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Bringing nationwide knowledge to improve local
healthcare

[ Local healthcare }

Shared goals:
Better outcomes
Safely reducing cost

Joomes  w [ National alliance }

® Affiliates

Owned by 200+ not-for-profit hospitals and health systems
Serving more than 1,900 hospitals and 49,000 other providers
Sharing of clinical, labor and supply chain data for benchmarking
$31 billion in group purchasing volume — largest in U.S.

Highest ethical standards - leading Code of Conduct

Diversity, safety and environmental programs

Recipient of 2006 Malcolm Baldrige National Quality Award
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Quality and the bottom line
PAP as a quality driver
Overview of Premier/CMS P4P project
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Improving quality improves mortality
and costs
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Value Based Purchasing
CMS moving from being a passive to an active payer

Goal: Improve guality and lower costs by rewarding:

* Publicly reported quality information
 Evidence-based healthcare

Generation 1: Pay for reporting:

o Started 10/2004
* Now 27 measures
* Physicians are now also reporting quality measures

g

Tronsforming Healthcare Together



Value Based Purchasing (continued)

Generation 2: Hospital Acquired conditions

"For discharges occurring on or after October 1, 2008, the diagnosis-
related group to be assigned shall be a diagnosis related group that
does not result in a higher payment based on the presence of a
secondary diagnosis code." Deficit Reduction Act, Section 5001, 2005

Hospital Acquired Conditions subject to provision:
eCatheter associated UTI
*\VVascular catheter associated blood stream infection
*Pressure ulcers
*Object retained during surgery
*Air embolism
*Blood incompatibility
eInjuries occurring in hospital
*Mediastinitis
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Value Based Purchasing (continued)

Generation 3: Pay for quality
Now before Congress
*Elements of plan

» A specified percentage of hospital payment would be conditional
on
performance
* Would reward both improvement and attainment
« Would use both financial incentives and public reporting to drive
guality improvement
 Infrastructure - Reporting Hospital Quality Data for Annual
Payment
Update Program (RHQDAPU)
« Revenue neutral — No additional Funding
« Building a "new money" incentive pool from savings
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The business case for quality

e —
Reduced cost per case

Improved access to capital

Reduced liability
| mpro e or s
N 4

e Quality and financial
performance are
inseparable

* As healthcare leaders,
we are equally responsible
for both

Improved outcomes for patients

Faa

Transforming Healthcare Together




The business case for quality

‘ Reduced cost per case .

Improved access to capital

Reduced liability
| mpro e or s
N 4

e Quality and financial
performance are
inseparable

* As healthcare leaders,
we are equally responsible
for both

Improved outcomes for patients

Faa

Transforming Healthcare Together



Payers are going to stop paying for low quality

Starting in October 2008, when a hospital fails to prevent specified
types of hospital-associated infections, payment will be at the rate
for conditions without complications, instead of the higher rate

for conditions with complications

Recent studies state that infection is largely the result of processes
of care, rather than the medical condition of the patients upon admission

- American Journal of Medical Quality,
November 27, 2006

"This one is here for the taking—and it's billions and billions of dollars,”

- Marc P. Volavka
Executive Director,
Pennsylvania Health Care Cost Containment Council

CQ HealthBeat, November 27, 2006
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Publicly reported quality data

* Hospital Compare
e Health Grades i il oW
« HCAHPS ———

HEALTHG \.*\DI:

Frosicisns | Hospitets

R reh H ital: 3 HEALTHGRADES IN THE MEWS.
esearch Hospitals Research Nursing Homes BCH3 NEWS

Gy i ) i N e 3 e i
e s O s o
L.rllrw.‘ States, Department of ) w mo gl sty
Health ~ Human Services Tt | . S

Leading Amurica to Satter Hoalth, Safety and Well-Seing

& Extminne niormaten o e

Hospital Compare - a quatiy ool for sdulis, inclisding paapla with Madicars

. nww
maunmww
UseLargcrFont ) Mol E-mailThis _"-'_"-“*-*"'—'*
e Jourmal
Give youur Doctor & Chackup
About Data Details Resources

S

Current Hews | ¥

SAMES el ¥ iskons | | | Abgul the Surcey |
To Provide Comments of Questions

HeamnGrades Tistinguished Keapitaly’ hve
Lower Mortsty, $udy

Sman Vieys 1o Cit - Mealth Care Costs
o riinia radln.

