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Executive Summary

SHIFTING EMPLOYER FOCUS
The current employer healthcare focus must be shifted to a managed, data driven healthcare strategy. 

We, as Americans, have undoubtedly created the best healthcare system in the history of mankind. 
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BACKGROUND
Employees continually rank healthcare as the number one 

benefit. Our current employment sponsored healthcare 

system has met the needs of millions of Americans. We, as 

Americans, have undoubtedly created the best healthcare 

system in the history of mankind. But this “very best” system 

faces a variety of daunting challenges. These challenges 

include the American business community, healthcare 

providers, insurers, consumers, and public policy makers. 

The gathering, darkening clouds created by these challenges 

are mindful of the best-selling book — and the blockbuster 

movie — The Perfect Storm. In the fall of 1991, three separate 

weakening weather fronts converged to form the storm of the 

century sinking the Andrea Gale. Today, those old storms 

that seemed to be losing strength have reemerged with a 

fresh ferocity in the healthcare system. Chief among those 

are escalating medical costs, consumer entitlement, the 

backlash against managed care, and the increasing burden 

of healthcare administration regulations. 

The convergence of these factors is fueling renewed interest 

in uncovering new solutions to these challenges. There 

are no safe harbors to insulate any of us from threats to 

the American healthcare system. The author Robert Lewis 

Stevenson once said, “Everybody, sooner or later, sits down 

to a banquet of consequences.” The American Health Data 

Institute (AHDI) was founded to provide employers with 

demystified healthcare data. The data enables employers to 

assist healthcare providers in local communities to establish 

Healthcare Process Improvement Programs. The ultimate 

objective of AHDI is to coach employers into leading the 

way to higher quality, more cost effective healthcare. When 

employers and AHDI accomplish this, we will be making a 

major contribution to passing on to the next generation of 

Americans an even better world-class affordable healthcare 

system. Our “banquet of consequences” will only be a 

pleasurable experience if we, as employers, engage in 

uncovering new solutions. 

  expected return on investment 

  targeted outcomes 

  quality and accountability defined by benchmarks 

  utilization of budget projections and financial models 

  incentives for risk and reward sharing usually exist. 

Why not purchase healthcare benefits in the same way? 

Hopefully employers will find this Guide and AHDI to be a 

refreshing source of practical programs addressing new 

solutions to the well-known challenges confronting us as 

employers and the American healthcare system. 

OCA FO SREYOLPME  ETUTITSNI ATAD HTLAEH NACIREMA EHT OT EDIUG 

Employers of ACO Employer’s Guide to the American Health 

Data Institute identif es a range of solutions emanating fromi  

comprehensive, statistically reliable data. AHDI offers 

employers not only insightful data but some practical “how 

to” advice concerning their leadership role in the community 

based Healthcare Process Improvement Programs. With 

most other corporate expenses, employers purchase based 

upon the following principles: 
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EMPLOYER/HEALTHCARE PROVIDER 
COMMUNITY INITIATIVES
There is a significant variance in the way healthcare is delivered 

from community to community. The quality of healthcare in the 

United States can best be described as spotty. For example, 

more than 180,000 avoidable deaths occur in American 

hospitals every year. Furthermore, there is no connection 

between cost of care and quality of care. Excessive care 

does not result in better outcomes. On the other hand, too 

little care can be as harmful. There is, however, a level of 

excellent care delivered in the most cost efficient manner. The 

difficulty has been identifying the healthcare professionals 

who are providing the right level of care most cost efficiently. 

AHDI has established a database with carefully managed data 

focused on the Midwest and Southeastern areas of the United 

States. Other geographic areas of the country are under 

development. With a concentration of high quality data, AHDI 

is able to analyze the patterns of healthcare delivered in local 

Health Economic Zones (HEZs). The definition of a HEZ is the 

geographic territory in which healthcare consumers receive

Employer Healthcare Focus of the Future
Shifting to a managed, data driven health benefit strategy 

Employers cost shifted to employees or 
absorbed the cost themselves

Employers monitored discounts (price) but 
not utilization

Employers received claims data as reports

Employers had no comparative informa-
tion on the quality and cost of providers

Employers reviewed large claim activity

Employers sponsored health fairs and 
wellness screens for healthy well.

Employers focused on negotiating the 
10-20% fixed costs

Current Strategies
Used by Employers
for the Past Five Years

Future Employer Strategies Going Forward

Employers will be directly involved in helping to manage the
healthcare delivery system

Employers will closely monitor utilization patterns as well as cost and the 25% of the 
population driving 90% of the cost

Employers will receive Executive Reports analyzing trends, demographics, actionable 
clinical information, chronicle disease reports, healthcare index factors, etc.

Employers will focus on Healthcare Provider Process Improvement Programs and 
know the value of specific providers

Employers will know the healthcare index of their population and focus on large claim 
prevention. 

Employers will implement chronic disease management programs, predictive analysis, 
nurse navigators and nurse practitioners.

Employers will focus on managing the 80-90% of their
health benefit cost... claims

EXECU
TIVE SU

M
M

AR
Y

 

  How does your community compare to other 

communities’ costs of healthcare? 

  What percentage of individuals have chronic illnesses 

in your community and how does that compare to other 

communities? 

  What percentage of individuals with chronic illnesses 

are meeting the minimum standards of care? 

  How do the demographics of your community impact 

your healthcare costs and how much do they vary from 

other communities? 

  How does the overall community healthcare index 

(state of wellness) compare to others? 

  How does the quality of your healthcare providers 

compare to others providing similar care?

  How cost efficient are the healthcare providers in your 

community?

their primary and secondary (local hospital) care. Through 

data mining, AHDI is able to help Employers of ACO 

understand the answers to the following kinds of questions: 
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 What are the key drivers increasing your healthcare 

costs? 

 Do the healthcare providers in your community really 

know why the cost of healthcare is so high? 

. . . more than 180,000 avoidable deaths occur in American hospitals every year. 

CHRONIC DISEASE MANAGEMENT
Chronic conditions are illnesses that persist over a long 

period of time, affecting an individual’s health and subsequent 

functionality. Chronic conditions play a significant role in 

the “80/20” rule. This rule states, as applied to healthcare 

expenditures, that 20% of your covered lives will typically 

be responsible for 80% of your healthcare costs. Due to the 

large percentage of dollars spent on such a small percentage 

of the employer-covered lives, an opportunity is created to 

truly focus on this segment of the covered population. As an 

employer, you should give careful consideration to delaying 

spending preventive dollars on any other healthcare initiative 

until you are sure you have done everything possible to 

raise the overall healthcare index (state of wellness) of this 

population segment. 

AHDI identifies these individuals and establishes a minimum 

level of care, which each individual should be receiving 
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annually. The objective is to prevent large claims from 

occurring with the use of creative benefit plan designs, 

Healthcare Navigator Nurses, and leading edge software 

applications. In addition to managing the chronically ill into 

the healthcare system so as to receive the proper amount of 

maintenance care, AHDI’s approach involves educating and 

motivating the chronically ill with respect to: 

  the services the physician should be providing to care 

for the condition(s) 

  the self-care the patient should be performing

  the appropriate measure(s) of success for the particular 

clinical condition(s). 

The goals are to create knowledgeable and demanding 

consumers of healthcare and to improve self-management 

skills and confidence. Success in these areas has been shown 

in a number of published studies to decrease need for medical 

intervention in both the short and long term. In fact, the AHDI 

Chronic Disease Management Program has demonstrated 

the program reduces the cost for chronically ill covered lives 

by 6.4%, thereby providing a 7 to 1 return on investment. 

The nurses who perform these functions are specialized in 

this area and become the Healthcare Consumer Coach, an 

extraordinary service considering the complexity of the current 

healthcare delivery system. 

RISK STRATIFICATION
Risk stratification, as AHDI defines it, is the science of ranking 

individuals from those with the greatest probability of disease 

onset to the least probability. AHDI uses a very sophisticated 

software application to identify and rank order each member 

of the employer’s covered population. Each individual is 

assigned a Healthcare Index whereby the highest assigned 

Healthcare Index identifies the individual who is most likely to 

incur the largest healthcare bill over the next twelve months. 

OCA FO SREYOLPME  ETUTITSNI ATAD HTLAEH NACIREMA EHT OT EDIUG 

These are only a few of the questions answered by AHDI for 

Employers of ACO. The answers to these types of questions 

develop specif c actionable opportunities for Healthcarei  

Process Improvement Programs. AHDI is the employer 

coach in developing win-win solutions for employers and 

healthcare providers. These solutions are monitored by 

AHDI for results and periodically reported back to the 

community employers and healthcare providers. Delivering 

higher quality more cost effective care is the central theme 

for all community based Healthcare Process Improvement 

Programs facilitated by AHDI. 
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...large claim prevention depends signifi cantly on early identifi cation, intervention, 
and coaching... 

AHDI can identify the physicians who are currently practicing high quality, cost effective medicine. 

The Healthcare Index technology identifies not only those 

chronically ill individuals but also those individuals whose 

condition(s) is not considered chronic but likely to generate 

a large bill in the near future. AHDI also identifies those 

chronically ill individuals with more than one chronic illness 

generally leading to a greater probability of disease onset. 

