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ABSTRACT: The U.S. health care system provides acute care tools to deal with the prob-
lems of chronic disease, and strategies are needed to engage hospitals in chronic care in-
novations. Acute care–based models that improve chronic care have been developed, but
their diffusion is limited by the absence of a business case for adoption. Yet a financial
case for improving chronic care is possible by aggregating previously tested models into a
service line that can be customized to local circumstances. Beyond benefits to hospitals,
patients and payers could benefit from improved patient outcomes and costs; society could
benefit from more appropriate deployment of resources. [Health Affairs 28, no. 1 (2009):
113–125; 10.1377/hlthaff.28.1.113]

I
n r e c e n t d e c a d e s , c h r o n i c d i s e a s e has emerged as the main contribu-
tor to adverse health outcomes and health-related costs in the United States.
Chronic disease care has also emerged as a major challenge for health care lead-

ers struggling to develop systems to deliver high-quality, cost-effective care.1 Al-
though chronic disease is a problem across the age span, the challenge of caring for
people with chronic illnesses will intensify as our society ages and the prevalence
of chronic disease increases.2

� Chronic illness care in the ambulatory setting. Most experts believe that it
is preferable to manage chronic disease in the ambulatory setting, and consensus as
to what constitutes high-quality, complex chronic illness care has coalesced around
the Chronic Care Model (CCM).3 This model entails changes to the health care sys-
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tem, chiefly in the ambulatory setting, to support the development of informed, acti-
vated patients and prepared health care teams to improve outcomes. In another ini-
tiative, physician professional societies and employer groups have joined forces to
promote the development of patient-centered medical homes to improve the care of
complex chronic illness by increasing payments to physicians in the ambulatory set-
ting to provide coordinated medical care.4

� Chronic disease care in the acute care setting. To a large extent, the CCM
and patient-centered medical home have “worked around” the hospital and acute
care system in the context of delivering chronic illness care. Yet our delivery and
payment systems ironically provide largely acute care tools to deal with the prob-
lems of chronic disease. The acute care platform is favored under current payment
systems and is the dominant driver of health care costs, but to date it has not been
strategically engaged in the management of complex chronic illness. Inclusion of the
acute care setting in chronic illness management is essential because even when
managed ideally, patients with chronic illnesses are commonly admitted to the hos-
pital. Rates of inpatient hospitalization, hospitalization for ambulatory care–sensi-
tive (ACS) conditions, and hospitalizations associated with avoidable and costly
complications all increase with the number of chronic conditions a person has.
Among Medicare beneficiaries, hospitalizations for ACS conditions increase ap-
proximately 360-fold for people with ten or more chronic conditions compared to
those with no chronic conditions.5 Even among populations with multiple chronic
conditions who are receiving care in CCM-oriented models, such as the Program of
All-Inclusive Care for the Elderly (PACE), rates of hospitalization are high.6

Further, recent innovative care delivery models (such as Guided Care, built on
CCM principles and focused on the most costly, highest-risk, and multimorbid
patients) have recognized the importance of the hospital in chronic illness man-
agement and the fact that attending to acute illness episodes is integral to the de-
livery of chronic illness care. Guided Care has developed strong programmatic
components focused on the interface of the ambulatory and acute care settings.7

� The business case for using both care settings. For the health of patients
and our health care delivery system, strategies need to be devised to engage hospitals
and assist them in adopting innovative chronic care models to achieve quality and
cost goals—not to the exclusion of, but in addition to, ambulatory care approaches.
Interestingly, the growing severity of the problem provides the basis for a reasonable
business case for action to embrace the acute care platform in the delivery of high-
quality, cost-effective care for complex chronic illness. Hospitals are operating close
to full capacity, and the lack of capacity reduces growth of profitable service lines.
Second, 37 percent of hospital discharges and 50 percent of inpatient days nation-
wide are for patients over age sixty-five, and these percentages will certainly in-
crease in the next decade.8 Finally, Medicare has recognized the importance of acute
care in the context of chronic illness; the Medicare Payment Advisory Commission
(MedPAC) recently recommended reporting resource use for inpatient stays plus
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thirty days postdischarge, with the intent to tie this to payment changes in two
years.9

