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NOTE TO READERS

Our industry is not unfamiliar with regulatory change. For the last eight years, hospitals and
health systems across the country prepared for and adapted to the Affordable Care Act
and its myriad implications. Today we await a new change: How will President Trump and
Secretary of Health and Human Services work with Republicans in Congress to reshape
health care? At the time of this writing in the spring of 2017, Congress’s decision not to pass
the American Health Care Act means we still do not know the details of the legislation and
regulation that will govern our industry. Politics aside, this is not a comfortable situation for
health system leaders who need to chart a course forward.
At Advisory Board, we stand ready to react and deliver concrete analysis of any and
all legislation proposed and passed in the months and years ahead. But we also stand
committed to supporting our members even when—especially when—the outlook is
uncertain. We have prepared this resource guide so our members’ financial leaders—the
CFOs, finance department executives, and revenue cycle leaders whose stewardship is
indispensable to mission and margin—can immediately press forward in this new era.
Within this guide you will find four resources, each of which can be read or distributed to your
colleagues as a stand-alone document. The first, “Observations and Priorities for Finance
Leaders,” is an overview of Advisory Board’s expectations for the political and market
landscape going forward. It concludes with a statement of three priorities that our research
suggests all finance leaders should share. These are the subject of the next three resources.
“20 Recommendations for Revenue Cycle Performance” compiles and summarizes Advisory
Board’s extensive expertise and proven best practices for revenue cycle management, a topic
whose urgency will only grow in view of current developments. Next, our “Cost Control Atlas”
outlines a three-pronged strategy for cost reduction, including a set of near-term tactics,
principles for long-term fixed cost management, and insights on the finance leader’s role in
driving out costly variation. Finally, the “Medicare Risk Strategy Primer” offers step-by-step
decision guidance on the current menu of Medicare risk options as well as advice on quickly
reacting to any new programs that may be offered in the future.
Together, these resources represent much of Advisory Board’s best thinking on the issues
facing finance leaders at this uncertain time. We are extending access to these resources to
all of our research members regardless of membership portfolio in recognition of the urgency
and consequence of the moment. But this is far from the extent of our expertise or our
support. Throughout the four resources, you will find links to other publications, interactive
tools, and webcasts that you may find useful. These are drawn from across Advisory Board’s
Research division and are open to members of the relevant research programs.
We are proud and honored to support you in your critical work. Do not hesitate to contact us
if you would like more information about any of the content presented in this document or if
there is any other way we can be of service.

Benjamin Umansky
Managing Director
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the accuracy of the information it provides to
members. This report relies on data obtained from
many sources, however, and Advisory Board cannot
guarantee the accuracy of the information provided
or any analysis based thereon. In addition, Advisory
Board is not in the business of giving legal, medical,
accounting, or other professional advice, and its
reports should not be construed as professional
advice. In particular, members should not rely on
any legal commentary in this report as a basis for
action, or assume that any tactics described herein
would be permitted by applicable law or appropriate
for a given member’s situation. Members are
advised to consult with appropriate professionals
concerning legal, medical, tax, or accounting issues,
before implementing any of these tactics. Neither
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employees, and agents shall be liable for any
claims, liabilities, or expenses relating to (a) any
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IMPORTANT: Please read the following.
Advisory Board has prepared this report for the
exclusive use of its members. Each member
acknowledges and agrees that this report and
the information contained herein (collectively,
the “Report”) are confidential and proprietary to
Advisory Board. By accepting delivery of this
Report, each member agrees to abide by the
terms as stated herein, including the following:
1. Advisory Board owns all right, title, and interest
in and to this Report. Except as stated herein,
no right, license, permission, or interest of any
kind in this Report is intended to be given,
transferred to, or acquired by a member. Each
member is authorized to use this Report only to
the extent expressly authorized herein.
2. Each member shall not sell, license, republish,
or post online or otherwise this Report, in part
or in whole. Each member shall not disseminate
or permit the use of, and shall take reasonable
precautions to prevent such dissemination or
use of, this Report by (a) any of its employees
and agents (except as stated below), or (b) any
third party.
3. Each member may make this Report available
solely to those of its employees and agents
who (a) are registered for the workshop or
membership program of which this Report is a
part, (b) require access to this Report in order to
learn from the information described herein, and
(c) agree not to disclose this Report to other
employees or agents or any third party. Each
member shall use, and shall ensure that its
employees and agents use, this Report for its
internal use only. Each member may make a
limited number of copies, solely as adequate for
use by its employees and agents in accordance
with the terms herein.
4. Each member shall not remove from this Report
any confidential markings, copyright notices,
and/or other similar indicia herein.
5. Each member is responsible for any breach of
its obligations as stated herein by any of its
employees or agents.
6. If a member is unwilling to abide by any of the
foregoing obligations, then such member shall
promptly return this Report and all copies
thereof to Advisory Board.
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Observations for Finance Leaders
Observation 1: Any major restructuring of Medicare, if it occurs at all, is most likely years
away, but Washington has many other tools to reduce spending in the near term.
Though proposals to transform Medicare into a voucherized, “premium support” model remain central to many
Republicans’ plans for the program’s long-term sustainability, political realities make such drastic reforms
unlikely in the near future. Nevertheless, policymakers who intend on controlling Medicare expenditures more
quickly have a formidable range of cost-cutting levers available, and finance leaders should be prepared for
any or all of those levers to be pulled. They include:
• Specialized reimbursement programs: Republican
proposals suggest ACA cuts to Disproportionate Share
Hospital (DSH) payments may be headed for repeal,
but the future of a variety of specialized
reimbursements including DSH, graduate medical
education (GME) payments, and cost-plus payments
paid to critical access hospitals will always be in
question when policymakers are searching for budget
savings. Finance leaders whose organizations receive
such payments should be especially attuned to political
developments regarding them.

