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In healthcare, specifically in the Provider space, “interoperability” has 
gained significant attention in the past 5 years. While there are many 
definitions, a simplified way of looking at it is presented in this whitepaper, 
along with implications for various stakeholders.  
 

How did we get here? 
 
Hospital systems 

 
The Electronic Medical Record (EMR) systems market is highly 
fragmented, with Epic and Cerner having 28% and 26% market share, 
respectively. In the over-500-bed category, Epic has a 58% share of 
the market, compared to Cerner's 27%. However, these EMRs were 
traditionally built as a client/server ERP system, resulting in stand-alone 
instances and wide variations in versioning. As a result, electronic 
records were created in proprietary formats within each Epic/Cerner 
version or other EMR. 

 
As hospital systems merged, the cost of moving to single instances or 
single versions of, say Epic, was often cost prohibitive. In many cases, 
these separate instances continued to remain separate.  Beyond EMRs, 
different departments often have specialized workflow software (e.g., 
PowerPath for pathologists) which require their own interoperability 
solutions to enable access to potentially valuable data (in this case, 
digital pathology slide images).  Further exacerbating the issue are 
multiple billing systems, patient scheduling systems etc., that need to 
exchange data with each other. 
 
Since 2010, population health and consumerism trends started to impact 
hospital systems. Since 2014/15, ACO payment models were being 
implemented. These trends required hospital systems to be able to share 
information with consumers, among themselves or with Payers. 
 

Payers 
 
Payers primarily focused on claims information that was necessary to 
process the financial aspect of the claim. For example, as late as 2014, 
claims systems would discard the “servicing location” of the provider 
and focus simply on the “billing location”. When moving towards ACO 
payments or population health analytics, this information was not 
available to Payers.  



 

   
 

 
In addition, the Blues were not specifically focused on capturing medical 
records since many of them did not have a strong Medicare/Medicaid 
presence and did not need medical records to capture risk for risk-
adjustment purposes. That changed in 2013, with the introduction of risk 
adjustment in the ACA markets.  
 

Problem to be solved 
 
The primary sets of problems to be solved are as follows: 
 

1. Within Systems – Large systems with multiple hospitals on 
different instances/versions of Epic/Cerner want to be able to share 
data among themselves for purposes of: 

1.1. IT systems communication – to facilitate communication across 
EMRs, billing systems, etc.. 

1.2. Patient service – so that patient records are available to 
doctors wherever they go within that System.  

1.3. Risk adjustment – accurately capture the risk of the patient for 
payment purposes and meet contractual obligations with 
Payers/HHS. 

1.4. ACO Analytics – to ensure patients in ACOs and capitated 
arrangements are identified and actively management. 

1.5. Internal Analytics – to optimize services to patients, identify and 
prevent patient leakage, managing the performance of 
physicians and for internal management reporting. 

1.6. Unaddressed analytics opportunities – FQA believes there are 
further unaddressed and/or unexplored opportunities such as 
analytics to optimize contract negotiations and stop-loss rates 
with Payers.  

 
2. Across Systems – Other than good PR, it is unclear that the 
benefits of sharing data with other (competing) systems outweighs the 
administrative improvements for sharing data across systems: 

2.1. Administrative cost savings – so that hospital admins are 
spending less time trying to obtain patient records from other 
hospitals or affiliated physician practices. For large physician 
practices, the administrative savings can be significant.  

 
3. Between Payer and System – Payers and Systems have 
significant interest in sharing data due to ACOs and other creative 
reimbursement models. However, because of the buyer/seller 
relationship between the two parties, there is significant amount of 
distrust in what the other party will use the data for (e.g., determining 
lower reimbursement rates or creating more restrictive medical policy): 

3.1. Risk adjustment – accurately capture the risk of the patient for 
payment purposes. 



 

   
 

3.2. ACO Analytics – to ensure patients in ACOs and capitated 
arrangements are identified and actively management. 

3.3. Internal Analytics – to optimize services to patients/members, 
managing the performance of physicians/systems and for 
internal management reporting. 