Find and Compare Hospitals

Currant Maws

o

Wekome to Hosptal Compare. M .nl nmvdu o with mlnunnrm on how well the hosgitals care ® Hospital Process of Care Measures!
for all their adult pasents with ce: infermabien will help yeu compare See how often 8 hospesl gves
the aualky of 6B Pesowals Drovile: s 15 pout Jasies Sboct tes Fearon 13 Mt You, your merded treatments far centain

+ New Page Available: HCAHPS Executive Insi

ight Click on Left-hand Gold Navigation Button

» April 9, 2008 Dats Submeson Deadine Approaching Quickly
family and your friends maka your bast hospial cars decisions. eonditiont of procaduret. » HCAHPS Fact Sheet Has Been Updated
sacn More Inizial Publc Reporting of HOAR I

aspta Campae s created Shrsegth he stz of the Cariars for Medcars & adicad Senices + inual Puble Reporung of HCAMPS Resulis
e s . o+ HEAHPS XML V3.0 £dit Messages Document Pasted

liars ing Care Theough [ofarmaticn. doreniation on ihis wabece has baen' e (L 1 ‘“"_ = - s -
previded Geimaniy by hocpial M have agraad 5 Subme qualey fommaion for Hossital Cemaare to e ol et . & bms:
make puble.

PS 3.0 Release on
s for Janusry 20

jaktyhet Website
)8 and Forward

= Survey of P.mmn Hespital

N nd Patient-Mix Ad e
Find and Compare Hespitals Giparta
Se et hasgial patienss say about the
e thery retened B recart hespral
e HEANPS and s 20/ 1007}

2 More
O August 1, 2007, the Centars for Medicans and Medicare Services (M5 issued  final rube to update the hospital

MPATHAL POAPAC e PEYTHNE ByEtem } for facal yase (Fr) 2000, The frual ne takes 5igrificInt S1aps 1o mprove

the accuracy of Madcard's payment under the 3ute care hospital inpatiant prospective paymEnt system, whit

providing addtional incentives for hosgitals to engage in quality improvemant efforts. In particular, this rule affects the
submission of heapital quakty dats

= Medicare Payment and Velume:
See how much Mecicane paid hosgitals on
averege for certain eorditions &
procadures. You £an pas tha numbar of
Hedicare patients treated for cestain

S hospitals participat

g i tha Reportng Hospital Guaity Dats Annusl Bayment Update pregres (RHGOAPU- shgble
“subsection (d) hospitals’) Ehat fail to report the requred quality measures (which intlude the MCAHPS patsnt

pactve survery) in 3 form and manner, and at 3 time, specified ‘Sacratary coukd, for FY 2008, recene an
APU that i reduced by 1.0 parcantage points. Non-9PS hosputsll can vohamiiely paricpate i HCANES, though dong
50 will not affect: their Medicars payment. To visw the dsplay copy cf the Acute Inpatient PPS final nde (CMS- 1533-
FC) for FY 2008, go to: hitpweo.coms,bi pabianOPS/[90S EMS wabiite.

m.Se teg)

Tronsforming Healthcare Together




The business case for quality

e —
Reduced cost per case

‘ Improved access to capital j : QU ality and financial
Reduced liability performance are
inseparable

we are equally responsible

for both
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Quality will affect access to capital