• Amplified performance risk: Initiatives such as the
ACA’s Value-Based Purchasing (VBP) Program allow
CMS to withhold reimbursement on the basis of relative
quality. While these programs began with limited
downside on the order of a few percent of Medicare
reimbursement (and real-world results generally falling
only slightly below breakeven), CMS now has a foot in
the door to ratchet up withholds and penalties even
further. CMS may also continue to shift the focus of the
VBP program away from myriad process measures and
toward cost and quality outcomes. Providers whose
frustrations to date have centered on the complex
reporting burdens of a financially insignificant program
may soon face a simpler but far more consequential
performance risk regime.

• Alternative payment models: Shared savings and
bundled payment models could potentially generate
substantial savings for Medicare, but only if the models
involve meaningful downside risk for providers. During
the Obama administration, CMS sent clear signals
about its intent to migrate eventually to downside risk
models, and the passage of MACRA in 2016 added to
the momentum. Whether and how aggressively the
new Republican leadership pushes providers toward
risk is one of the most important uncertainties in
payment policy today.

• Claims scrutiny: CMS’s capacity to audit and
ultimately deny or recover claims it deems
inappropriate is a power that has been wielded to great
effect in the past through Recovery Audit Contractors
(RACs). However, a prohibition on inpatient hospital
patient status reviews drastically reduced the impact of
RAC audits, which collected only $225 million in
FY2015 compared to $2.02 billion a year earlier.
Increased scrutiny of Medicare payments in the future
is a distinct possibility, though the exact form that
scrutiny may take is unclear for now.

• Rate cuts: The most immediate and persistent impact
of the ACA on health system finance has been the
implementation of fee-for-service rate cuts
euphemistically named “productivity adjustments.”
These permanent reductions to the growth rate of
Medicare fee-for-service payments reduce hospital
reimbursements by over $400 billion across their first
10 years relative to the pre-ACA trajectory. Health
systems hoping that an ACA repeal would do away
with said cuts are likely to be disappointed; repealing
the productivity adjustments would add those billions of
dollars back into the federal budget and almost
certainly lose the support of fiscal conservatives.
Indeed, it is quite possible that more rate cuts are in the
offing, especially if the other measures described
above fail to yield sufficient savings.

• Site-neutral payments: The disparity between
Medicare payments for the same services delivered in
hospital versus off-campus facilities makes a siteneutral payment policy an obvious and persistent
consideration for policymakers trying to trim
expenditures. CMS finalized a rule in 2016 to apply a
version of site-neutral payments to new facilities but
protected existing ones. A more aggressive site-neutral
policy that affects older facilities would radically change
the financial outlook for a range of ambulatory services
as well as the strategic calculus for acquiring and
integrating physician practices and their associated
ambulatory services.
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Observation 2: The menu of options for Medicare risk may change, but broad consensus on
payment reform remains. A deliberate, proactive strategy is more important than ever.
Medicare’s long-unfolding transition to risk-based payment appears at a crossroads. After years of clear
signals, less-clear incentives, and a proliferation of alternative payment models to choose from, health systems
now find themselves wondering if and how their generally incremental and noncommittal evolution to risk will
continue. Will Republican Washington continue to prioritize payment reform, and in what ways?
To be sure, the changing of the guard introduces uncertainty and delay into the payment reform process, but in
fact there is broad agreement across political divides about the need for alternatives to traditional fee-forservice Medicare payment. Accountable Care Organizations (ACOs) and bundled payments, at least voluntary
ones, have never been the political footballs that more publicly prominent issues such as coverage expansion
are. Finance leaders can expect, as they could have in any political environment, that the doors to a number of
alternative payment models will remain open. Leaders can also expect those models to evolve over time, as
has been the case already, and should pay particular attention to the following:
• ACO policy—budget efficacy vs. provider
enthusiasm: ACO programs that save the most money
for Medicare are, unsurprisingly, those that shift more
risk to providers. Though previous HHS and CMS
leaders expressed a preference for providers to move
eventually into downside-risk ACO models, they also
made significant allowances to providers wishing to
stay in the shallow water of the upside-only Track 1.
While that approach encouraged broad participation
and theoretically allowed providers to build population
health competency over time, it also muted any
budgetary benefit for Medicare. The current
administration inherits over 400 ACOs, almost all of
which are still in an upside-only model, and will have to
decide how aggressively to pursue cost savings at the
risk of alienating them.