3.4. Unaddressed analytics opportunities – FQA believes there are 
further unaddressed and/or unexplored opportunities such as 
analytics to optimize contract negotiations and stop-loss rates 
for both Payers and Systems.  

 

Current solutions 
 
Various parties have addressed these issues in different ways that benefit 
their business models. Most large systems have some sort of funded IT 
initiative to support one or more of these solutions. Investments range from 
$10M-$50M.  
 
1. Data standards – such as HL7, allows data to be exchanged within and 

across systems. Widely deployed for basic administrative improvements 
such as exchanging basic patient data between billing system and EMR. 
However, wider adoption for exchanging meaningful data is not 
adopted due to privacy and competitive concerns.  
 

2. Consumer apps – such as MyChart from Epic, provides EMR data to 
patient. User interface is clunky and data is not portable (can only be 
viewed in the app or downloaded in pdf format from web browser). 
Worse, each hospital has its own instance of Mychart with varying 
degrees of functionality. For example, if a patient has been to 
Northwestern and Rush, they have to log into each hospital separately 
on their MyChart app, with no ability to look at, say, lab data from 
both hospitals at the same time.  
 

3. Data warehousing solutions – Epic launched “Constellation” in 2017, 
a data mart solution that purports to integrate data from any Epic 
instance for analytics purposes. The solution is very new and untested. 
Epic is not known for innovative, leading edge solutions. Constellation 
licenses are expensive and typically require a systems integration 
company (e.g, Accenture, Deloitte) to implement the solution. The 
timeline for implementing Constellation is typically 18 months, after 
which analytics can be performed on the integrated data.  
 

4. Custom integrations with Payers – Large Payers have invested in 
creating their own datalakes and data warehouses to ingest clinical 
data and normalize them within their environment. These projects are 
typically 36 months long (with some functionality available within 18 
months), require $50-$100M in investment and require systems 
integration partners.  

 



 

   
 

Opportunities for data and analytics leaders 
 
The appropriate data investments can short-circuit many of the initiatives 
that Payers and Providers are currently engaged in.  
 
Payers are more focused on analytics use cases, while Providers are more 
focused on operational use cases (e.g., synchronizing patient records across 
Epic instances).  
 
Four use-cases that serve both Payers and Providers are: 
 

• Risk adjustment – accurately capture the risk of the patient for 
payment purposes. 

• ACO Analytics – to ensure patients in ACOs and capitated 
arrangements are identified and actively management. 

• Internal Analytics – to optimize services to patients/members, 
managing the performance of physicians/systems and for 
internal management reporting. 

• Unaddressed analytics opportunities – FQA believes there are 
further unaddressed and/or unexplored opportunities such as 
analytics to optimize contract negotiations and stop-loss rates 
for both Payers and Systems.  

 
Payers and Providers will be interested in solutions that replace or 
accelerate the following investments that they currently make: 
 

1. Within Systems – eliminate $5-$10M in annual data warehousing 
investments (software licenses, FTE costs) and $5-$10M one-time 
investments in systems integrator costs.  

2. Across Systems – eliminate trust and privacy barriers, allowing 
competing systems to work together to capture analytic insights that 
improve population health. [Note: State Governments may be more 
interested in reducing healthcare costs overall]. 

3. Between Payer and System – in addition to Provider benefits, 
Payers want to eliminate $5-$10M in annual data warehousing 
investments (software licenses, FTE costs) and $5-$10M one-time 
investments in systems integrator costs.  

 
 

Conclusion 
 
Payers and Providers are looking to solve long-term problems, but the 
economics of their business requires short-term financial outcomes. Data and 
analytics solutions that can alleviate near term financial burden, while 
paving the path for a modular data exchange in the future, will see 
investments and adoption by both Payers and Provider



First Quadrant is a strategy and performance advisory firm built on deep 
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