Concomitantly, a business case for better chronic care is difficult to make solely
on an ambulatory care platform, except under limited circumstances in capitated
environments. The fee-for-service (FFS) sector, which accounts for the bulk of the
health care market, comprises primarily small practices, which lack the capital,
personnel, equipment, information technology (IT) systems, and knowledge to
broadly implement chronic disease care. Even for large provider groups in a
noncapitated environment, there are major challenges to implementing effective
chronic illness care.10

Although improvements are needed in many aspects of complex chronic illness
care, the premises of this paper are threefold: (1) innovative models of cost-effec-
tive methods to improve the acute episodic care of patients with complex chronic
illnesses have been developed and tested; (2) the dissemination of these models is
hampered by, among other factors, the uncertain business case for chronic illness
care in the current funding environment; and (3) these models will have a broader
impact and stronger business case if they are aggregated into a portfolio of services
or lines of service.

Innovative Models
Innovative models to improve the quality and cost-effectiveness of acute epi-

sodic care of patients with chronic illnesses have been described, developed, and
tested. Their effectiveness is clear, but the magnitude of their effect has been lim-
ited, in part, because they have functioned in a Sisyphean fashion in the absence of
aligned economic incentives.

Hospital-based programs such as Geriatric Evaluation and Management
(GEM) programs, involving interdisciplinary assessment, management, and reha-
bilitation of targeted frail older people, have been shown to improve functioning
and other outcomes in the Department of Veterans Affairs (VA).11 Hospital-based
nursing programs such as Nurses Improving Care for Healthsystem Elders
(NICHE), a comprehensive program used by hospitals to foster systemwide im-
provements in the care of older people, have been adopted in more than 100 U.S.
hospitals.12 A related program, the Hospital Elder Life Program (HELP), which
provides a nursing-centered interdisciplinary team approach applying standard
protocols to prevent delirium and functional decline, has been adopted in more
than sixty U.S. hospitals and in ten hospitals in Britain, Canada, and Australia.13

Specially designed units (Acute Care for Elders [ACE] units) of interdisciplinary
care and protocols to optimize self-care and functioning have been developed and
disseminated to a limited degree.14 Palliative care programs have been developed
that employ an interdisciplinary approach to symptom management and focus on
establishing goals of care, supporting patients and caregivers, and improving con-
tinuity; these programs are reported to improve symptoms and reduce inpatient

B u s i n e s s C a s e

H E A L T H A F F A I R S ~ V o l u m e 2 8 , N u m b e r 1 1 1 5



costs.15

Models that bridge the care continuum have been developed to improve care
transitions, using advanced practice nurses to assist on both sides of the transition
or by educating and empowering patients to be active participants in their care
during transitions.16 In addition, Hospital at Home models have been developed to
provide acute hospital–level care in the home to substitute entirely for a tradi-
tional acute care hospital admission for patients with certain acute illnesses. Pa-
tients are usually identified in the emergency department (ED) and receive critical
elements of acute hospital care (nurse and physician visits, diagnostics, and thera-
peutics) at home. Hospital at Home can also be deployed to facilitate early dis-
charge from the acute care hospital. Hospital at Home has demonstrated a range of
positive outcomes; however, current FFS payment does not align with program
design.17 Early adopters of Hospital at Home have been largely limited to inte-
grated health care delivery systems.

� Barriers to the dissemination of complex clinical interventions. These
models are complex clinical interventions and as such have faced substantial barri-
ers to widespread adoption and dissemination.18 Several factors influence the adop-
tion of innovation: evidence of effectiveness, organizational culture and structure, fi-
nancial costs and benefits, and other external pressures (for example, from the
market).19