SO PusLic FINANCE

Cuality And Transparency Could Transform

= U.S. Net-For-Profit Health Care

PR R

L i

et T i sl 0o 0 T o £ O Tl C it i Then LS M 0o o L T 1)
mﬁ'ﬁm ey nresarl prectiem ealiesl e pagirs e preed e O T TR EgE Wany
Pl TR mppdaig i e it e proy e g e sepd fed i 0 the callange by Bcumigen
:;‘:’u?_" Fgle e g s e TR e AR PG R 1 e e pale ] ekl i mikarTes

tliiy ] e pe pwad e Coe i om man coed- et et men ner, Thes et an g iy s drneiads wih
S ey greaie gush forracsg LT
L Eoar'y Rafin e Seenies bodkevos
ww Nav thd Bodiel gl =

wifide i i IemerR
s sl TEREARE i o B dasale B auetng dowr 8E R mpgeiry 3 dapls
saodardmed processen and pateet pelsly prackces irclpteg those deemeniraies by S
siaton sl Sy Famym RO ard the Lsaginog Grgup Thes in 1ko proseng scceplance
So 4 obon thil aftesnc i (6 svtosor-Saind Oniisl proteasdt 0 4 saund pre far qually

Wil e P, P Pk ] D LR D 3 ol el P i) anatiaial aird
S plrda e | phy CogreE They oo Saleg Tral g By gl ossast B nal
w3 qeal yvin A ol akn goed e e bofom Bie. Sa S e er mrEetis fr

gz 1 bon wopethan, Sandard
vaek] tranplorm 25 haskh
i i 1olEw 0 i g g GO0 iy

dind o s mhwgid e eplepied wed mgmeieid wrwd

Eedy mproy s gerwes, kosiky aee gty peod eeeferios bo gustty o e mend

PR S Bed o |6 futoe b nl eiend b 8 Tha bisises Fesing daines

s 3 o ) conbusee of fie ang e puss lon meeapanney by e Carers iy

Shpdcam wnd Wedrad Som 2 ek ko oo of gy thae ey T2 and ihe
re— AERE Commeksions pe de Aroe Bies of Heahoam Drgenzabons WG 8HDL e grawh m
g Cte- gy ranking bonidas W Ha st s, anil indin oo gl o Tl hoid o 1R la i al
LR E ] B P V0 A - FASAE § R R

« S&P and other major bond rating
agencies are all considering quality
when evaluating creditworthiness

« Marginal quality may create a spiral
of dropping market share, reduced
revenue, difficulty accessing capital
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The business case for quality

e —
Reduced cost per case

Improved access to capital
A Reduced liability
AN

Improved outcomes for patients

e Quality and financial
performance are
inseparable

* As healthcare leaders,
we are equally responsible
for both
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Low quality drives professional liability costs

Analysis of Premier data shows birth injuries disproportionately
drive large claims

* Premier, Institute for Healthcare Improvement and Ascension Health
formed project to address

— Idealized Design of Perinatal Care

e Birth injury rate has dropped to 0.3 per 1,000 births at top-performing
healthcare system in project

— Norm is 7.3 injuries per 1,000 live births

Savings per 1,000 live births of reducing injury from 7.3to 0.3 = h

$170,000* to $950,000** )

*Based on analysis of Ohio claims data, which includes all types of injuries. ** Based on AEIX data, which includes more severe injuries.
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PA4P accelerates quality improvement

New England Journal of Medicine ut
February 2007 d e !

i g

 P4P hospitals showed greater 3 e
Improvement in all composite P s
measures of quality e e

— Compared to hospitals engaged [ o=
in public reporting only N

» P4P associated with improvements 11 e || e
above public reporting ranging =
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“Public Reporting and Pay for Performance in Hospital Quality Improvement”; New England Journal of Medicine; February 2007; Peter K. Lindenauer,
M.D., M.Sc.; Denise Remus, Ph.D., R.N.; Sheila Roman, M.D., M.P.H.; Michael B. Rothberg, M.D., M.P.H.; Evan M. Benjamin, M.D.; Allen Ma, Ph.D.;

and Dale W. Bratzler, D.O., M.P.H.
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Overview of Premier/CMS P4P project

Premier is leading the first national CMS pay-for-performance demonstration
for hospitals. More than 260 Premier hospitals participate voluntarily.

Hypothesis | Financial incentives / transparency improve hospital quality & performance

CMS/Premier

Pay-for-

Quali
Eﬁwﬂﬂ Eﬁﬂﬁﬂé » Performance Peﬁgﬁgg’m

(P4P) - Improved

, Demonstration
260 Hospitals Hypothesis Why?
Joined The Study Financjall Incentives Improve
Quality Performance

Findings

» Financial incentives did focus hospital executive attention on measuring
and improving quality.

