadming—thisisredly hardtodo. Asamaitter of fact, Clayton Christensen,
my mentor at Harvard Business School and thefather of Disruptive Innovation,
studied hundredsof industry transformations, and says, " It'salmost impossible.”

That might beaproblem for your healthcare organization. You canimplement
new technology and build new buildings, but making abig return on these new
assetsmeansmaking fundamenta changesto deeply ingrained methodsandin how
peoplethink and act. Andthat'shard. Here'sthe good news; you candoit!
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Designed to Adapt: The New Competitive Advantage in Healthcare (Continued...)

| speak from experience. If it's"amost impossible,”
that meansit'spossible. For thelast 10 years, my colleagues
and | at Kenagy and Associates (K&A) have been
expanding the possible by discovering and doing what it
takesto change organizational DNA and peoplesmindsin
healthcare. Imaginethedifference.

Imaginewhat would happenif you could quickly and
effectively change peoplesmindsand behaviors. Yes, you
canimagineresults, acan-do spirit and innovation. And,
yes, itispatient-centered and hasde-free. Surprisingly, it's
not al new becauseabig part of changing your DNA isnot
implementing, cutting back or diminating but rather renewing,
revitalizing, rejuvenating, even reinventing, what worksin
healthcare. All you haveto do isadapt. These arethe
rules

1. The established structures and systems of high
performing organi zationsand thehabits, behaviorsand
valuesof peopleembedded withinthem dwaysdow,
stall and usually stop adaptive change. That'sthe
problemwith aDisruptivelnnovation. Acceptit. It's
real. You need to get outsideyoursdlf toadapt ... and
that'sgood.

2. Why it'sgoodisthat your future competitive success
isnot dependent onwhat you aredoing now, but rather
on how you adapt what you do to constantly changing
opportunities. That'sAdaptivennovation. Getting
outsideyourself and your current capabilitiesisnot
bad —it'sgood. Andweknow you candoit. The
thirdrulefollowsnaturdly:

3. Thosefew organizationsculturally and operationally
"designedto adapt” (it'sbuiltinto their DNA to adapt
and change) have bulletproof competitive advantage
incomplex, dynamic environments. You can become
the Google or Toyotaof heathcare.

What K& A hasdiscoveredisthat changingyour DNA
isnot rocket science. Superior performance and peace of
mind are the result of changing peopl€'s thinking and
expectations about the work and how it is done. The
evidenceisclear: to achievelasting results, you can't just
change"things,” likefacilities, product lines, technology or
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org charts; it meanshaving the capacity to changeminds
and develop people. It meansbeing "designed to adapt”
and that'sAdaptive Design®.

Adaptive Design® isasimple, balanced approachto
changing your DNA. It takes a frontline focus and
management |eadership becausethat iswherethevaueis
added. In every organization, we have found Adaptive
Design adirect extension of what management iscurrently
trying to do. It'sjust that trying harder isnot the answer.
You havetofollow smplerulesto makethedifference.

My first book will be published thisFall detailing the
unique manageria methodsthat have madehighly adaptive
companieslike Toyotasuccesstul. It'snot just leanindustria
engineering that has madethe differencefor Toyota. As
Fujio Cho, Toyota's chairman of theboard, says, "No mere
process can turn apoor performer into astar. Rather you
have to address your employee's fundamental way of
thinking." If youwant performancelike Toyota, you have
to Lead Like Toyota.

L eading like Toyotameans changing people€'sminds.
Adapting. Adapting by design. Adaptive Design®. Weaich
futureFYAsfor moreinformation and know-how from Dolly
Bellhouse, other membersof our team and from me. We
will giveyou theevidence-base, skillsand toolsfor creating
competitive advantage based on adaptive capacity.

Wewill focusnot so muchon"whattodo.” Youknow
what to do to succeed —deliver higher quality, safer, more
flexible, muchlower cost hedthcare. Theproblemwesolve
is "how to do it." Our group helps to develop your
organizational DNA to be"designed to adapt.”

For more information, contact me at
jkenagy @kenagyassociates.com and remember what
Aristotlesaid, "Wearewhat we do
repeatedly. Excellencethenisnot
an act, but ahabit." So, makeita
habit for your organization to
repeatedly, relentlessy adapt.

©2008 John W. Kenagy, MD, MPA,
Director, Kenagy & Associates, LLC
(K&A)
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Recovery Audit Contractors Set Pilot Program
By Arlene F. Baril, MS RHIA, Executive Vice President, HIM Services, PHNS

What follows is an overview of the Recovery Audit

Contractors program. You should have a basic
appreciation of the program because eventually it will affect
your institution. Thisreview could be valuableto sharewith
your chief financial officer and your business staff.

The Recovery Audit Contractors (RAC) pilot program
was developed as a three year demonstration to identify
improper Medicare payments. Section 306 of the Medicare
Modernization Act directed CMS to investigate Medicare
claim paymentsusing RACs. CM S plansto havefour RACs
in place by 2010 and expand the program to al 50 states.

Cdlifornia, Florida and New York were selected as the
demonstration states. The RACs focused on services from
October 1, 2001 to September 31, 2005. Thereviews consist
of: Part A DRG Reviews, Part A & B payment errors based
solely on claims data and Part B DME, Drugs and Renal
Dialysis where medical records are reviewed.

The RAC may attempt to identify overpayments/
underpayments that result from:

e |ncorrect payment amounts

Non-covered services (not reasonable and necessary)
Incorrectly coded services

Duplicate services

Medical unlikely edits

Technical denialsfrom complex medical reviews
Incorrect units of service

I t'stechnical andit'sdetailed. And most of al it'simportant.