These models are often insufficiently described in the literature to allow poten-
tial adopters to understand all of the relevant adoption issues. Most models devel-
oped an evidence base that focused on patient-related outcomes to the exclusion
of costs and other outcomes that are relevant for potential adopters. Models may
present a difficult fit with an adopting organization’s prevailing culture, as in the
case of a palliative care program that might clash with beliefs about cure and life
prolongation. Similarly, palliative care, transition, and Hospital at Home programs
might clash with the independence of community physicians. In addition, all of
these models often require teams of providers for implementation, which makes it
difficult to pull such models “off the shelf.” Adoption often requires collaborations
across stakeholders within (as in hospital-based programs that cut across several
departments) and between organizations (as in transition programs operating at
the interface of different care settings). Even for programs that operate entirely
within the hospital, crossing departmental and cost-center lines makes funding
difficult, given the silo-based budgets and norms for recognizing revenue. Some-
times these programs fall between traditional boundaries of payment mechanisms
and health care organizations (for example, transition care and Hospital at Home).
Additionally, there is no societal mandate or clamoring for models focused on
management of chronic illness care at the consumer level, similar to that seen for
specific illnesses such as cancer.

� Biggest barrier to adoption. We submit that the most important barrier to
adoption and dissemination of these models is that the business case for their adop-
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tion is limited under current reimbursement systems. Hospitalist programs have en-
countered many of these same obstacles, yet their diffusion has been rapid because
of a compelling business case. In contrast, some of the chronic care models discussed
above do not reduce costs to the sponsoring organization; instead, they provide clin-
ical benefits at moderately increased or no incremental costs, as in the case of geriat-
ric evaluation and management and ACE units.20 Others of these programs may gen-
erate cost savings, as in the case of transition services, HELP, and palliative care.21

However, because much of the benefit of improved communication, care plans, coor-
dination, and symptom management results in “cost avoidance” or in the reduced in-
cidence of outlier cases, the impact of these programs is difficult to track. Cost-
accounting systems are poorly equipped to track what did not happen because of an
intervention. Some programs may produce savings to the system by avoided hospital
admissions or reductions in iatrogenic complications. These savings, however, may
accrue to other cost centers (for example, if length-of-stay or intensive care unit use
is reduced) or to a separate entity (such as an insurer) rather than to the entity pay-
ing for the model. There is also no or inadequate Medicare Part B professional fee re-
imbursement for many of the associated services such as transition services, inter-
disciplinary team members and meetings, family meetings, and disease management
activities.

Thus, instead of generating new revenue or discernibly reducing costs, the
usual business case for these programs currently is that they will provide clinical
benefits that some patients may even take for granted (such as an averted compli-
cation) or not discern (such as improvement in a scale of functioning) at no or
moderately increased cost to the sponsoring organization. That dissemination has
been limited should come as no surprise.

The Business Case For Hospitals
A business case for the dissemination of chronic care interventions based on an

acute care platform under current reimbursement systems is necessary; indeed, it
is incumbent on hospitals to do so for their financial survival. Improved chronic
care will require financial resources for the critical mass of interdisciplinary staff-
ing, IT and other infrastructure, and access to multispecialty medical expertise
and services, and, in some cases, for assuming financial risk. In many communities,
the hospital is the organizing force and source of capital for major health care de-
livery initiatives of this scope. Hospitals also have a sizable and growing financial
interest in improving chronic care. Medicare now accounts for 37 percent of hos-
pital admissions and 50 percent of hospital bed-days, and the margins for Medi-
care nonsurgical admissions are at best small for many hospitals. Medicaid and
uninsured patients with chronic illnesses add to the impact of chronic disease pa-
tients with lower reimbursement sources. Demographic projections of the aging
of the population and service projections for the continuing migration of surgical
procedures to the outpatient arena both indicate that nonsurgical admissions of
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patients with chronic illnesses will be an even larger portion of hospitals’ business
in the future. Given the narrow and precarious margins of hospitals and bed ca-
pacity issues, it is crucial to hospitals’ financial stability to implement programs
that minimize risk and increase the predictability of resource use in the chronic
disease population.

The financial incentives for hospitals might not be immediately obvious for
making the financial and other commitments necessary to adopt these models, but
we believe that they can be identified and quantified. Indeed, palliative care pro-
grams have been increasingly successful in using data to demonstrate cost-per-day
savings from excellent management of patients with complex chronic illnesses.22

Further, the potential cost-effectiveness of individual programs may be improved
by aggregating them into a portfolio of a chronic disease or full senior care services
line that collectively achieves a critical mass of patient impact to justify manage-
ment commitment and measurement of financial outcomes.