ENDORSED PROVIDERS
All of AHDI’s clinical technology enables it to identify areas 

of opportunity for Healthcare Provider Process Improvement 

Programs. It is therefore logical to conclude that AHDI can 

identify the physicians who are currently practicing high 

quality, cost-effective medicine. It is safe to say that almost 

nothing happens to a patient in the healthcare system until 
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Since large claim prevention depends significantly on early 

identification, intervention, and coaching, the ability to do 

accurate risk stratification is essential to the success of these 

kinds of programs. AHDI’s Healthcare Navigator Nurses 

know where to most effectively spend their time in order to 

favorably impact the employers’ healthcare expenditure 

through sophisticated risk stratification techniques. 

a physician determines what services to order for his patient. 

Physicians are in control of the number and type of healthcare 

services we consume. The way your physician treats you for 

any condition is referred to as a physician practice pattern. 

Physician practice patterns often significantly vary amongst 

physicians. Much of this variance is influenced by where they 

went to medical school, where they did their residency, their 

generation, and a variety of other factors. 

Many employers and healthcare providers will find implementing 

a community wide Healthcare Process Improvement Program 

to be painstakingly slow. This is primarily due to the consensus 

amongst the healthcare providers, which must be secured 

before any long-term, meaningful improvement can be 

accomplished. One of the primary objectives of any community 

initiative should be to identify physicians who have unusual 

practice patterns, and then with the assistance of their peers, 

change those practice patterns resulting in the delivery of 

higher quality more cost-effective care. 

While the community initiative is underway, as previously 

discussed, AHDI through the efforts of its Healthcare Navigator 

Nurses directs the employer’s chronically ill (those individuals 

spending 80% of the dollars) to physicians already delivering 

high quality, cost-effective care. These Endorsed Providers 

(EPs) have been identified by AHDI through AHDI’s use of 

a set of statistically valid, financially meaningful, clinically 

sound outcomes, process and structure measures. It is not 

good enough to only coach the employer’s chronically ill into 

any physician’s office for maintenance care; we must coach 

them to use physicians who will deliver the highest quality, 

most cost-effective maintenance care. 

AHDI employs three stringent clinically based tests, which 

each physician must pass in order to be designated as an 

Endorsed Provider. In most communities approximately 85% 

of the practicing physicians who have enough episodes to 

measure will qualify as EPs. Only 15% of practicing physicians 

will not qualify; however, this 15% of physicians are driving 

10% of the excess cost. In other words, if as an employer 

your medical benefits last year ran $10,000,000, your overall 

costs would have been reduced by $1,000,000 (10%) if 
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all your employees had seen EPs only. This is obviously a 

significant reduction of an employer’s expenditure, which can 

be obtained in a relative short time frame. 

NON-ENDORSED PROVIDERS
Most of the time it is not practical for an employer to force 

employees to use only EPs. Some employees will have a 

lifelong relationship with their physician and therefore insist 

on continuing to see their family doctor. Historically, there 

has been no source of information where a patient can go to 

determine the quality and cost efficiency of his physician. Some 

patients, even when properly informed, still choose to see a 

physician not on the EP listing. Therefore in the face of this 

reality, AHDI assigns a Cost Efficiency Index to each physician 

not on the EP listing. The Cost Efficiency Index is generated 

through the use of a very sophisticated clinically based software 

application. Each physician’s practice patterns are compared to 

the practice patterns of his peer physicians. The Cost Efficiency 

Index assigned to each physician is an indication of how the 

physicians’ practice patterns deviate from peer physicians and 

the impact the deviation has on the cost efficiency of the care 

directed by the physician.

AHDI ranks physicians in descending order of Cost Efficiency 

Index. Therefore, the practice patterns of the physician at the 

top of the list demonstrated the greatest deviation from his/her 

peer physicians’ practice patterns resulting in the greatest cost 

differentials. Considering the significant variance in physician 

quality and cost efficiency, the rank ordering of physicians by 

Cost Efficiency Index allows AHDI’s physicians and utilization 

management registered nurses to focus their efforts on a 

Stepped Down Utilization Review Management basis.

Historically, there has been no source of information where a patient can go to 
determine the quality and cost effi ciency of his physician. 
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...this 15% of physicians are driving 10% of the excess cost. 

The Stepped Down Utilization Review Management process 

is a process whereby the physicians who are in the top 

one-third of the Cost Efficiency Index list are monitored at 

the highest level and receive the greatest level of individual 

contact and attention by AHDI’s medical professionals. Those 

physicians in the middle one-third receive a stepped down 

level of utilization review management service, and those in 

the lowest one-third are subject to a further stepped down 

utilization review management process. Each level in this 

Stepped Down Utilization Review Management process is 

at a significantly greater level than the traditional utilization 

review techniques predominately used in the market place 

today. The favorable differences between the Stepped Down 

Utilization Review Management process and the traditional 

utilization review techniques are: 

  All utilization review management resources are 

directed towards the physician population needing 

them most. 

  While the healthcare providers are working to improve 

the physician practice patterns and healthcare facility 

efficiencies in the community, employers through the 

efforts of AHDI are also motivating the approximate 

eight percent of the physician population to amend their 

practice patterns. 

  As the practice patterns of the physicians with the 

greatest deviations from their peers are amended, the 

overall quality and cost effectiveness of care delivered 

to those patients who are not willing to see a EP will 

improve. 

  

OCA FO SREYOLPME  ETUTITSNI ATAD HTLAEH NACIREMA EHT OT EDIUG 

Employers of ACO will see a more favorable impact to 

their healthcare expenditures occur sooner than they 

will with the continued use of the non-specif c, worn outi  

traditional utilization review management techniques. 
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I. Preface

This is the role of the American Health Data Institute - Turning Healthcare Data 
Into Intelligence® 
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The purpose of this guide is to help employers understand how 

actionable intelligence can be extracted from mounds of data. 

The American healthcare system is very complicated but not 

impossible to understand. Historically many employers have 

felt victimized by escalating healthcare costs and helpless in 

their ability to sort it all out. Employers must learn to manage 

this expenditure in new ways and with serious intentionality. 

The following pages drill down from the information provided  

II. Employer/Healthcare Provider Community 
Initiatives
The quality and cost effectiveness of healthcare in 

communities around the country will not improve at a pace 

generally acceptable to employers if left solely up to healthcare 

providers. Healthcare providers and employers are typically 

working their own and different agendas. For example, 

hospitals are in the business of filling their hospital beds. 

Hospital executives who have not been able to accomplish 

this have consistently been replaced with those who can. 

On the contrary, employers are interested in eliminating all 

unnecessary hospital admissions. It may be a future reality 

that employer executives who cannot accomplish this will 

also be replaced by those who can. The goals of each party 

are competing and in most communities this competition 

manifests itself in subtle but effective ways generally favoring 

the healthcare providers. The fact that healthcare expenses 

are inflating in double digits is clear evidence that the majority 

of employer’s agenda is not winning out. 

Breakthrough technology will continue to enable AHDI to 

demystify the American healthcare system for employers 

and healthcare providers. The transition from the art to 

the science of measuring quality and cost effectiveness of 

healthcare in the United States has advanced dramatically 

in the last several years. Although AHDI is at the forefront of 

the advancing technology, much is left to be done. Employers 

will lead the way in providing the motivation and organization 

healthcare providers need to improve the entire process. 

In order for the employer leadership to be most effective, 

employers need more than data. They need a source where 

the data can be turned into intelligence. This is the role of the 

American Health Data Institute — Turning Healthcare Data Into 

Intelligence®. 

in the Executive Summary of this Guide. This information is 

intended to illustrate the sophistication behind the scenes of 

AHDI. It is not expected that anyone reading it will become 

an expert on the various topics presented. It is intended to 

illustrate, however, that experts on the topics are at work on 

these issues at AHDI. The actionable intelligence AHDI 

provides is an essential ingredient in Employers of ACO 

efforts to manage this major corporate expenditure. 
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The overall objective of the Employer/Healthcare Provider 

Community Initiatives is to assist the community healthcare 

providers in improving their processes in order to deliver the 

highest quality, most cost effective care. There is a level of 

excellent care delivered in the most cost efficient manner. Since 

healthcare has historically been delivered without careful cost 

considerations and clinical analysis of the cost of care, there has 

been no connection between quality and cost. Today expensive 

care does not mean quality care. Actually expensive care can 

sometimes be associated with dangerous care. For example, 

estimates of avoidable deaths range as high as 180,000 per 

year in American hospitals. Almost nothing happens to a patient 

in our health-care system that is not ordered by a physician. 

Therefore, if a connection is to be made between quality care 

and the cost effectiveness of care, it will be engineered by 

physicians. The difficulty has been identifying the healthcare 

professionals who are and are not providing the right level of 

care most cost efficiently. In order to do this AHDI has focused 

on five areas: 

 cost of services 

 utilization cost analysis 

 illness burdens 

 age / sex demographics 

 physicians’ practice patterns

COST OF SERVICES

to the average charges made by other providers in your 

geographic region (an area larger than your HEZ). Providers 

are sorted by Clinical Categories and specialties. Allowed 

charges made by each of these categories are compared to 

allowed charges at normative costs. 

An actual HEZ Service Cost Analysis is illustrated on the next 

page. 

OCA FO SREYOLPME  ETUTITSNI ATAD HTLAEH NACIREMA EHT OT EDIUG 

How does Employers of ACO compare to other communities’ 

cost of healthcare? Is the actual charge for a physician off cei  

visit or the daily charge for hospital room and board in your 

community above or below average? How big of a role do 

the actual costs of services play in driving your community’s 

healthcare costs above or below average? This area of 

analysis deals with f nancially evaluating the competitivenessi  

of your community’s healthcare provider charges. 