The RAC may NOT identify overpayments/
underpayments that result from:

e Claims previously reviewed by another Medicare
contractor

e Clamsinvolvedinapotential fraud investigation
e Hospice and Home Health Services

e Incorrect level of physician Evaluation and Management
Code

e Claimspaid or denied in the current fiscal year.

e Claims where the Medicare program does not have
authority to reopen the claims

e Claims where the beneficiary is liable for the
overpayment because the provider is without
fault with respect to the overpayment
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Random selection of claims is prohibited. Each RAC
had to develop proprietary algorithms. The RAC must use
the post-payment review process. The RAC may review
medical records onsite or request copies. RACs will pay for
record copies.

After identification of an overpayment, the RAC will issue
awritten demand letter. All payments to the RACs shall be
paid only on a contingency fee basis, based on the principal
amount of the collection. The RAC shall offer the provider
the ability to repay the overpayment through an installment
plan up to 12 months. The RAC shall not have any authority
to compromise or settle an overpayment. If a provider
voluntarily discloses an overpayment after the RAC issuesa
demand letter or arequest for medical record, the RAC will
receive a discounted contingency fee. For unsolicited/
voluntary refunds, the RAC shall not receive a contingency
fee. Providers are given 15 days from the date they receive
animproper payment letter from aRAC torefute the charges.

The following are changes to the permanent RAC
program:
e Thelook back period isthree years

e The RACs cannot review claims paid before October
1, 2007

e RACscan review current fiscal year claims

e CMS will set mandatory limits on medical record
reguests

e EACH RAC must have certified coders (CPC or CCYS)

e Discussion with the RAC Medical Director regarding
claim denialsis mandatory if requested by providers

e Frequent problem areareporting is mandatory

e RACs will have to pay back the contingency fee if
they lose at any level of the appeal process

e FEach RAC must provide a web-
based application for providers to
update contract information or
review the status of cases

e A uniform external validation
process will become mandatory

ArleneF. Baril, MS, RHIA, Executive
Vice President, HIM Services, PHNS
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Microsoft Partners with Kaiser on Patient Data

entering acollaborative pilot project with Mayo Clinicand
New York-Presbyterian Hospital. The project involved a
consumer-controlled personal health record.

Last week Microsoft announced a similar pilot project
involving the 156,000 employees of Kaiser Permanente. The
test will run until November. If it's successful, Kaiser will
offer Microsoft's Health Vault personal health record serviceto
8.7 million membersin ninestatesand the District of Columbia

There are several companies offering personal health
records on the Web, but Microsoft and Google, two of the
largest technology companies, bring the potential to speed up
the adoption of electronic health records (EHR). EHRs are
considered animportant tool inimproving thequality of medical
care and containing costs.

Today, most EHRs are maintained by health providersand
insurers, allowing individuals access to their records through
the Web. But those records are typically controlled by the
ingtitutions, and are not portable when aperson changesinsurers
or health providers or moves to another part of the country.

TheMicrosoft partnershipwith Kaiser issignificant because
of Kaiser's size and its reputation as an innovative user of
information technology.

The New York Times offered thisbackground: "Inthemid-
1990s, Kaiser began offering its members the ability to ask
health questionsto nursesover the Web. Inthelast few years,
it hasgone much further with itsWeb-based My Health Manager
personal health record, which enables patients to make
appointments, send e-mail questions to doctors and place
prescription ordersonline.”

The adoption of Kaiser'sinternal health record isgrowing
at 100 percent ayear, with 2.25 million patient membersusing
it to date, according to Kaiser'svice president for online services.

Linking the consumer-controlled personal health record

I n the last issue of FYA, we featured a column on Google

with the Kaiser record creates an opportunity to sharing and
supplementing information from the Kaiser system with other
persona hedthinformation. Theproliferation of personal health
monitoring machines, from blood pressure machines to
pedometers, could beincluded, along with records of diet and
exerciseroutines.

According to health experts, the god isto give people useful
information so they can be more activein managing their own
health. The biggest payoff would be in improving the self-
management of chronic ailments, like diabetes, asthma,
congestive heart disease and hypertension, which account for
the mgority of the nation'shealthcarehill.

f N

About
|: TrendLeader ]
Connections
FYA - For Your Advantage is brought to you
by TrendLeader Connections. The function of
TrendLeader Connections is producing
educational materials and seminars that help
healthcare executives differentiate between fads

and trends; and making connectionswith " Trend
Leaders' withinthe hedthcareindustry.

We are committed to delivering new
perspectives and ideas, creative and innovative
healthcare solutions, provocative concepts and
quality educational materialsto today's heathcare
leaders. Wewant to concentrate on "what comes
after what comesnext.”

About

The HealthCaring Sclution

PHNS is an innovative healthcare services company providing strategic

% PHNS outsourcing services in information technology, health information management

and recei vables management to over 400 hospitals. PHNSisnot aconsultant, vendor

or software company but apartner, asolution. PHNS understands healthcare because our partnersare healthcare
and healthcare only. Unlike its competitors, PHNS strategically aligns itself with a hospital's clinical and
financial goals and objectives. Through its unique business model, PHNS reduces costs by aggregating,
consolidating and sharing resources among its participating hospital partners. PHNS helps hospitals manage
information systems, computer technology, patient records, coding and patient billing to improve patient care,
safety and efficiency and increase profitability and efficiency. For more information, visit www.phns.com.
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