Building Blocks For Making The Business Case
Under current payment systems, a hospital’s finances are maximized by in-

creasing throughput (shorter lengths-of-stay and more cases) of higher-margin
cases (surgical versus medical) with a reliably predictable course. Indeed, most
hospitals have used a variety of techniques in the past two decades to manage the
costs of these hospitalizations. Predictability is important to efficient scheduling
and maximum use of high-cost technical resources. Patients with complex
chronic illnesses put each of these necessary conditions at risk: they are more
likely to be medical admissions with longer lengths-of-stay, frequently enter
through the ED, and because of multiple conditions are less likely to be managed
through standardized protocols. Thus, chronic disease patients represent a grow-
ing pool likely to have poor resource use relative to revenue generation, with
higher-than-average variation in outcomes. Adopting better strategies for identi-
fying these patients and providing the appropriate types of care to reduce varia-
tions in resource use needs to be a priority for hospitals.

We propose that a business case can be made for a portfolio of chronic disease
or senior services that are customized to a hospital’s local circumstances. Such a
service line could include prehospital, hospital, and posthospital components
(Exhibit 1). Although these models are distinct, they share several conceptual ele-
ments that promote an operational fit. These include a focus on vulnerable
patients with chronic illnesses; an interdisciplinary team focus based on compre-
hensive assessment of the patient’s needs; the attention paid to families and care-
givers; and an orientation that looks beyond a single silo of care, focusing instead
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on the continuum of care. An underlying rationale for the development of these
models was to provide the highest-quality care in the least restrictive setting.

� Prehospital component. For hospitals with serious capacity issues that lead
to cancelled elective admissions and diverted EDs, the prehospital component may
include instituting programs such as Hospital at Home or outpatient programs that
reduce admissions for low-case-mix (for example, nonsurgical) and low-margin ad-
missions. The business case for this component includes additional revenue from
new case capacity (such as new surgical admissions), direct revenues from outpa-
tient services provided to the Hospital at Home patient, and any reduction in losses
from these low-margin patients who would otherwise have been admitted. Lost rev-
enues and investments in the new programs would be offsets. Additionally, com-
mercial payers in FFS environments could contract with hospitals to provide Hospi-
tal at Home care to the mutual benefit of the hospital and the payer.
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EXHIBIT 1
Sources Of Hospital And Societal Return On Investment (ROI) In Chronic Care Models
In A Senior Service Line Portfolio

Component Prehospital Hospital Posthospital

Model Hospital at Home Hospital Elder Life Program
(HELP), Acute Care for the
Elderly (ACE) Units, and
palliative care

Transitions programs

Goal Provide acute hospital–level
care at home and keep some
patients out of the hospital

Move hospital patients through
an acute hospital admission
safely and efficiently

Prevent readmission and
complex transitions and
facilitate continuity of care

Target population Patients who require hospital
admission for specific
diagnoses amenable to care
at home

Patients age 70 and older and
those with serious or life-
threatening illness

Patients likely to require
postacute care services

Source of hospital
ROI

Reduce low- or negative-margin
Medicare medical admissions

Increase hospital capacity and
backfill beds with high-margin
admissions

Revenues from billable services

Reduce length-of-stay and cost
per day

Backfill beds with high-margin
admissions

Reduce ED crowding and time
on divert status

Reduce penalties from
preventable errors

Increase satisfaction scores
(CAHPS)

Reduce early readmissions,
especially as definition of
admission episode may be
broadened

Source of societal
ROI

Provide the right care in the
appropriate setting, reduce
iatrogenic complications,
eliminate/improve transitions

Improve patient outcomes and
reduce iatrogenic
complications

Reduce ED crowding and time
on divert status

Reduce fragmentation and
improve continuity of care

Reduce overall (hospital and nonhospital) costs for the episode of illness
Avoid building unneeded hospital beds
Leverage investments in information technology
Build care capacity across the continuum of care

SOURCE: Authors’ proposal for combining different programs in a senior service line.

