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How (not) To Diffuse An Innovation: Part One
By John Read and David Sundahl

eral yearsago David bought asimple, very reliable heart-rate monitor

HRM). Heusaed theHRM and hiscycdlo-computer (essentialy asmdl digitd

ometer) totrack hisprogress. After thistrusty HRM died, hedecided

on areplacement device with morefeatures: anew, high-tech cyclo-computer

advertised asthe ultimatetraining tool for seriouscyclists. It provided dataand

reportsnot only on speed, but aso cadence, power, heart-rate, cal oric consumption
andmore.

After using the new gizmo on afew rides, hewas disappointed to discover it
wasapoor replacement for the HRM and speedometer.

Previoudy, he had been ableto ride along and check his speed and heart-rate
withaquick glanceat hiswrist (HRM) and the bike (computer). Although both
functionswere now in asingle device, he couldn't check them at the sametime.
Rather, he had to push a button twiceto switch between speed and heart rate. A
small thing, but thisand the complexity of the advanced features caused himto
reingal hisold computer and buy thelatest mode of hisold HRM. Someoned se,
hethought, can taketheearly-adopter'sjob of figuring out how to make good use of
great featureshefdt hedidn't really need.

Most peoplehavehad smilar experiences. Webuy thingsthat promiseto make
usbetter at what we do, only tofind they are needlesdy complicated or don't of fer
atrueadvanceover the statusquo.

Thiscolumn and two moretofollow will addressdiffusion of innovation—that
is, how innovationsbecomemorethan cool ideasor thetoysof gadget freaks. This
columnwill outlinethebasic principlesof successful innovation and diffusion; the
second will present acase study indiffusion; thethird will provide practica advice
about how to start innovating and diffusing thoseinnovations.

Successful I nnovation

Thefirst issueto consider iswhat makesfor successful innovation. Clearly,
thereisno magic formula—otherwise, al products and serviceswould be better
thanthey are. Neverthel ess, there are somethingsthat can help guideinnovatorsin
theright direction.

1. Trial anderror. Experienceisadwaysagood teecher. Trueinnovatorsshould
not feer failure becausethekeysto successareoften hiddenwithin our missteps.

2. Feedback. Successhasmany parents, and few thingsare as powerful asthe
indghtsand observationsfrom usersof innovations.

3. Continuous Improvement. Most great innovations are not a one-time
phenomenon. They evolveovertime. Successful innovatorscongtantly seek
toimproveor re-invent their product or services. Continuousimprovementis
the secret tolong-term success.

(Continued...)
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How (not) To Diffuse An Innovation: Part One (Continued...)

Why (successful) diffusion matters

Good innovationsthat aren't used are at best uselessand
at worst dangerous. Consider, for example, process
innovations, often referred to as"best practices.” Ontheone
hand, if best practicesregarding, say, scheduling don't spread
throughout an organization, there may be noimmediate (or
even long-term) consequence. Maybe no one in the
marketplace adopts the best practices, keeping the playing
field level. Or maybe the market changes so radically that
scheduling isof no consequence (think: dot-com bust). The
failure for innovationsto diffuse may simply have no real-
world effects.

On the other hand, the failure of certain process
innovationsto be adopted isdangerous. Although best practices
for prevention of peri-operativeinfectionsarewell known,
peri-operativeinfections harm, even kill many people each
year.

Diffusion matters because successful diffusion of good
innovationscanimproveour lives.
Rogers criteria for successful diffusion

In his book, Diffusion of Innovations, Everett M.
Rogersoutlinesthe five most salient features of innovations
that are successfully diffused.

1. Relative Advantage: Do (potential) users see the
Innovation as conferring some advantage over existing
solutions?

2. Compatibility: Do (potential) usersseetheinnovation
asbeing compatiblewith existing practicesand values?

3. Complexity: Do users see the innovation as being
relatively easy to understand and use?

4. Trialability: Can userstry theinnovation out before
committing to more?

5. Observability: Canusersseetheinnovation'sbenefit
to others?

The cyclo-computer, for example, got good marks for
relative advantage and compatibility, but on the last three
criteriait scored poorly. It wasn't particularly useable; David
couldn'tincreaseitsuseincrementally; most of al, hehad no
way of observing the connection between the cyclo-
computer's use and its benefits. Peri-operative infection
control measures scorewell on everything but trialability and
observability. In general, the prevention practices do not
incrementally increase peopl€'scommitment and use of them-
-either you do themor you don't. What'smore, the connection
between cause and effect is distant, making it difficult for
would-be usersto muster thewill to implement them.