Charges made by the healthcare providers in your Health 

Economic Zone (HEZ), the geographic area primarily served 

by your community’s healthcare providers, are compared 
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HEZ Service Cost Analysis 

Cardiology 

Chemical Dependency 

Dermatology 

Endocrinology 

Gastroenterology 

Gynecology 

Hematology 

Hepatology 

Infectious Diseases 

Isolated Signs & Symptoms 

Late Effects, Environmental Trauma and Poisonings 

Neonatology 

Nephrology 

Neurology 

Obstetrics 

Ophthalmology 

Orthopedics & Rheumatology 

Otolaryngology 

Preventative and Administrative 

Psychiatry 

Pulmonology 

Urology 

Grand Total All Clinical Categories 

Clinical Category, Network, 
or Hospital

Total Actual 
Allowed Charges 

(Two Years)

Total Actual 
Allowed Charges 

at Normative Costs 
(Two Years)

Excess Charge
Per Life
Per Year

% Excess 
Charge

$4,251,526 

$170,457 

$1,202,770 

$1,903,570 

$2,797,816

$2,907,812 

$856,811 

$1,813,309 

$217,356 

$626,205 

$160,516 

$213,091 

$1,482,449 

$1,526,555 

$1,608,991 

$605,112 

$6,483,677 

$2,191,140 

$959,690 

$817,056 

$1,459,290 

$1,576,327 

$35,831,526 

$4,488,559 

$158,575 

$1,114,273 

$1,431,646 

 $2,813,871

$2,888,889 

$848,672 

$1,643,433 

$255,881 

$722,657 

$155,174 

$270,620 

$1,097,860 

$2,235,232 

$2,313,488 

$565,514 

$5,636,538 

$1,880,838 

$954,068 

$833,822 

$1,900,440 

$1,055,018 

$35,265,070 

-5.3% 

7.5% 

7.9% 

33.0% 

 -0.6%

0.7% 

1.0% 

10.3% 

-15.1% 

-13.3% 

3.4% 

-21.3% 

35.0% 

-31 .7% 

-30.5% 

7.0% 

15.0% 

16.5% 

0.6% 

-2.0% 

-23.2% 

49.4% 

1.6% 

-$12.08 

$0.61 

$451 

$24.06 

 -$0.82 

$0.96 

$0.41 

$8.66 

-$1.96 

-$4.92 

$0.27 

-$2.93 

$19.61 

$36.13 

-$35.91 

$2.02 

$43.19 

$15.82 

$0.29 

-$0.85 

-$22.49 

$26.58 

$28.88 
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UTILIZATION COST ANALYSIS
The actual costs of healthcare services in a community may 

be average or even below average while a community’s 

overall expense of total healthcare is higher than average. A 

component part potentially driving this dichotomy involves 

physician practice patterns. For example, Physician A treats 

a particular condition by performing or ordering four types of 

services and Physician B treats the same particular condition by 

performing or ordering six types of services. The actual costs of 

the services are all average or below average but Physician B 

has created a more expensive healthcare encounter as a result 

of his different utilization patterns. It is important to remember 

that more services do not necessarily equate to higher quality 

of care. Therefore, AHDI analyzes physician practice patterns 

COST DRIVER SUMMARY REPORT 
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Total Contributing 
Factors

$24,000,000

$20,000,000 

$16,000,000 

$12,000,000 

$8,000,000

$4,000,000

$0 

$-4,000,000 

Total Excess

Utilization

Illness Burden

Demographics

Unit Prices

$667,836

$4,629,117

$14,876,128

$-3,447,558

$16,725,523

$93

$699

$2,245

$-479

$2,325

Factor Excess
Excess Cost Per

Covered Life per year
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to determine how each physicians’ practice pattern deviates 

from their peer physicians’ patterns within an entire episode 

of care. An episode of care is defined as all of the healthcare 

services delivered to a patient from the beginning to the end of 

a condition onset. This episodic analysis results in determining 

how much of your community’s costs are driven by total excess 

utilization. A Utilization Cost Analysis for a HEZ is illustrated on 

the next page. 

Below is an example of a Cost Driver Summary Report for 

a HEZ which summarizes the nature of the excess cost in a 

community whether it be from excess provider costs, provider 

utilization, illness burden or demographics. 

OCA FO SREYOLPME  ETUTITSNI ATAD HTLAEH NACIREMA EHT OT EDIUG 
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HEZ Utilization Cost Analysis 

Cardiology 

Chemical Dependency 

Dermatology 

Endocrinology 

Gastroenterology 

Gynecology 

Hematology 

Hepatology 

Infectious Diseases 

Isolated Signs & Symptoms 

Late Effects, Environmental Trauma and Poisonings 

Neonatology 

Nephrology 

Neurology 

Obstetrics 

Ophthalmology 

Orthopedics & Rheumatology 

Otolaryngology 

Preventative and Administrative 

Psychiatry 

Pulmonology 

Urology 

Grand Total All Clinical Categories 

Clinical Category, Network, 
or Hospital

Total Actual 
Allowed Charges 

(Two Years)

Total Actual Allowed 
Cost at Normative 

Utilization
(Two Years)

Excess 
Utilization

Cost Per Life
Per Year

% Excess 
Utilization 

Cost

$4,251,526 

$170,457 

$1,202,770 

$1,903,570 

$2,797,816 

$2,907,812 

$856,811 

$1,813,309 

$217,356 

$626,205 

$160,516 

$213,091 

$1,482,449 

$1,526,555 

$1,608,991 

$605,112 

$6,483,677 

$2,191,140 

$959,960 

$817,056 

$1,459,290 

$1,576,327 

$35,831,526 

$4,388,559 

$168,575 

$1,414,273 

$1,931,646 

$2,713,871 

$2,988,889 

$848,932 

$1,923,631 

$225,997 

$642,739 

$154,133 

$495,494 

$967,650 

$1,365,828 

$2,754,933 

$514,388 

$5,663,571 

$1,224,643 

$924,338 

$848,558 

$1,776,389 

$1,448,653 

$35,385,692 

-3.1% 

1.1% 

-15.0% 

-1.5% 

3.1% 

-2.7% 

0.9% 

-5.7% 

-3.8% 

-2.6% 

4.1% 

-57.0% 

53.2% 

11.8% 

-41.6% 

17.6% 

14.5% 

78.9% 

3.8% 

-3.7% 

-17.9% 

8.8% 

1.3% 

-$6.99 

$0.10 

-$10.78 

-$1.43 

$4.28 

-$4.13 

$0.40 

-$5.62 

-$0.44 

-$0.84 

$0.33 

-$14.40 

$26.24 

$8.19 

-$58.42 

$4.62 

$41.81 

$49.27 

$1.80 

-$1.61 

-$16.17 

$6.51 

$22.73 
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ILLNESS BURDEN/DEMOGRAPHICS
The third factor contributing to the overall cost of healthcare 

in your community is relative to the number of people in 

your community who are chronically ill, how well they are 

cared for, and how well are they taking care of themselves. 

AHDI through the use of sophisticated software applications 

develops a Healthcare Index for each HEZ and each employer 

and employee covered within the HEZ. The Healthcare 

Index of a population (state of wellness) is a measure of 

the need for medical services associated with age and sex 

demographics and with the number and types of illnesses 

present in the population. The latter factor is often referred to 

as the “Illness Burden.” 

The Healthcare Index of a population will increase with 

increases in: 

 the average age of adults (Currently about $41.00 

per year per person for each year in excess of AHDl’s 

benchmark.) 

Healthcare Index Analysis 

Number of Individuals in Analysis 

Average age of Adults (employees & spouses)

% of Females in Adult Covered Population

% of Adults in Covered Population 

Healthcare Index of Population (Retrospective) 

Excess Allowed Charges Expected Due to Atypical 
Healthcare Index 

Demographics - only Healthcare Index 

Excess Allowed Charges Due to Atypical 
Demographics 

Illness Burden 

Excess Allowed Charged Expected Due to Atypical 
Illness Burden 

10,223

50.0

54.2%

72.2%

1.67

$12,354,338

1.32

$4,158,449

0.35

$8,195,889 

–

43.0

52.0%

68.6%

1.06

–

1.12

–

-0.06

–

–

16.3%

4.2%

5.3%

57.5%

57.5%

–

18.9%

–

38.7%

–

–

–

–

–

$1,208

–

$407

–

$802

Note: Costs are for a two-year 
analysis period

In this HEZ Nominative Value
Cost Per Life

Per Year
% Excess
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  the fraction of females among adults (Adult females 

typically require and seek more healthcare services 

than do males of the same age.) 

  the fraction of the population comprised of adults 

(Adults typically use more Healthcare services than do 

children other than newborns.) 

  with an above average Illness Burden given the actual 

age and sex distribution.

Given all of the above, the following sample report answers 

the questions: 

  How much of this HEZ’s employers’ cost is due to an 

older and more female population? 

  How much of the HEZ’s employers’ cost is due to a 

covered population that is sicker than typical for the age 

and sex demographics? 

OCA FO SREYOLPME  ETUTITSNI ATAD HTLAEH NACIREMA EHT OT EDIUG 
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III. Chronic Disease Management
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 Identification of chronically ill covered members is the 

first step. Individuals with one or more of 27 chronic 

medical conditions will typically comprise 20% of the 

population and account for 80% of the total claims 

cost. 