NOTES: ED is emergency department. CAHPS is Consumer Assessment of Healthcare Providers and Systems.



� Hospital component. The hospital component of the portfolio line could in-
clude programs (such as HELP, ACE, palliative care, and NICHE) that would move
complex patients through the hospital stay more safely and efficiently and comple-
ment any existing hospitalist programs. Depending on the program, the source of re-
turn on investment (ROI) would be from reducing cost per case or per day, by po-
tentially reducing lengths-of-stay and backfilling beds with high-margin
admissions. Other potential savings could be derived by potentially reducing penal-
ties and litigation from avoidable complications (such as delirium, falls, and func-
tional decline) and preventable errors and by improving clinical outcomes and pa-
tient satisfaction (Consumer Assessment of Healthcare Providers and Systems, or
CAHPS) scores (in the near future).

� Posthospital component. Patients with complex chronic illnesses also pre-
sent major challenges at discharge. One source of longer lengths-of-stay is the diffi-
culty in developing safe discharge options for these patients. To prepare for dis-
charge, the posthospital component of the portfolio would include “transition”
programs to help move patients out safely and to follow them subsequently. The
business case for transition programs would come from a combination of reducing
lengths-of-stay and readmissions, which are likely to have more direct penalties
from the Centers for Medicare and Medicaid Services (CMS) in the future.

� Aggregating the three components. These three service-line components
could be aggregated in any combination, depending on a hospital’s circumstances
(for example, a hospital without capacity issues might not institute the prehospital
component). The three components could be organized separately but ideally are
linked, with shared leadership and staffing. Linking the transitions component to
the hospital component ensures that patients will have a safe discharge after being
moved safely and efficiently through their hospital course. Similarly, transition pro-
grams will function most effectively if the program is used early in the care process,
and synergistic effects (such as on length-of-stay) beyond the effect of the individual
programs might result. Finally, by designing and adopting several of these programs
concurrently, start-up and management costs might be reduced and some staffing
efficiencies might be attained, while simultaneously broadening the visibility of the
initiative and effecting an important culture change toward a chronic-illness orien-
tation throughout an organization.

Estimated Financial Effects Of An Integrated Model
Using data from studies on palliative care, HELP, and Hospital at Home, we

have made preliminary estimates for the likely volume of patients and projected
cost savings that might result from such a portfolio of services (Exhibit 2). We
have highlighted a combination of selected models based on the availability of data
that could be used to estimate program costs and potential savings. Also, we did
not estimate savings from the posthospital component because the savings de-
pend in part on policy changes (for example, with respect to treatment of readmis-
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EXHIBIT 2
Illustration Of The Potential Impact Of A Portfolio Approach For Complex Chronic
Illness And Geriatric Patients (Using A 300-Bed Hospital Example)

Estimated benefits

Prehospital component: Hospital at Home Low Medium High

Patient cases (percent of total discharges)
Patient cases (cases per year)
Days saved by diversion (LOS x cases)

2%
405
1,983

3%
607
2,974

4%
809
3,966

Increase in net income due to redeployed daysa

Variable costs of intervention per day net of revenueb

Annual costs of intervention
Increase in net income due to program

$1,871,860
($579)
($749,780)
$1,122,080

$2,807,789
($579)
($1,124,670)
$1,683,120

$3,743,719
($579)
($1,499,560)
$2,244,160

Hospital component: Hospital Elder Life Program (HELP)c

Patient cases (percent of total discharges)
Patient cases (cases per year)
Days saved by reduction in delirium

6%
1,214
629

8%
1,619
839

10%
2,023
1,049

Increase in net income due to redeployed daysa

Savings due to reductions in variable costs
Costs of intervention per case
Annual costs of intervention
Increase in net income due to program

$594,105
$381,203
($200)
($242,804)
$732,504

$792,140
$508,270
($200)
($323,739)
$976,672

$990,176
$635,338
($200)
($404,674)
$1,220,840

Hospital component: palliative cared

Patient cases (percent of total discharges)
Patient cases (cases per year)
Days saved not estimated due to lack of data