Wed like to enlist your help in this discussion. Use
Rogers' framework to evaluate your own experiences
diffusing innovations. Then e-mail us your examples of
innovationsthat worked (or didn't) and why. We'll pick one
or two from among them to add to our second and third
columns.

John Read and David Sundahl are associates at Kenagy
Associates and can be reached at jread@kenagyassociates.com
and at dsundahl @kenagyassoci ates.com.
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PHNSisaninnovative hedthcare servicescompany providing strategic outsourcing
servicesininformation technol ogy, health information management and receivables
management to over 400 hospitals. PHNSisnot aconsultant, vendor or software

company but apartner, asolution. PHNSunderstands healthcare because our partnersarehealthcareand hedthcare
only. Unlikeitscompetitors, PHNS strategically alignsitself with ahospital'sclinical and financial goalsand
objectives. Throughitsuniquebusinessmodel, PHNS reduces costs by aggregating, consolidating and sharing
resourcesamong itsparticipating hospital partners. PHNS hel pshospitalsmanageinformation systems, computer
technol ogy, patient records, coding and patient billing toimprove patient care, safety and efficiency and increase
profitability and efficiency. For moreinformation, visit www.phns.com.
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Retirement $$$

By: Rick Kneipper, Chief Administrative Officer and Co-Founder of PHNS

funds? For many healthcare providers the answer is —

not very well. The total return for defined-benefit
pension funds for hospitals and other healthcare providers was
7.7 percent in 2005, down from 10 percent in 2004 and 18.1
percent in 2003 according to the recently issued Commonfund
Benchmarks Sudy Healthcare Report 2006. The report studied
the investment practices of 202 not-for-profit healthcare
organizations with a total of $105.8 billion in operating funds
and $45.4 hillion of defined-benefit pension funds in 2005.

Why the major downturn in returns? One of the reported
reasons is that many healthcare organizations still have very
high percentages of their retirement funds invested in low-
yielding, low-risk fixed-income investments and cash
equivalents. Most investment professionals will opine that it
will be difficult for defined-benefit pension funds to meet their
payment obligations to employees without a prudent, but
significant, allocation to equity securities. According to the
report more healthcare organizations are starting to revamp
their investment practices — 82 percent of those responding
said that they had rebalanced their investment portfoliosin 2005
(87 percent for those with portfolios of $500 million to $1
billion) compared to 77 percent in 2004. This rebalancing
included shifts into higher percentages of domestic equities,
shiftsinto international equitiesand alternative investments such
as hedge funds, private capital, venture capital, leveraged
buyouts and distressed debt — although, interestingly, while most
reported that they increased their alternative investment
alocations from 10 percent to 15 percent, smaller providers
with assets between $51 million and $100 million reduced their
alternative investment allocations from nine percent to six
percent.

There aso is a trend away from defined-benefit pension
plans throughout the county and particularly in healthcare. In
1985 there were 112,000 single-employer defined-benefit
pension plans, but by 2004 that number had dropped by almost
75 percent to less than 30,000, according to the ERISA Industry
Committee. In 2005, 21 percent of the 202 organizations that
responded to the Commonfund Report said that they had already
closed or expect to freeze their defined-benefit plans.

When was the last time that your hospital's board did a
global review of your employee retirement plan strategy,
structure and performance? Doesyour retirement plan oversight
committeeinclude amajority of investment experts (thisrequires
sophisticated investment experience, which most board
members do not have)? How long have the expert advisors
and managers for the retirement plans been in place (long
tenures in tumultuous investment markets may mean lack of
proper oversight)? How many investment fund managers do

I I ow well are you caring for your employees retirement
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you have in each asset alocation category and how have they
performed over one year, three year, five year and 10 year
horizons compared to peers? Has there been a review of the
return expectations and return requirements of your retirement
plan? And when wasthe last thorough review of your retirement
fund, including review of the following?

e Actuary performance and reports
e Master trustee or custodian performance and reports

e Independent investment consultant performance and
reports

e Investment policies and asset allocations
e Investment fund managers and performance

These issues can be subject to substantial fiduciary duties
under state law and federal ERISA law and
need to be considered prudently and
thoroughly — more importantly, you owe it
to your employees to be good stewards of
their retirement funds.