• Medicare Advantage (MA)—potentially lucrative
market segment, but not without serious risk: MA
penetration continues to increase nationwide, and the
potential to capture and manage the entire premium
dollar is attracting more provider organizations to the
segment. In developing an MA strategy, finance
leaders should be mindful of changes to payment rates
and risk-adjustment methodologies. They should also
be familiar with the experiences—successful and
otherwise—of peer organizations that either receive
delegated risk from MA carriers or offer providersponsored MA products.

• Bundled payments—episodic savings without
mandates: Bundled payments are an obvious costsaving tool for Medicare and one that encourages
providers to focus efforts on highly variable parts of the
care continuum like post-acute care. Given the
potential for savings across a number of high-cost
procedural episodes, bundles once seemed a likely
candidate for large-scale rollout, but Secretary of
Health and Human Services Tom Price was strongly
opposed to mandatory bundles when he served in
Congress. Expect regulators to examine a range of
options for limiting episodic costs.
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Observation 3: MACRA matters—and not only to physicians.
Finance leaders at organizations with many employed physicians are directly affected by the Medicare and
CHIP Reauthorization Act (MACRA), 2016’s overhaul of physician Medicare reimbursement. But even health
systems with largely independent physician networks can expect several important financial consequences.
• Faster long-run fee schedule growth and near-term
bonuses for physicians involved in downside risk models
will motivate some to join such models; this may mean
pressuring health systems that are not currently
participating to do so, or it may mean seeking closer
alignment with systems that are. System finance leaders
in either case should be assessing the financial
consequences of closer affiliation with physicians under
Medicare risk models.

• Physicians on the slower-growth, fee-for-service-based
Merit-Based Incentive Payment System (MIPS) track will
face stagnant reimbursement, increasing reporting
burdens, and more pay-for-performance risk. These
factors may drive those physicians as well to seek shelter
with a hospital or health system. Due diligence and
transactional discipline on the part of system leaders will
be imperative, and opportunity assessment should include
a consideration of how individual physicians are expected
to fare under MIPS.

Annual Provider Payment Adjustments Under MACRA
6%
Advanced
APM Track

5%
4%

MIPS Track

3%
2%
1%
0%

Baseline
payment
updates

2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029
2015 – 2019:
0.5% annual update
(both tracks)

2020 – 2025:
Payment rates frozen
(both tracks)

MIPS Bonuses/Penalties

+/- 4%

APM Bonuses/Penalties

+/- 9%

Maximum annual
adjustment, 2019

$500M

2026 onward:
0.25% annual update (MIPS track) │
0.75% annual update (Advanced
APM track)

Maximum annual
adjustment, 2022

5%

Annual lump-sum bonus
from 2019-2024

(plus any bonuses/penalties from
Advanced Payment Models themselves)

Additional bonus pool
for high performers

Observation 4: Long-term Medicaid spending will be lower.
Republican proposals to reform Medicaid typically involve either per-capita allotments or block grants given
to individual states. While the states may have more flexibility under such models to determine benefits and
eligibility, a move away from federal matching funding would put control over federal spending squarely in
Washington’s hands. Even if initial funding levels are favorable to states, growth rates tied to inflation may not
keep up with the true cost of care for Medicaid beneficiaries.
Regardless of funding levels, state Medicaid policy will remain consequential for provider organizations. CMS is
expected to be much more willing to grant waivers to states wishing to implement individual accountability
provisions like work requirements or beneficiary cost sharing. These and other provisions could temper both
the uptake and the generosity of Medicaid coverage. Finance leaders should be preparing for scenarios in
which Medicaid coverage rates, payment rates, and collections are all lower than in current forecasts.
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Observation 5: No matter what happens to coverage expansion, the uninsured rate is only
part of the story—underinsurance matters just as much.
While public debate and political maneuvering will emphasize the numbers of Americans with and without
health insurance, finance leaders must not lose sight of equally important but less transparent rates of
underinsurance. High-deductible plans are increasingly common not only in insurance exchanges but in
traditional employer-sponsored coverage offerings as well. When consumers bear significant financial
exposure at the point-of-care decision, they often react by delaying or altogether avoiding care, failing to pay
their share of medical bills, or shopping carefully for lower-cost treatment options. Each of these behaviors
carries a different financial consequence for providers, so finance leaders should be prepared to deal with
lower demand and increased seasonality due to care avoidance, increased bad debt due to unpaid patient
obligations, and unusual price sensitivity due to burgeoning consumer behavior. The first two of these are
unambiguously threatening to health system finances; the third is threatening to certain commodity services
such as imaging but may represent an opportunity for organizations that develop shrewd pricing and service
strategies for a consumer-driven marketplace.