2%
405
–

4%
809
–

6%
1,214
–

Savings due to reductions in direct costs per case
Costs of intervention per case net of revenue
Annual costs of intervention net of revenue
Increase in net income due to program

$1,196,216
($550)
($222,571)
$973,645

$2,392,432
($356)
($288,128)
$2,104,304

$3,588,648
($356)
($432,192)
$3,156,457

Summary of impact from three programs

Patient cases (percent of total discharges)
Days saved (reduced LOS, reduced hospitalizations)

10%
2,612

15%
3,813

20%
5,015

Increase in net income due to redeployed days
Reduction in per case costs (inpatient only)
Costs of interventions net of revenue
Increase in net income due to programs

$2,465,965
$1,577,419
($1,215,155)
$2,828,229

$3,599,930
$2,900,703
($1,736,537)
$4,764,096

$4,733,895
$4,223,986
($2,336,425)
$6,621,456

SOURCES: See below.

NOTES: Illustrations are based on a hypothetical 300-bed hospital with 85 percent average occupancy (representative of
hospitals operating at capacity on certain days of the week or in certain units), total discharges of 20,234, length-of-stay (LOS)
of 4.6 days (from the 2006 AHRQ/HCUPnet data set, http://hcupnet.ahrq.gov/HCUPnet [accessed 6/30/08]), Medicare
discharges of 7,486, Medicare LOS of 5.7 days; and average cost per Medicare case of $10,495.
a Contribution margin of $944 per day assumed for value of reduced LOS or increased capacity. F.H. Rubin et al., “Replicating
the Hospital Elder Life Program in a Community Hospital and Demonstrating Effectiveness Using Quality Improvement
Methodology,” Journal of the American Geriatrics Society 54, no. 6 (2006): 969–974.
b In capitated systems, Hospital at Home savings result from substituting other services for inpatient care. In fee-for-service,
reimbursement may be less than program costs. The model assumes a $579 per day cost above billable net revenue. All
cases participating result in 100 percent increase in hospital bed capacity due to diversion to home setting.
c HELP program reduces delirium cases by 14.4 percent, and LOS was 3.6 days longer for delirium cases. Variable costs were
reduced by $2,181 per delirium case or $314 for each intervention case. Rubin et al., “Replicating the Hospital Elder Life
Program.” Program costs ranged from $91 to $564 per case. Current estimate from program leader is $200 per case.
d Palliative care is associated with direct cost savings of $2,956 before expenses. Program costs estimated at $356 per case;
higher estimates for the low scenario represent less efficiency due to scale and also variations in revenue. R.S. Morrison et al.,
“Cost Savings Associated with U.S. Hospital Palliative Care Consultation Programs,” Archives of Internal Medicine 168, no. 16
(2008): 1783–1790.



sions) that are currently being debated. The estimate models potential savings and
the contribution margin from increased case capacity, as well as program costs,
and estimates were made using more conservative (“low” benefit in the exhibit)
and less conservative (“high” benefit) assumptions.

We estimated that 10–20 percent of acute care discharges would benefit from a
portfolio of services and that such a program would improve costs for that sub-
group by 15 percent (this is consistent with savings found in the programs stud-
ied). In addition, the prehospital and hospital-based services would create capac-
ity for 568–1,090 additional cases (2.8–5.5 percent of total discharges). For a 300-
bed hospital, the combined impact of capacity creation and reductions in cost per
day would be $2.8–$6.6 million after accounting for program costs. Although esti-
mates of savings from individual components are evidence-based, the components
have not been aggregated and evaluated in this manner. Rigorous evaluation by
early adopters of expanded service lines will be needed.