I would like to hear your comments.
Send them to:
Richard.Kneipper@phns.com

About
TrendLeader —
[ Connections

FYA - For Your Advantageis brought to you
by TrendL eader Connections. The function of
TrendL eeder Connectionsisproducing educationa
materials and seminars that help healthcare
executivesdifferentiate between fadsand trends,
andmaking connectionswith" Trend Leaders' within
thehedthcareindustry.

We are committed to delivering new
perspectives and ideas, creative and innovative
healthcare sol utions, provocative concepts and
qudity educational materialstotoday'shedthcare
leaders. Wewant to concentrate on "what comes
after what comesnext.”
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END PIECE: Is This the First Step To the Last Step?

wroteabout Wa-Martinthelastissueof FYA.
WWe pointed out that the company had made
headlineswhenit announced that it planed to
cut the cost of generic drugsdrastically —to $4. Now the
largest retailer isback inthe newswith headlinesabout its

new employeehedthinsuranceplan.

The company announced that asof Jan. Litsprimary
health insurance offering for new hireswill be ahigh-
deductibleplanwith premiumsaslow as$11 per pay period
insomearess. After employeesareenrolledinWa-Mart's
coveragefor ayear, they can combinethe high-deductible
planwith ahedth-savingsaccount, which providesthema
tax-free method of setting asidetheir ownmoney —plusa
contribution of upto $2,400 from Wal-Mart —for medical
expenses.

Accordingtothe\Wall Sreet Journal, Wal-Mart critics
seethe new plan asameansof deterring unhealthy job
seekers. They point out that the plan's $1,000 primary
deductibleispricey, evenwithWa-Mart'sincluson of three
freedoctor visitsand threefree generic prescriptions per
year. The planincludesadditional deductiblessuch as
$1,000 for inpatient hospital stays and $300 for
prescriptions. Anditsout-of-pocket maximum--theamount
aninsured employee must spendinagiven year beforethe
company pays 100 percent of further costs—of $5,000 for
individualsand $10,000for familiesishigh.

Eighty-four percent of retailers offer a preferred-
provider organizetion asther primary optionfor employees,
according to the Hay Group. Theaveragedeductibleon
those plansrangesfrom $250t0 $350. Costco Wholesde
Corp., considered by many to provide among the best
employeebenefitsintheretail sector, offersaprimary plan
with premiumsof $15to $25 and deductibles of $200 for
full-timeemployeesand $500for part-timers. Costcostrives
to pay 90 percent of the cost of its premiums for its
employees. Wal-Mart traditiondly has paid two-thirds of
thepremiumsinitsplans.

Wa-Mart claimsthat thelow-premium, high-deductible
planmakesitscoverageaffordablefor moreof itsemployees.
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Wal-Mart thisyear shortened theeigibility wait timefor
part-timeworkersto oneyear fromtwo and allowed their
childrento get coverage. Approximeately 46 percent of Wal-
Mart'sU.S. workersareenrolledinitsplans, compared to
theretail-industry average of 43 percent.

Wal-Mart clamsthenew plan, called theVauePlan,
will sasvemoney for most of itsemployees. Morethan half
of itscovered associates didn't spend enough last year to
exhaust their deductibles, yet they had to pay premiums
higher thanthoseintheVauePlan.

Likeother U.S. companies, Wa-Martlong hassought
methodstoreininrising hedth-carecosts. Accordingtothe
Wall Sreet Journal, Wal-Mart's costs for healthcare
benefitsgrew by 19 percent to $1.5 billion from 2002 to
2005.

Wal-Mart employsmorethan 1.3 million peopleinits
U.S. operations.

The Bush administration has pushed planswith high
deductibles and health-savings accountsto makeinsured
workersspend morecarefully. AndWal-Mart executives
have described aneed for employeesto become " better
consumersof hedthcare." For example, aninterna Wal-
Mart memorandum that was|esked | ast year noted that the
retailer'swork force overuses high-cost servicessuch as
emergency-roomvisitsinstead of lower-cost, preventive
sarvicessuch asdoctor visitsand prescriptions.

Yet, sofar, few employershave embraced the plans.
According to asurvey released last month by theHenry J.
Kaiser Family Foundation, only seven percent of U.S.
employersoffer high-deductibleplansintandemwith hedth-
savings accounts, and only four percent of covered
employeesenroll inthesavingsaccounts. Among retailers,
Target Corp. earlier thisyear added to its offeringstwo
vaietiesof hedth-savingsaccountswith low premiumsand
highdeductibles.

Inthefina andysis, many observersseethesechanges
asthebeginning of the end of employer responsbility for
hedthcareinsurance.
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