 Once the covered members afflicted with one or more 

of the 27 chronic conditions are identified, the second 

step is to measure how many of them are meeting the 

Minimum Annual Care Requirements specifically set 

out for their chronic condition. How well are they taking 

care of themselves? 

 The third step is for employers to amend their benefit 

plans in a way that encourages the chronically ill 

member to complete their Minimum Annual Care 

Requirements. 

PHYSICIAN PRACTICE PATTERNS
Employees continually rank healthcare as the number one 

benefit. Our current employment sponsored healthcare 

system has met the needs of millions of Americans. We, as 

Americans, have undoubtedly created the best healthcare 

system in the history of mankind. But this “very best” system 

faces a variety of daunting challenges. These challenges 

include the American business community, healthcare 

providers, insurers, consumers, and public policy makers. 

There is no doubt that how you can be treated for any particular 

condition varies between physicians. Physicians are aware that 

these differences exist but traditionally have had no source of 

information setting out how their practice patterns compare to 

other physicians in their territory. AHDI analyzes and compares 

the physician practice patterns in each HEZ. The software 

applications used to perform this analysis are from McKesson, 

the most widely used and generally accepted analysis 

format in the United States. Significant deviations amongst 

physician practice patterns present excellent opportunities for 

Community Healthcare Process Improvement Programs. AHDI 

requires each physician pass three screens for problematic 

performance. Failure of any one or more of the screens results 

in physicians not being designated as an Endorsed Provider 

(EP). Information regarding those physicians failing any one of 

the screens is shared in detail with the appropriate physician 

review panel in each HEZ. In order to facilitate practice pattern 

changes, we provide physicians access to a secure, HIPAA 

compliant website called iView. Physicians may start at a 

summary level and drill down to the level of individual patients, 

dates of service and other detailed information to learn more 

about their practice patterns at a comparison level. Physician 

practice patterns will only change when peer physicians engage 

to help make them change. Comprehensive information is at the 

foundation of enabling this to occur. Sections V and VI of this 

Guide go into great detail of how intelligent information is the 

catalyst for connecting practice patterns with cost efficiencies. 

  The fourth step is to open up a line of communication 

one on one telephonically between the AHDI Healthcare 

Navigator Nurse Coaches and the chronically ill 

members. The Healthcare Navigator Nurse Coaches 

are specially trained and experienced in developing 

patient trust and rapport. Based upon this trustworthy 

relationship they serve as a Healthcare Consumer 

Coach. Their approach involves educating and 

motivating the chronically ill with respect to: 

  The services the physician should be providing to care 

for the condition(s) 

  The self-care the patient should be performing 

  The appropriate measure(s) of success for the particular 

clinical condition(s). 
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The following report illustrates a sample of the 27 chronic 

conditions tracked and how the chronically ill are represented 

by chronic conditions in conjunction with the Minimum Annual 

Care Service Rates indicating whether they are receiving an 

appropriate minimum level of care. 

The Minimum Annual Care Requirements are essential to 

improving the overall health status of those individuals with 

chronic illnesses. It can be likened to installing front and side 

airbags in your car before you hit the wall in the fourth turn. Of 

course, the airbags are designed to minimize the severity of 

your injuries. Similarly, if the chronically ill take better care of 

themselves and receive better care from their physicians, the 

likelihood of an acute, expensive healthcare bill is significantly 

reduced. This form of large claim prevention work will not 

only favorably impact the employer health-care expenditure 

but improve the covered individual’s life expectancy, quality 

of life, and decrease absentee-ism from work. The primary 

key to the overall success of improving the health status of 

the chronically ill is the proactive efforts of the Healthcare 

Navigator Nurse Coaches. 

Healthcare Index Analysis 
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Hyperlipidemia 

Asthma 

Diabetes 

Coronary Artery Disease 

Chronic Obstructive 
Pulmonary Disease 

Hypothyroidism 

561

192

180

130

99

95

487

163

150

73

86

84

160

46

1

12

42

37

33% 

28% 

1% 

16% 

49% 

44% 

$81 

$113 

$321 

$174

$113 

$108

1 Blood Lipid
1 Clinical Evaluation 

2 Clinical Evaluations 

2 Clinical Evaluations 
2 Glycohemoglobins 

1 Microalbumin
1 Retinal Exam
1 Serum Lipids 

1 Clinical Evaluation
1 EKG

1 Serum Lipids 

2 Clinical Evaluations 

1 Clinical Evaluation 
1 TSH or T4 

Number of 
Conditions 
based on 

Active 
Membership

Number of 
Conditions with 

at Least 12 
Months of Claims 

History Prior 
to 12 Months 

(subset of 
Column 2) 

Number of 
Conditions 
Meeting 
Minimum 

Annual Care 
Requirements

Minimum 
Care Rate

Minimum 
Annual Care 

Recommended

Estimated 
Annual 
Cost of 

Minimum 
Services 

Per Person

Chronic
Condition

As employers, we have insulated our employees from how 

expensive healthcare really is. Most employees still incorporate 

relatively small deductibles ($250 to $500) and relatively small 

out of pocket maximums ($2,500 to $5,000). Additionally, the 

amount of employee contribution handled through payroll 

deductions represents only about 20% to 25% of the total 

cost. As deductibles, out of pocket maximums, co-pays and 

payroll deductions continually increase for employees, they 

will become more engaged in how their healthcare dollars are 

spent. One of AHDI’s goals is to help create knowledgeable 

and demanding consumers of healthcare and to improve self-

management skills and confidence. Success in these areas 

has been shown in a number of published studies to decrease 

need for medical intervention in both the short and long term. 

Providing a Healthcare Consumer Coach to the chronically ill 

population not only has serious favorable financial implications 

to employers but is an extraordinary service to the covered 

member considering the complexity of the current healthcare 

delivery system. 

OCA FO SREYOLPME  ETUTITSNI ATAD HTLAEH NACIREMA EHT OT EDIUG 
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Exhibit 1, which is on page 34 of this publication, illustrates the 

number of proactive telephone calls made by the Healthcare 

Navigator Nurse Coaches for a particular client. 

As important as it is to do everything possible to encourage 

and assist the chronically ill to regularly visit their physicians, 

it is equally important to encourage the chronically ill to utilize 

physicians already practicing high quality, cost effective 

medicine. AHDI refers to these physicians as Endorsed 

Providers (EPs). EPs are subject to three AHDI tests and 

physicians must pass all three to be endorsed. These 

tests will be discussed in detail in Section V of this Guide. 

AHDI’s Healthcare Navigator Nurse Coaches are equipped 

with software, which identifies all EPs within a five, ten, 

and fifteen-mile radius of the chronically ill member’s home 

address. This enables them to readily discuss with chronically 

ill members the advantages and convenience of using EPs as 

their primary physicians. Not only will the use of EPs result in 

higher quality more cost effective care for the chronically ill, 

but it will reduce the expense of the healthcare episode. This 

expenditure reduction is accomplished through the decreased 

utilization of physicians not endorsed. If the utilization of all 

Non-Endorsed providers were eliminated, overall healthcare 

costs would be reduced for the employee and employer by 

approximately 14%-18% and the overall quality of care would 

be enhanced. 

Another important element of using only EPs is that while 

the Community Healthcare Process Improvement Programs 

are slowly making head-way as dis-cussed in Section II of 

this Guide, AHDI’s Healthcare Navigator Nurse Coaches are 

quickening the pace (more in line with employer’s desired 

pace) by diminishing the utilization of those physicians who 

delay or refuse to amend their practice patterns in an effort to 

connect the quality of care with cost efficiency. 

Since the chronically ill representing 20% of the covered 

population account for 80% of the employer’s healthcare 

expenditure, it makes logical sense to focus a significant 

amount of energy on this covered population. There are, of 
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course, a number of other unrelated initiatives an employer 

could focus on, but none of them carry a greater positive impact 

potential than comprehensively managing the chronically ill 

— including getting them into the right physicians offices. 

PREVENTION AND EARLY DETECTION 
OF DISEASE
While the largest and most immediate return on health 

management investment may be realized by focusing on 

those with established chronic disease, there are issues 

further upstream that are also very important, if you could 

prevent chronic (and other) illnesses from occurring you 

would never need to be concerned with managing the costs 

of those illnesses. There are also a modest number of 

medical conditions where early detection is clearly of benefit, 

both clinically and economically. To these ends, we have 

developed programs to address each of these issues.

EARLY DETECTION OF DISEASE

PREVENTION OF DISEASE
Primary prevention of disease is addressed through a web-

based product that starts with a Health Risk Assessment 

(HRA). Key Care Guide — the PHD Network — is a new and 

exciting Health Management System designed to help educate 

individuals about the long-term benefits of improving their

Just as we can track the presence or absence of care 

required to manage established chronic illness from claims 

data, we can also track services aimed at early detection of 

illnesses (e.g. breast cancer, colon cancer) where such 

screening testing is clearly valuable. When the claims history 

indicates that the recommended time interval for such testing 

is drawing to a close, we can generate reminders for patients 

as to what preventive maintenance is coming due and 

update those reminders early, as appropriate. Employers of 

ACO may wish to design the benef t plan to encourage thesei  

highvalue screening tests. 
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overall health. This “Personal Health Development Network,” 

delivers personalized health and wellness information in an 

interactive format via the Internet. This approach has the ability 

to uncover individual health risks, including onset of Heart 

Disease; Diabetes, and Stroke then to provide individuals 

with “personal wellness programs” designed around each 

member’s particular health characteristics. A unique tracking 

feature permits us to monitor progress and provide activity 

and participation reports to sponsors. 