� Benefits to society. Some will ask why insurers and society should partici-
pate in the creation of a business case for hospitals and why a business case is neces-
sary from a societal perspective, but we believe that this service line of models will
provide important benefits as well to society at large. First, there are direct benefits
to patients and families in the form of improved clinical outcomes such as improved
functioning (from ACE units and Hospital at Home), decreased complications such
as delirium and other iatrogenic complications (from HELP and Hospital at Home),
improved symptom management (from palliative care), and increased satisfaction
with care and reductions in caregiver burden (from Hospital at Home and palliative
care).23 Second, there are direct economic benefits to Medicare and other payers
from reduced admissions (from Hospital at Home), readmissions (from transition
programs), and long-term care costs (from HELP).24 Third, there are additional indi-
rect societal benefits including reductions in ED crowding, in early and inappropri-
ate hospital readmissions, and in costs to the nonhospital sector of care. Fewer hos-
pital beds would need to be built, resources would be freed to build care capacity
across the continuum of care, and investments could be leveraged for IT. The proper
medical care could be provided in the most appropriate setting with the breaking
down of barriers between silos of care. All of these outcomes would reduce health
care costs in the acute care sector and make available resources for investments in
improving ambulatory care. None of these benefits would accrue, however, unless a
business case could be made for hospitals. Efforts to build effective models for
chronic care cannot ignore the imperative of improving chronic care for patients in
the acute setting.
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Concluding Observations
Our preliminary estimates were derived from published data on the component

models, and we believe that the estimates are conservative. No assumptions are in-
cluded about potential economies of scale from aggregating the components. Ad-
ditionally, it is unlikely that savings from the individual components were “double
counted.” Savings from the various hospital components were derived in some
cases from different patients and in all three cases by different pathways that over-
lap minimally. The business case includes some savings from reduced lengths-of-
stay, savings from lower costs per day, and revenue from backfilling beds by keep-
ing patients out of the hospital to begin with.

� Limitations of past cost-saving strategies. For the past twenty years, hospi-
tals have focused on reducing costs by reducing lengths-of-stay and standardizing
the care of uncomplicated admissions. Perhaps lengths-of-stay for these patients can
be reduced further, but there may be a limit to such a strategy, as an increasing pro-
portion of patients have conditions that are too complex to fit standard critical
pathways and treatment protocols. The unintended consequence of the focus on
critical pathways and specialization is that patients with complex chronic illnesses
are most at risk for being lost in the system without a navigator, and they are at in-
creased risk for poor outcomes and high resource use.

� Generalization of our business case. It could be argued that we have based
our business-case assumptions from innovative care models developed largely at ac-
ademic medical centers and that these experiences do not generalize. This is true to
some extent; however, favorable and comparable experience has been observed
when some of these models have been replicated elsewhere (for example, HELP and
palliative care). Similarly, program adopters will need to factor in higher program
costs associated with start-up and smaller programs. Over time, program costs per
case should decrease as programs grow and mature.

� Ambulatory versus acute care. There are those who will argue that ambula-
tory rather than acute care should be the focus of efforts to improve chronic disease
care, given that preventing hospitalization is a precept of good chronic care. We ac-
knowledge that only some parts of chronic illness care can be addressed through the
acute care platform and that efforts also need to be directed to improving ambula-
tory care for chronic disease. However, we argue that patients with chronic illnesses
end up hospitalized under the best of circumstances, and there is abundant evidence
of the failings of current inpatient care delivery for such patients. In addition, our
model does not preclude or inhibit, in any way, the development of chronic illness
care in the ambulatory setting. In fact, we believe that if payment reform or initia-
tives such as the patient-centered medical home are accomplished, our model will
create an acute care platform that will be better suited to creating a true continuum
of care across the silos that constitute the U.S. health care system.

B u s i n e s s C a s e

H E A L T H A F F A I R S ~ V o l u m e 2 8 , N u m b e r 1 1 2 3



P
at i e n ts w i t h c h r o n i c i l ln e s s e s already have an impact on hospitals’
financial health, and that impact will continue to grow. Innovative care
models exist on which to build a business case for chronic disease programs

in hospitals, to the benefit of the hospitals, their communities, patients with
chronic illnesses, and the larger society. The timing is right for these programs,
given public dissatisfaction with the experience of hospital care for the seriously
ill, current bed capacity issues, ED overcrowding, ever-increasing costs and de-
clining reimbursement for Medicare patients, and current and pending Medicare
payment reforms. For the foreseeable future, we need to harness the focus and re-
sources available in acute care to deal with the problem of chronic disease while
pursuing outpatient innovations and payment reform.
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