» Hospitals performance has improved continuously over time.

g
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Five clinical areas

Top performers identified In:

1.

G &~ w0 DN

Acute Myocardial Infarction
Congestive Heart Failure
Coronary Artery Bypass Graft
Hip and Knee Replacement

Community Acquired Pneumonia

N

g
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Transparency in measures

Evidence-based, consenus metrics w/ standardized
definitions from:

 Hospital Compare

« National Quality Forum
e CMS 7th Scope of Work
« JCAHO Core Measures.
 The Leapfrog Group

e Agency for Healthcare
Research & Quality
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ldentifying top performers

High
. . . - y B jvigvigvigvi
 Composite Quality Index identifies - oom COErDOmED
hospitals performing in the top two Uwwm
deciles in each clinical focus group
 “Top Performers” are defined -
annually as those in the first Quality g
and second decile =
— Incentive payment threshold changes
each year per condition b}
— Top decile performers in a given Low G
clinical area receive a 2 percent Hig Cost Low

Medicare payment supplement per
clinical condition

— Second decile performers receive
a 1 percent Medicare payment
supplement per clinical condition.
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Dramatic and Sustained Improvement

Avg. improvement | |
across all clinical areas CMS HQID Composite Quality Score

fo rm ed | an CQS (15 CMS/Premier HQID Project Participants Composite Quality Score:

Trend of Quarterly Median (5th Decile) by Clinical Focus Area
October 1,2003 - June 30, 2007 (Year 1 and 2 Final Data; Year 3 and 4 Preliminary

guarters) Data)

17.3%
. Percent . el <
Clinical Area o ¢ B :
Improvement S8 ew
(&) ,? o |
AMI (heart 8.0% 2.8
attack) = g™
8 é- 70% -
CABG 12.7% 0N S e
(Coronary S
Bypass)
AMI CABG Pneumonia Heart Failure Hip and Knee
Pneumor"a 235% Clinical Focus Area
Heart Fa”ure 29.3% ‘I4QO3 1Q04 m2Q04 3Q04 m4Q04 = 1Q05 2Q05 m3Q05 m4Q05 m1Q06 m2Q06 3Q06 ™ 4Q06 1QO7—2Q07‘
Hip & Knee 12.9%
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Improvement Across All HQID Participants

e Quality improvement across all hospitals CABG CMS Quality Score
.. . . Threshold Changes by Year
* Variation in hospital performance decreased

AMI (heart attack) I
CMS HQID Quality Score
Threshold Changes by Year

105%

95%

Pneumonia CMS Quality Score
Threshold Changes by Year

85% 1

Decile threshold

75%

65% 1

55%

Year 1 (N=243) Year 2 (N=231) Year 3 Prelim (N=223) Year 4 Prelim (N=211)
Project Year

Faa
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In Broader Comparison, HQID Hospitals Excel

National Leaders in Quality Performance

HQID participants avg. 6.5%
higher than Non-Participants

Avg. improvement for HQID
participants = 7.8%

Avg. improvement for Non-
participants = 5.6%

New England Journal of
Medicine publication by
Lindenauer et al. (February
2007) found that hospitals
engaged in P4P achieved
quality scores 2.6 to 4.1
percentage points above
other hospitals due solely to

the impact of P4P incentives.

HQID hospitals have higher quality ratings* than national hospitals overall
*CMS process score
Premier Engagements Compared to National Group Trend

Hospital Compare Data
19 Process Measures Aggregated to Overall Composite Process Score

95
mHQID Participants (N = 250 +/- 10}

E MonParticipants (M = 3800 +/- 150)

w
o

[=:]
53]

fax]
o
|

=]
mn

Composite Process Score (Mean Value, Percent)

70 +
July 04-June Oct 04-Sept 05 Jan 05-Dec 05 Apr 05-Mar 06 July 05-June Oct 05-Sept  Jan 06-Dec 06 Apr 06-Mar 07
05 06 a6~

Comparison of HQID Participation, Premier Member, and Non-Premier Status

*Beginning with Oct 05-Sept 06 the influenza vaccination measure became unsuppressed and the number of process measures increased from 128 to 19

A composite of 19 measures shared in common between HQID and Hospital
Compare shows P4P hospitals performing above the nation as a whole
i
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Premier Performance Pays Research

Premier’s Performance Pays study demonstrated that when evidence-
based care is reliably delivered, quality is higher and costs are lower.