This program helps individuals achieve personal health goals 

while helping organizations reduce healthcare costs and 

improve morale. This approach promotes personal health and 

wellness through education and empowering of members to 

take responsibility for their own Personal Health Development. 

We believe the most effective approach to improving health 

and controlling healthcare costs is to provide wide-scale 

health education that is: 

Co-Morbidity Report

771 

299 

121 

67 

17 

12 

5 

1 

0

1,293 

3,626 

–

$538,230 

21.3% 

8.2% 

3.3% 

1.8% 

0.5% 

0.3% 

0.1% 

0.0% 

0.0% 

–

–

35.7% 

–

711 

295 

124 

61 

19 

8 

4 

3 

0

1,225 

3,674

– 

$1,289,920

19.4% 

8.0% 

3.4% 

1.7% 

0.5% 

0.2% 

0.1% 

0.1% 

0.0% 

–

–

33.3%

–

13.6% 

4.6% 

1.2% 

0.3% 

0.1% 

0.0% 

0.0% 

0.0% 

0.0%

–

 –

19.9%

–

Number of individuals with 1 chronic condition 

Number of individuals with 2 chronic conditions 

Number of individuals with 3 chronic conditions 

Number of individuals with 4 chronic conditions 

Number of individuals with 5 chronic conditions 

Number of individuals with 6 chronic conditions 

Number of individuals with 7 chronic conditions 

Number of individuals with 8 chronic conditions 

Number of individuals with 9 chronic conditions 

Total Number of Individuals with chronic conditions 

Total Number of Individuals with Medical Coverage 

Chronic Condition Patient Rate 

Estimated annual cost of minimum care services 
based on employer experience

Current

% of Total 
Medical 
Lives - 
Current

Previous

% of Total 
Medical 
Lives - 

Previous

% of Total 
Medical 

Lives AHDI 
Norms

Summary of Individuals
with Chronic Conditions

  consistent and practical 

  personalized to the individual 

  connected with meaningful incentives

  easy to use 

Unlike any other wellness program, our Personal Health 

Development Network unites four vital features necessary for 

effective promotion of wellness: 

  Ability to serve users anywhere anytime through online 

delivery 

  Automatic tracking system to simplify incentive 

programs 

  Remarkably low cost 

Our approach integrates the essential ingredients of 

wellness: knowledge via education and promotion of fitness 

and healthy activities. The individualized approach helps 

participants learn about wellness in a manner more relevant 

to their personal needs. 

OCA FO SREYOLPME  ETUTITSNI ATAD HTLAEH NACIREMA EHT OT EDIUG 
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This is the only service that integrates “The Five Essential 

Elements of Wellness™” in a comprehensive online delivery 

format that is personalized and unique to each participant, 

tracks participation and improvement at the group level and 

includes an incentive point management system to assist 

with incentive and reward programs. 

Personal Health Assessment

We utilize a convenient and completely private health 

assessment to create a unique Personal Health 

Development program tailored to each persons needs. 

We uncover risk factors and areas of health concern 

and provide a series of targeted, interactive health 

modules designed to help every individual reach their 

personal health goals. 

Health Awareness

We provide each participant with a series of reports, 

health concerns, risk factors and suggestions for 

improvement. We also include a series of Educational 

Modules designed to help people better understand their 

individual health issues and gain better understanding 

as to what is necessary to improve their current health 

status over time. 

Tailored Individual Wellness Programs

The Personal Health Development Network offers an 

engaging approach to understanding individual health 

issues and guides participants toward better health 

and wellness. 

Tracking and Improvement

Our system tracks participation, indicates improvement 

and areas still in need of attention and summarizes 

key health indicators in an easy to understand format. 

The Personal health Summary Report provides a 

great tool for monitoring both individual and group 

health progress over time. 

Incentive Points and Reward Program 

Management

Our platform automatically calculates points earned 

by each participant. All you need to do is determine 

what the points are worth. We take the “paper and 

payroll” hassles off the table and make program 

management fun! 

Once the individual’s barriers to good health are identified 

with the HRA, the system will direct the person to a series 

of web-based interactive educational programs (developed 

by health educators from Duke University Medical Center, 

a world-renowned leader in health promotion and wellness) 

designed to improve the patient’s knowledge and health-

related behaviors in their at-risk areas. 

This is another area where Employers of ACO may wish to 

use the benef t plan to give incentives for completing thei  

HRA and the appropriate educational materials. 

These same materials may be used to assist individuals with 

already-established chronic disease as part of the 

Healthcare Navigator program. 
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IV. Risk Stratification 

The ability to do accurate risk stratification is fundamental to 

the success of large claim prevention. Risk Stratification is 

the science of ranking individuals from those with the greatest 

probability of dis-ease onset to the least probability. Large 

claim prevention depends significantly on early identification, 

intervention, and coaching. Therefore, accurately predicting 

who will be the next covered member to incur the largest 

claim before it is actually incurred creates an opportunity to 

avoid larger claims altogether. AHDI’s Healthcare Navigator 

Nurse Coaches contact, assist, educate and coach the “next 

most likely individuals” in what they could and should be doing 

to improve their health status thereby potentially reducing 

the level, intensity, and expense of their future healthcare 

services. 

AHDI’s Risk Stratification process employs primarily two 

techniques. As illustrated in the report on the next page, 

individuals with more than one chronic illness are identified. 

Those with the highest number of co-morbidities are leading 

candidates for proactive contact and coaching. The second 

technique utilizes a very sophisticated software application, 

which takes the following factors into consideration resulting 

in the assignment of a Healthcare Index to each covered 

member. 

 age / gender 

 illness burden 

 co-morbidities (coexistence of diseases) 

 types of medications and frequency 

 number of medications. 

The Healthcare Index technology identifies not only those 

chronically ill individuals but also those individuals whose 

condition(s) is not considered chronic but likely to generate 

a large bill in the near future. By simultaneously using both 

techniques (Co-Morbidities and Healthcare Indexing) the size 

of the employer’s covered population which should receive 

proactive coaching is expanded to approximately 25%. 

Additionally, because this 25% of the covered population is 

expected to account for 90% of the total healthcare dollar 

expenditure, AHDI is able to deliver a greater impact than 

if only one risk stratification technique were used. The 

following report illustrates the Healthcare Index assignments 

in descending order of most likely to least likely to incur the 

largest healthcare expenditures in the next twelve months 

with an associated dollar value estimate of the expenditure if 

no proactive coaching occurs. 

The objective of proactive coaching is to improve the overall 

health status of individuals who need it most. The science of 

Risk Stratification identifies those individuals in rank order so 

all proactive resources can be focused on the right people. 

These efforts not only reduce or prevent future large claims, 

but just as importantly, they are designed to improve the quality 

of life for those who may need the greatest helping hand. 

Another product of AHDI’s capacity to do individual Risk 

Stratification is the development of Corporate Healthcare 

Indices and Health Economic Zone (HEZ) Healthcare Indices. 

It is logical and statistically reliable to evaluate the overall illness 

burden of each corporation involved in AHDI’s analysis and to 

assign each with a separate “Corporate Healthcare Index.” 

By doing so, a rank order of Corporate Healthcare Indices is 

developed enabling each corporation to clearly identify how its 

Illness Burden compares to other corporations. This analysis is 

an excellent indicator of the size of future corporate healthcare 

expenses and how they impact each corporation competitively 

in their market. 

AHDI performs an additional roll-up of all corporate healthcare 

indices in each HEZ. As a result, the HEZ Healthcare Index 

is an indication of the overall illness burden of the community 

in which each corporation resides. If the illness burden of a 

community is above normal, the medical services and related 

expenses will generally be above normal. 
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Individual Healthcare Indices 

s
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1 

71 

52 

51 

69 

58 

74 

34 

43 

59 

63 

78 

31 

49 

49 

31 

44 

55 

58 

62 

62 

37 

0 

M 

F 

F 

M 

M 

F 

M 

M 

F 

M 

M 

M 

F 

F 

F 

M 

M 

M 

F 

M 

M 

M 

35.100 

28.649 

25.192 

24.630 

24.370 

20.863 

20.467 

20.195 

20.060 

18.856 

17.790 

17.536 

16.544 

16.544 

16.413 

11.220 

11.219 

10.007 

9.577 

9.469 

9.393 

9.354 

$73,882 

$60,304 

$53,028 

$51,844 

$51,296 

$43,915 

$43,082 

$42,508 

$42,224 

$39,689 

$3,446 

$36,911 

$34,823 

$34,823 

$34,549 

$23,617 

$23,614 

$21,063 

$20,159 

$19,932 

$19,772 

$19,690 

9139k0178196 

9139k0175223 

294k0132278 

9139k0174449 

9139k0176852 

9139k0175471 

9139k0171637 

9139k0177610 

9139k0177861 

2076k0118679 

9139k0178899 

9139k0175637 

9139k0177587 

9139k0176610 

9139k0176013 

9139k0177664 

9139k0178942 

9139k0177866 

9139k0174602 

294k0270632 

9139k0170809 

9139k0171276 

Patient 
ID

Age Gender
Healthcare 

Index
Predicted 

CostFAMILY ID

Therefore, a separate corporation achieving a low healthcare 

index but doing business in a community with a high 

healthcare index will be financially impacted negatively. 

This only further emphasizes the need to identify Endorsed 

Providers (physicians already practicing high quality, cost 

effective medicine). 
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Corporate Healthcare Indices

AHDI ALLOWED CHARGES ASSOCIATED WITH RETROSPECTIVE 
HEALTHCARE INDEX DIFFERENCES

Number of Individuals in Analysis 

Average age of Adults (employees & spouses)

% of Females in Adult Covered Population

% of Adults in Covered Population 

Healthcare Index of Population (Retrospective) 

Excess Allowed Charges Expected Due to Atypical 
Healthcare Index 

Demographics-only Healthcare Index 

Excess Allowed Charges Due to Atypical 
Demographics 

Illness Burden 

Excess Allowed Charged Expected Due to Atypical 
Illness Burden 

Number of Individuals in Analysis 

Average age of Adults (employees & spouses)

% of Females in Adult Covered Population

% of Adults in Covered Population 

Healthcare Index of Population (Retrospective) 

Excess Allowed Charges Expected Due to Atypical 
Healthcare Index 

Demographics-only Healthcare Index 

Excess Allowed Charges Due to Atypical 
Demographics 

Illness Burden 

Excess Allowed Charged Expected Due to Atypical 
Illness Burden 

10,223

–

54.2%

72.2%

1.87

$12,354,338

1.32

$4,158,449

0.35

$8,195,889 

6,561

54.0

46.0%

73.3%

2.10

$13,488,075

1.42

$3,939,200

0.68

$9,546,874 

–

–

52.0%

68.6%

1.06

–

1.12

–

-0.06

–

–

43.0

52.0%

68.8%

1.06

–

1.12

–

-0.06

–

–

–

4.2%

5.3%

57.5%

57.5%

–

18.9%

–

38.7%

–

25.6%

7.8%

6.9%

98.1%

98.1%

–

28.3%

–

69.8%

–

–

–

–

–

$1,208

–

$407

–

$802

–

–

–

–

–

$2,055

–

$600

–

$1455

Note: Costs are for a two-year 
analysis period

In this HEZ Normative Value

Excess 
Allowed 

Charges per 
Lifer per Year

% Excess

HEZ:

EMPLOYER: LARGE TOWN CORPORATION (LIVES IN HEZ TOWN ONLY)
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Hez Healthcare Indices

HEZ:

203

9801 Large Town Corporation

9253

002001

2084

9254

9164

9346

9139

204

9338

9390

9405

PMG

9392

9350

189

9130

399

9142

Prospective Healthcare Index Normative Value

Company Prospective Healthcare Index 
of Covered Life Population
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1.81

1.75

1.53

1.53

1.45

1.38

1.25

1.18

1.10

1.00

0.91

0.90

0.88

0.88

0.87

0.83

0.83

0.51

0.48

1.41

AHDI PROSPECTIVE CORPORATE HEALTHCARE INDICES
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V. Endorsed Providers

Specialty Cost Comparison

CASE-MIX AND EFFICIENCY INDEX DISTRIBUTIONS FOR INTERNAL MEDICINE

# Episodes:
Total 629
Nonoutlier 48

Patients: 221
Case-mix index     0.88**
Efficiency index 1.05

Internal Medicine
ID #: 223776
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SCORES SCORES

Case-Mix Scores Efficiency Scores

# of Providers

Your Score Your Score

# of Providers

0.0 - 0.60

0.60 - 0.70

0.70- 0.80

0.80 - 0.90

0.90 - 1.00

1.00 - 1.10

1.10 - 1.20

1.20 - 1.30

1.30 - 1.40

> 1.40

0.0 - 0.20

0.20 - 0.40

0.40- 0.60

0.60 - 0.80

0.80 - 1.00

1.00 - 1.20

1.20 - 1.40

1.40 - 1.60

1.60 - 1.80

> 1.80

750 32

126 184

119 341

101 396

101 303

92 190

52 130

59 86

56 54

477 217

Physicians vary from each other in the way they treat their 

patients. It is even very common for physicians within the 

same group practice to vary from their fellow physician 

partners’ patterns. Historically the vast majority of physicians 

have had no way of comparing their practice patterns to 

other physicians since the appropriate data to evaluate the 

pattern of the “entire episode” of care was not available. An 

episode of care incorporates everything a physician orders 

for his patient, from the first physician office visit through the 

last healthcare service performed for a particular healthcare 

problem. By analyzing the entire episode of care, AHDI, 

through the use of software applications from McKesson, has 

the capacity to identify which physicians and other licensed 

independent practitioner providers have the following 

desirable characteristics: 

  practice patterns which result in low total costs for types 

of illnesses they treat in comparison to other physicians 

of the same specialty 

  delivery of high levels of post-primary preventive care 

services for chronically ill patients 

  patterns of clinical and billing practices that avoid 

service up-coding, services that are not appropriate 

for the diagnosis, vague or invalid diagnostic coding, 

and services performed more frequently than typically 

appropriate. 
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SAMPLE OF GENERAL INTERNAL MEDICINE PHYSICIANS SORTED 
BY SERVICE RATE
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The Endorsed Provider label is applied to physicians that 

pass three screens for problematic performance. Failure on 

any one or more of the screens results in a Non-Endorsed 

Provider designation. 

The first screen develops a Cost Efficiency Index for each 

physician. The Cost Efficiency Index is defined as the actual 

total cost of care for completed episodes of care managed 

by a physician, divided by the total of the average cost of 

care for episodes of those types treated by physicians of the 

same specialty. If a physician’s Cost Efficiency Index exceeds 

a certain value and is statistically higher than the average 

for the specialty, the physician will be designated as a Non-

Endorsed Provider. 

The second screen involves a Preventive Care Service 

Rate. Secondary preventive care services are those that 

are needed to keep a chronic illness from progressing and 

causing complications. The service rate is, as calculated 

Physicians Failing EP Service Rate Test

Confidential 

Confidential 

Confidential 

Confidential 

Confidential 

Confidential 

Confidential 

Confidential 

Confidential 

Confidential 

Confidential 

Confidential 

Confidential 

GRAND RAPIDS 

LAWRENCEVILLE 

CENTRAL CITY 

CINCINNATI 

MUNCIE 

BREMERTON 

VALLEY 

VALLEY 

LAS VEGAS 

OPELIKA 

OPELIKA 

MORGANFIELD 

GRAND RAPIDS 

MI 

IL 

KY 

OH 

IN 

WA 

AL 

AL 

NV 

AL 

AL 

KY 

MI 

49546 

62439 

42330 

45269 

47302 

98310 

36854 

36854 

89193 

36803 

36801 

42437 

49546 

88 

750 

666 

94 

824 

12 

378 

240 

92 

534 

404 

42 

84 

14.5% 

28.6% 

28.6% 

28.6% 

29.2% 

29.8% 

31.4% 

32.3% 

35.7% 

36.4% 

39.1% 

40.2% 

40.9% 

1 185646 

1 40201 

1 61411 

1 194433 

1 92834 

1 100017 

1 100414 

1 92020 

1 100171 

1 114457 

1 91769 

1 98747 

1 185655 

Name City State Zip Code
# of Desired 

Services
Service 
RatesProvider ID

by AHDI, based upon absolute minimum number and types 

of services for nineteen important chronic conditions. A 

service rate that is both less than a certain percentage of the 

typical service rate for physicians of the same specialty and 

statistically lower than the average for the specialty will result 

in a Non-Endorsed Provider designation. 

The third screen involves overlaying the physician’s actual 

practice pattern over the applicable best practice pattern which 

is embedded in the McKesson clinical software. This screen 

looks for issues involving up-coding, improper diagnosis, 

vague invalid diagnostic coding, services performed more 

frequently than typically appropriate, etc. Pattern challenges 

that exceed a predetermined multiple of those typical for the 

specialty and statistically more common than the average will 

result in a Non-Endorsed Provider designation. 
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Physicians passing all three screens receive the Endorsed 

Provider designation. This designation indicates the physician 

is practicing high quality cost effective medicine and therefore 

should be a physician of choice.

The EPs and NEPs are separately put in rank order depending 

upon their results of these screens. AHDI’s capacity to identify 

Specialty Cost Comparison
# Patients 273
# of Services 5,038
Total Cost $181,929

# Challenges 340
Challenge Cost $9,743
Challenge Rate 6.4%

Internal Medicine
ID #: 223776

PROVIDER TO SPECIALTY COMPARATIVE PATTERNS PERFORMANCE ANALYSIS

PATTERNS RESULTS SUMMARY

Cost per Patient

Services per Patient

Visits per Patient

Challenge Rate 

$703Provider
$415Specialty

19.4Provider
6.4Specialty

6.2Provider
3.2Specialty

6.4%Provider
6.6%Specialty

Procedure not appropriate for 
diagnosis submitted 

Procedures performed too 
frequently 

Services requiring medical review 

Visit codes too intensely billed 
-“upcoded.” 

Invalid coding data submitted 

Procedures billed with non-
specific diagnosis 

2.5%Provider
3.1%Specialty

2.5%Provider
3.0%Specialty

0.0%Provider
1.7%Specialty

0.9%Provider
6.8%Specialty

0.9%Provider
1.6%Specialty

1.6%Provider
1.8%Specialty

physicians already practicing high quality, cost effective 

medicine and those who are not is applied in a very 

practical manner by AHDI’s Healthcare Navigator Nurse 

Coaches and Utilization Management Nurses for the 

benefit of covered members, employers, and employer/ 

healthcare provider community initiatives.