The recently updated study using all payors and three years of data
(over 1.1 million patients), confirms this result.

Study finds higher reliable care yields lower Study finds higher reliable care yields lower
mortality rates for heart bypass surgery patients hospital costs for patients with pneumonia

Mortality Rate for CABG Patients (%) Hospital Costs for Pneumonia Patients

6%

@ 10,000
< 8
S O
& 4% - T
x o
2 § 8,000 +——
S 2% | o
o @
: N -
0% ‘ ‘ < 6,000 ; ;
0 to 49% 50 to 74% 75-100% 0 to 50% 51 to 99% 100%
Patient Process Measure Patient Process Measure
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More Patients are Reliably Receiving
Evidence-based Care

_ Evidence-based Care Improvements
Avg. Improvement

I n al | C | I n I C al areaS CMS/Premier HQID Project Participants Appropriate Care Score:
Trend of Quarterly Median (5th Decile) by Clinical Focus Area
(15 q u arters) October 1,2003 - June 30, 2007 (Year 1 and Year 2 Final Data, and Year 3 and

52 . 6% Year 4 Preliminary)

100% -

90% - < 8 Bt
- Percent o gl £ B,
Clinical Area S s 5 i i § > <7 5K
Improvement s | 2 ' S .
o e . il
AMI (heart 21.6% S 0 8 8
atta.Ck) 9 50% - ggf §§§ g
© ~ gn.n 3
T 40% Bl g
CABG 64.3% s | ;r E Ji
(Coronary S Ll E B § | &
Bypass) R
1 0 0% T
Pneumonla 67'8 /0 " AMI CABG PN HF Hip and Knee
. Clinical Focus Area
Heart Failure 50.5%
4Q03  1Q04 11 2Q04 m3Q04 m4Q04 m1Q05 =~ 2Q05 m3Q05 ™ 4Q05 m 1Q06 m2Q06 3Q06 WM4Q06 ~ 1Q07  2Q07
Hip & Knee 58.6%
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Hospital Level Cost Trend Emerges Over 3 Years

Median Severity Adjusted (APR-DRG) Cost per Case from October 2003 —
September 2006

AMI Patients Knee Replacement Patients . .
Pneumonia Patients
(119,000 cases per qgtr +/- 2,500) . (7,000 cases per qtr +/-850) (34.000 cases per gtr +/- 13.000)
15000 12500 § 9500

11500

8500 - — — — — — — — — — —
11000

s004 —

jo000 L B PR B B0 B B B B B B B

Quos s @or Qo Q“’" QOB Q0T Qs QoS Qioe Qo Qe Q03 QLO4 Q204 Q304 Q404 QLO5S Q205 Q305 Q405 QLO6 Q206 Q306 e T an e we wor we  we  ww  oe oo ao | e
N of hospitals = 233 +/- 12 N of hospitals = 191 +/- 7 N of hospitals = 253 +/- 10
Heart Failure Patients Hip Replacement Patients CABG Patients
(27,500 cases per qgtr +/- 5,000) (3,150 cases per qgtr +/- 350) (8,300 cases per gtr +/- 1,750)

32000

31000

30000 1

29000 -

28000 1

27000 1

26000 {—

Q4-03 Qo4 Q2-04 Q3-04. Q4-04 Qros Q2-05 Q3-05. Q4-05 Q06 Q2-06 Q3-06 25000

N of hospitals = 250 +/- 10 N of hospitals = 145 +/- 8 N of hospitals =130 +/- 5

Statistical Significance: Cost -- AMI (p<0.01), HF (p<0.001), PN (p<0.05).
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Hospital Level Mortality Trend Emerges Over 3 Years