OCA FO SREYOLPME  ETUTITSNI ATAD HTLAEH NACIREMA EHT OT EDIUG 



25

VI. Non-Endorsed Providers
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Physicians who have failed to be designated as an Endorsed 

Provider are assigned a Cost Efficiency Index, as previously 

mentioned, and designated as a Non-Endorsed Provider 

(NEP). The NEPs are placed in descending order of their 

assigned Cost Efficiency Index. Therefore, the practice 

patterns of the physician at the top of the list demonstrated 

the greatest deviation from his peer physicians’ practice 

patterns resulting in the greatest cost differentials. 

Considering the significant variance in physician quality 

and cost efficiency, the rank ordering of physicians by Cost 

Efficiency Index allows AHDI’s physician and utilization review 

management nurses to focus their efforts on physicians with 

the most problematic practice patterns. 

The rank ordered NEP list is divided into thirds. Physicians 

in the top third of the list are monitored at the highest level 

and receive the greatest level of individual contact by AHDI’s 

medical professionals. The operational procedures by AHDI’s 

Utilization Review Management Staff for the highest third are: 

 Obtain criteria for all admissions including medical 

history, tests, and labs.

 Pend admissions to AHDI’s Medical Director for 

approval of all days. 

 AHDI’s Medical Director to call providers as deemed 

necessary upon review of each admission. 

 Complete daily concurrent review. • After initial length 

of stay has been exhausted and if further days are 

requested, pend again for AHDI’s Medical Director for 

additional length of stay approval. 

 An AHDI Care Manager will work with the provider’s 

office to determine appropriate levels of service 

and notify AHDI’s Medical Director of all proposed 

treatment. 

 AHDI’s Medical Director will review and call provider on 

any questionable treatment plans. 

Procedures for the middle third of NEPs are: 

  Obtain criteria for all admissions including medical 

history, tests, and labs. 

  Assign one-day length of stay and do daily con current 

review. (Pend to AHDI’s Medical Director as needed.) 

  Send notification of admissions to AHDI’s Medical 

Director for review. 

  AHDI’s Medical Director will intervene when 

necessary. 

  AHDI’s Case Manager will work closely with the 

provider’s office to determine appropriate levels of 

service and notify AHDI’s Medical Director of all 

proposed treatment activity. 

Procedures for the lowest third of NEPs are: 

  Obtain criteria for all admissions including medical 

history, tests, and labs. 

  Assign a maximum of two days or less based on 

recommended length of stay guideline. 

  Continue daily concurrent review. (Pend to AHDI’s 

Medical Director as needed.) 

  AHDI’s Case Manager will work closely with the 

provider’s office to determine appropriate levels of 

service and refer to AHDI’s Medical Director when 

treatment is questionable. 

This Stepped Down Utilization Review Management process 

for the NEPs assures that: 

  All utilization review management resources are 

directed toward the physician population needing it 

most. 

  While healthcare providers are working to improve 

the physician practice patterns and healthcare facility 

efficiencies in the community, employers through the 

efforts of AHDI are also motivating the approximate 
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SAMPLE OF GENERAL INTERNAL MEDICINE PHYSICIANS SORTED 
BY COST EFFICIENCY INDEX

Physicians Failing Cost Efficiency Test

Confidential 

Confidential 

Confidential 

Confidential 

Confidential 

Confidential 

Confidential 

Confidential 

Confidential 

Confidential 

Confidential 

Confidential 

Confidential 

Confidential 

Confidential 

Confidential 

Confidential 

Confidential 

Confidential 

Confidential 

Confidential 

Confidential 

Confidential 

Confidential 

Confidential 

JACKSON 

HENDERSONVILLE 

OWENSBORO 

YORKVILLE 

LOS ANGELES 

MOLINE 

GRAND RAPIDS 

MERIDIAN 

CINCINNATI 

HAGERSTOWN 

CHARLOTTE 

DALLAS 

VALLEY 

VALLEY 

SHELBY 

INDIANAPOLIS 

INDIANAPOLIS 

CELINA 

DEFIANCE 

MUNCIE 

WEST PLAINS 

VALPARAISO 

VALLEY 

HOLLAND 

RUSHVILLE 

MS 

NC 

KY 

IL 

CA 

IL 

Ml 

MS 

OH 

MD 

NC 

TX 

AL 

AL 

NC 

IN 

IN 

OH 

OH 

IN 

MO 

IN 

AL 

MI 

IN 

39225 

28739 

42323 

60560 

90045 

61266 

49501 

39301 

45233 

21741 

28211 

75231 

36854 

36854 

28150 

46227 

46227 

45822 

43512 

47304 

65775 

46383 

36854 

49424 

46173 

157 

389 

153 

251 

186 

357 

352 

378 

210 

106 

311 

296 

289 

197 

212 

470 

240 

324 

230 

125 

100 

139 

346 

400 

289 

4.18 

3.94 

3.16 

3.04 

2.98 

2.70 

2.54 

2.32 

2.29 

2.20 

2.04 

2.02 

1.79 

1.68 

1.65 

1.62 

1.57 

1.45 

1.45 

1.43 

1.42 

1.37 

1.35 

1.29 

1.28 

1 224352 

1 108727 

1 215019 

1 216053 

1 513191 

1 256290 

1 240281 

1 230027 

1 165611 

1 255008 

1 207730 

1 226063 

1 100414 

1 93381 

1 121493 

1 102136 

1 170414 

1 20342 

1 216200 

1 113924 

1 134980 

1 198960 

1 193733 

1 189675 

1 92109 

Name City State Zip Code
# of Desired 

Services
Service 
RatesProvider ID

eight percent of the physician population qualifying as 

NEPs to amend their practice patterns. 

 As the practice patterns of the physicians with the 

greatest deviation from their peers are amended, the 

overall quality and cost effectiveness of care delivered 

to those patients who are not willing to see a EP will 

improve.

 Employers will see a more favorable impact to their 

healthcare expenditures occur sooner than they will 
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with the continued use of the non-specific work out 

traditional utilization management techniques.

A well-known, very large U.S. health insurer completely 

discontinued their traditional pre-certification process. They 

found that all their pre-certification activity amounted to 

3% denials and 97% approvals at an insurance company 

administration cost of $108 million dollars per year. Their 

results are reinforcement for the discontinuance of the old 
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VII. Case Studies

VII. CASE STU
D
IES

fashion traditional utilization management techniques. 

However, AHDI’s new techniques concentrated on the 

appropriate provider population have already proven to be 

extraordinarily valuable to employers and covered members. 

When the employer’s benefit plan is designed to take full 

advantage of disease and demand management as well as 

provider profiling, impressive results may be obtained as 

demonstrated in the following case studies:

Employer A

A manufacturing company with 1.359 member lives, a 

Healthcare Index of 1.27 and 1.6 chronic conditions per life 

in 2004.

Employer B

An engineering/architectural firm with 866 member lives, a 

Healthcare Index of 1.27 and 1.4 chronic conditions per life 

in 2004.

Employer C

A trucking company with 405 member lives, a Healthcare 

Index of 1.20 and 1.6 chronic conditions per life in 2004.

Employer D

A grocery store chain with 3,002 member lives, a Healthcare 

Index of 1.10 and 1.2 chronic conditions per life in 2004.

These employers have implemented some or all of the cost 

control measures outlined above, albeit with varying degrees 

of completeness and rigor. Employer A has done the most 

effective job, as reflected by their consistently better results.

In the following table, showing employers A - C, note the 

following generalizations:

 Healthcare claims per covered life have fallen, at least 

in relationship to the regional trend in the healthcare 

inflation (12% per year during this time period) and in 

two cases also in absolute terms.

 With the passage of time, a higher fraction of individuals 

with chronic illnesses tend to be uncovered.

  With aggressive management, more of the medically 

appropriate care is delivered to individuals with chronic 

disease.

  Even though more appropriate care is being received 

over time, the total cost of care related to the chronic 

disease actually falls.

  The hospitalization rate falls.

  The rate of emergency room use tends to fall (and 

the average expense per ER use increases since the 

remaining visits tend to be true medical emergencies).