Median Severity Adjusted (APR-DRG) Mortality from October 2003 — September 2006

AMI Patients Pneumonia Patients
. (19,000 cases per gtr +/- 2,500) e (34,000 cases per gtr +/- 13,000)
> 9% % 8% 4
g 8% g 6% -
% 6% % 2% -
g g
£ ., 2wl §# § R R R R R R R R B
N of hosp|ta|s = 233 +/_ 12 Q4-03 Q1-04 Q2-04 QICQMOfQFi(BSFQ)li-ESa.ISQZES 2§33-05+/-Q4:-|(-)50 Q1-06 Q2-06 Q3-06
. . CABG Patients
Heart Failure Patients (8,300 cases per qtr +/- 1,750)
(27,500 cases per gtr +/- 5,000) 10%
5
5 F
B z
;2 }; 4% 4 \
S % \ %
g o0 | g 2%
§ T I N B B B B B B S B e e
0% Q4-03 Q1-04 Q2-04 Q3-04 Q4-04 Q1-05 Q2-05 Q3-05 Q4-05 Q1-06 Q2-06 Q3-06
Q4-03 Q1-04 Q2-04 Q3-04 Q4-04 Q1-05 Q2-05 Q3-05 Q4-05 Q1-06 Q2-06 Q3-06 .
N of hospitals = 250 +/- 10 N of hospitals = 130 +/- 5
Statistical Significance: Mortality -- AMI (p<0.001), HF (p<0.001), PN (p<0.001), CABG (p<0.01). HQID based on 3M APR-DRG severity-adjustment

Hip and knee replacements had insufficient mortalities for analysis
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Improvement and Savings

Avg. cost improvement per Avg. improvement in mortality
patient across all clinical areas across four clinical areas
$1,063 1.87%

AMI $1,599 AMI 2.27%

CABG $1,579 CABG 0.95%
Pneumonia $811 Pneumonia 2.39%

Heart Failure $1,181 Heart Failure 1.86%

Hip Replacement $744

Knee Replacement $463

If all hospitals in the nation were to achieve this
Improvement, the estimated cost savings would be greater than

$4.5 billion annually with estimated 70,000 lives saved per year

Tronsforming Healthcare Together



What is QUEST?
Optimizing Quality, Efficiency & Safety

_

QUEST will help propel organizations across the top performance
threshold in each of these measures.

e

jop.
Performance
_Threshnlq

Evidence-Based Care ¥4 ——
I_| III'II . _'4_.-_""--“ 1
| III \
|I .I

Harm Avoidance S0
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Over 100 hospitals nationwide expect to

participate
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Goal: Over next 3 years, hospitals strive to reach top performance from Year
1 in each of 3 QUEST metrics; evidenced-based reliable care, mortality and

efficiency.
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Conclusions

* Financial incentives combined with public reporting of
transparent data can drive significant improvement in
guality

— Hospitals held the gains and continued to improve

 More patients are reliably receiving evidenced-based care

e Improved quality is associated with saving lives and
reducing costs
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Supported by Industry Research

Better outcomes are associated with hospitals where...

1. The Board spends >25% of time on quality issues (p = 0.009);

2. The Board receives a formal quality performance measurement
report (p=0.005);

3. There is a high level of interaction between the board and the
medical staff on quality strategy (p=0.021);

4. The senior executives’ compensation is based in part on QI
performance (p=0.008);

5. The CEO is identified as the person with the greatest impact on QI
(p=0.01), especially when so identified by the QI executive
(p<0.001).

Kroch, E. A., et al. (2006). "Hospital Boards and Quality Dashboards." Journal of Patient Safety 2(1): 10-19.
Vaughn, et al. (2006). "Engagement of Leadership in Quality Improvement Initiatives: Executive Quality Improvement Survey
Results." Journal of Patient Safety 2(1): 2-9.
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PREMIER 4o+

L0 Aeand
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Thank you

Questions? Comments?

Richard _Norling@premierinc.com
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