  The number of office visits per year tends to increase 

as more medically appropriate care is received

and use of the ER falls.
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Three Year Medical and RX Trend Analysis

Healthcare Index* Largest Health Economic 
Zone 2004

2002 2003 2004

Company A Company B Company C

COMPANY A COMPANY B COMPANY C

$3,000,000

$2,500,000

$2,000,000

$1,500,000

$1,000,000

$500,000

$0

$2,829,663

$1,596,991

$1,037,597

$2,522,671

$1,969,291

$1,011,089

$2,497,313

$1,924,674

$1,091,679

VI
. C

AS
E 

ST
U
D
IE

S

1.20

* Normative Value = 1.06

1.68
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Cost of Chronic Illness*

2002 2003 2004

VII. CASE STU
D
IES

Chronic Disease Rate

Active Members

Total Conditions

Overall Chronic Illness Rate*

Chronic Disease Rate

Active Members

Total Conditions

Overall Chronic Illness Rate*

Chronic Disease Rate

Active Members

Total Conditions

Overall Chronic Illness Rate*

19.3%

194

288

46%

22.6%

177

257

54%

27%

266

400

57%

25.3%

205

305

50%

29.5%

278

445

57%

24.7%

230

327

51%

Chronic Condition trends 2002 2003 2004

19.8%

81

132

49%

22.4%

95

151

42%

25%

103

167

51%

COMPANY A

COMPANY B

COMPANY C

COMPANY A COMPANY B COMPANY C

$700,000
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$400,000

$300,000

$200,000

$100,000

$0

$678,219

$558,424

$262,924

$371,362

$251,018

$175,651

$351,737

$256,573

$154,727
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STABILITY OF ALLOWED CHARGES IN THE FACE OF 13% 
HEALTHCARE INFLATION TREND

Average Total Allowed Charges Per Life Mean Upper Control Limit Lower Control Limit

Company D’s costs continued to be stable* over time, notwithstanding a regional 
healthcare infl ation rate of 13%
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Stable as defined by conventional statistics tests for processes, the most commonly used being the “Western Electric Rules” as 

follows:

WESTERN ELECTRIC RULES

(Each has about the same probability of occurrence [approximately 3 times in 1,000])

 NO  single point falls above or below three standard deviations (control limit).

 NO  Two out of three successive points lie between 2 and 3 standard deviations on one side of the mean.

 NO  Four our of five successive points fall beyond on standard deviation on one side of the mean.

 NO  Fifteen points in a row fall within one standard deviation to either side of the mean.

 NO  Eight points in a row fall on one side of the mean.

 NO  Seven points in a row wither increasing or decreasing (not counting adjacent points without change).
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VII. Conclusions
We have to overcome immense challenges to our healthcare 

system. We have failed to build a medical system based 

on science, cost efficiency, and evidence based medicine. 

There are wide variations in physician practice patterns and 

inefficient use of resources. Yet we have at our disposal 

unparalleled science and technology and miraculous 

outcomes. We have created a system where medical 

knowledge doubles every eight months. Our current 

environment is characterized by fragmented healthcare 

agendas, unsupportable variation in clinical approaches to 

care, improper distribution of health services, no consensus 

on what quality and safety are, poor definitions of minimum 

levels of care, and a very consumptive population. 

To date, efforts to correct the existing problems have not been 

collectively led and aimed at under-lying issues. Resolution 

to all of the problems of our healthcare system is beyond 

the scope of AHDI’s charter. AHDI’s mission is to provide 

demystifying, intelligent healthcare information, facilitation 

and coaching to employers and healthcare providers. 

Employers must lead if effective and positive changes are 

going to be made in the healthcare system. Employers must 

focus on new elements of the healthcare delivery system and 

be willing to invest the time in learning how to understand 

what must be done to improve the entire delivery process. 

The American healthcare system is very complicated but 

not impossible to understand. AHDI extracts actionable 

intelligence from mounds of data to help employers manage 

a number of the underlying issues. Employers should 

not become disenfranchised but determined to lead, not 

victimized by but the benefactors of, the greatest health-care 

system ever created. We must engage this challenge in new 

ways, utilizing modern technology to create practical solutions 

for old problems. It can be done.... The American Health Data 

Institute is here to help. 

For more information, please contact: 

Nancy Blough, JD, MBA
Executive Vice President
American Health Data Institute
534 Rivercrossing Drive
Fort Mill, SC 29715
1-866-790-2183

AHDI HIPAA COMPLIANCE 
STATEMENTS
AHDI maintains patient identifiable information in strictest 

confidence as required by HIPAA of all “Business Associates” 

of an employer’s health plan. Patient identifiable information 

is used by AHDI only as a part of plan payment and healthcare 

operations of a benefit plan and is never released to an 

unassociated third party. 

In the creation of a community healthcare provider analysis, 

AHDI maintains the confidentiality of all patient identifiable 

information as required by HIPAA. AHDI has applied generally 

acceptable statistical and scientific principals and methods 

to render information not individually identifiable, and has 

determined and documented that the risk is very small that 

the information (either alone or in combination with other 

reasonably available information) could be used to identify 

an individual. 
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American Health Data Institute
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AHDI Glossary of Terms 

Chronic illness: An illness that lasts for an extended 
period — typically a lifetime — once established 

Cost Efficiency Index: The actual cost of care of a 
group of patients cared for by physicians of a particular 
specialty divided by the usual cost of the medial conditions 
for which those patients were treated. A measure of cost of 
care adjusted for case-mix and clinical specialty. 

Demographics: characteristics of a population (group) of 
people. The most basic demographic characteristics are the 
age and sex of population members. 

Episode of Care: The complete sequence of interactions 
between patient and healthcare providers to manage any 
single clinical problem— from start to finish. (Episodes of 
chronic illnesses — that do not have a finish — are arbitrarily 
defined as care of that illness for one year.) 

Healthcare Index: A number that describes the health 
status of a population. The higher the index, the more 
healthcare services and cost are required. The index can 
be applied retrospectively to explain what has happened 
or prospectively to predict what will happen in terms of 
medical service utilization. The index is influenced by the 
demographics of the population (age and sex) and by the 
illness burden. 

Healthcare Navigator Nurse: An AHDI nurse who 
serves as a health system guide or as a self-care coach or 
“personal trainer” for individuals with chronic illnesses. 

Health Economic Zone (HEZ): The geographic 
territory in which healthcare consumers receive their primary 
and secondary (local hospital) care. Patients living in one 
HEZ are unlikely to travel to another HEZ to receive such 
care. 

Illness Burden: The extent to which an individual or 
population is sicker than would be expected for a particular 
set of age and sex demographic characteristics. 

Minimum Annual Care Requirements: Those 
medical services that are needed for adequate secondary 
preventive care for individuals with even mild cases of a 
chronic illness. 

Physician Practice Pattern: The way in which a 
physician cares for the illnesses he/she treats. The choices 
of types and timing of resource utilization used to manage 
clinical episodes of care. 

Preventive Care: Medical services which are intended 
to keep disease from developing (primary prevention) or 
intended to keep an established disease from advancing or 
causing complications (secondary prevention). 

Risk Stratification: Identification of relative risk of future 
medical claims expense and ranking of individuals from those 
with the future probability of greatest medical expense to 
lowest medical expense. This stratification involves assigning 
a Healthcare Index to each member of the population. 

Endorsed Providers: Physicians who have low or 
near-normal cost Efficiency Indices, provide good levels of 
secondary preventive care, and do not have problematic 
patient encounters in terms of worrisome billing and coding 
practices or services rendered. 

Utilization Review Management: Managed care 
procedures intended to prevent over-utilization of the most 
expensive types of services. Such procedures may include 
pre-certification and concurrent review of hospitalization, 
medical necessity evaluation of certain expensive and abuse-
prone services, and some case management services.
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Exhibit 1

CALL ACTIVITY REPORT

GROUP NAME 
Number of Active Members as of End Report Date  993 
Number of New Members During Reporting Period 1,415
Number of New Conditions During Reporting Period 2,431 

Member Letters Sent During Reporting Period 3,454 

Summary of Members Notes 

IN - INCOMING CALLS 

 12N  TWELVE MONTH NOT MEET .................................... 92
 6NM  SIX MONTH NOT MEET ............................................... 1
 DI   DISEASE INFORMATION ............................................ 5
 FU  FOLLOW UP ............................................................... 12
 INT INTRODUCTION CALL ................................................  3
 MD  PROVIDER CALL .......................................................... 3
 NI NETWORK INFORMATION .......................................... 1
 PI  PROGRAM INFORMATION ........................................ 91
 RC REM RC REMOVE CONDITION  .............................................. 72
 RM  REMOVE MEMBER .....................................................  5
 VM  VOICE MAIL ................................................................ 65 

 360 

OT-OTHER 
 CM  CASE MANAGEMENT .................................................. 7
 LR  LETTER RETURNED ................................................... 3
 PKT  HARD COPY DISEASE MATERIAL  ........................... 29 

 39 

OUT - OUTGOING CALL 
 12N TWELVE MONTH NOT MEET .................................. 773
 6NM SIX MONTH NOT MEET ............................................... 2
 ATT  ATTEMPTED PHONE CALL — NO CONTACT ........ 221
 CM  CASE MANAGEMENT .................................................. 1
 FU  FOLLOW UP ............................................................... 61
 PC POSTCARD SENT .................................................... 444
 P1  PROGRAM INFORMATION .......................................... 1
 RC  REMOVE CONDITION ................................................. 2
 RM REMOVE MEMBER ...................................................... 1
 VM  VOICEMAIL  .............................................................. 195 

 1,701 
 Total Communications: 2,100 

MA - MEMBER ACTIVITY
 FU FOLLOW UP ............................................................... 48
 LR  LETTER RETURNED ................................................... 3
 RC REMOVE CONDITION ............................................. 164
 RM REMOVE MEMBER  ..................................................... 3 

 Total Member Activity: 218 
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www.aHDi.com

ACSG is a consulting and distribution organization for the patented process provided through AHDI. Our 

staff has extensive executive level domain expertise in health care risk management, reinsurance, 

practice management, information systems, provider contract negotiations, product development, 

capitation management, health care f nance, and health care compliance. i

 

As a member of the Key Family of Companies, ACSG serves medical providers, employers, employer 

coalitions, health care payers, and public organizations.  
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630.878.7539   |   jack.hill@accountablecaresg.com 
8330 Allison Pointe Trail 
Indianapolis, IN 46250 