1

2

3

Forgo Care?

Fail to Pay?

Spending Reductions
Following Implementation
of High-Deductible
Health Plans

Households Without
Enough Liquid Assets to
Pay Deductibles

25%
Reduction in physician
office spending

18%
Reduction in ED spending

Shop Carefully?

56%

35%

Consumers searching for price
information before getting care

24%

74%
Mid-range
deductible 1

Higher-range
deductible 2

Consumers with deductibles
higher than $3,000 who have
solicited pricing information

To limit some of the dangers of high-deductible insurance, Republican proposals frequently promote the use of
health savings accounts (HSAs) as “health care backpacks” that could be funded from multiple sources and
carried through life until health care needs arise. Policymakers might expand the use of HSAs by raising
contribution limits, allowing tax credits to be used to fund HSAs, broadening the scope of services for which
HSA funds may be used, or other means. The critical question for providers will be how well HSAs are funded,
as individual contributions today rarely reach current limits.
Another potential policy lever to mitigate consumer exposure is the regulation of out-of-pocket maximums.
Lower ceilings would mean insurers would bear more responsibility for high-cost events, which would be
advantageous to providers who would fare better in their efforts to collect from insurers than from patients.

1) $1,200 single; $2,400 family.
2) $2,500 single; $5,000 family.
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Other Policy Debates to Watch
No matter what legislation might be passed in the near future, the laws and regulations
governing health care—a fifth of the American economy—will continue to evolve. Some
issues to watch closely include:
► How will HHS Secretary Tom Price use his department’s power to reshape
health care while the ACA remains intact?
► How will tax policy affect employer-sponsored coverage? Will the Cadillac Tax
be eliminated or repeatedly delayed? Will tax exemptions for health benefits
be maintained, limited, or eliminated?
► How much will the government spend to support the artificially created
exchange markets? Will subsidies or tax credits for consumers make the
marketplaces sufficiently attractive for insurers?
► Will regulators be more permissive of hospital merger and acquisition activity?
What about physician consolidation? And what about other forms of joint
contracting?
► Will the federal government intervene to control pharmaceutical spending? In
what way?
► Will insurers be allowed to sell insurance across state lines? If so, where will
competition actually increase, and who will the new entrants be? Will insurers
relocate their headquarters to states with fewer consumer protection laws? How
will insurers develop provider networks in unfamiliar territory?

Advisory Board will be closely watching these and other issues on a daily basis and
publishing analysis as events warrant. Please consider our experts an extension of
your team to contact whenever the need arises.
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Priorities for Every Finance Leader
Much of the right way forward for any organization will depend on policy particulars that are still
forthcoming at the time of this writing. Nevertheless, Advisory Board’s research suggests that,
given the likely direction for our industry, certain no-regrets priorities must be at the top of
every finance leader’s agenda.
To assist finance leaders in maintaining an active and responsible stewardship of their
organization’s finances in 2017 and beyond, the following pages contain Advisory Board’s most
recent and impactful best practices and strategic guidance for each of these priorities:

1
2
3

Redouble efforts to improve revenue cycle performance
through a multi-stakeholder, multidisciplinary approach.
Top-line pressure from public and private payers coupled with collections
issues stemming from consumer-driven health care mean little margin for
error when it comes to revenue cycle performance. Best-in-class
performance requires a focus on the entire patient financial experience as
well as diligent effort from a range of internal stakeholders.

Craft a cost reduction strategy that includes both near-term
savings tactics and high-upside, longer-term cost restructuring.
Quick-hit opportunities exist in every organization, even those that have
already moved aggressively to cut costs. That said, long-run margin
sustainability will depend on larger efforts to drive out unwarranted variation
and reshape fixed cost structures across the health system.

Develop a proactive Medicare risk strategy.
As political leadership changes and new legislation and regulation loom, it
is more important than ever to have a clear, decisive strategy under current
circumstances. Clarity about the right choices today will preserve muchneeded momentum where it exists and make adapting to new options and
developments easier.
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Resource

2

► 20

Recommendations
for Revenue Cycle
Performance
• Maximizing Commercial and Public Payer Reimbursement
• Engaging Physician Partners in Revenue Capture
• Perfecting the Consumer Financial Experience

©2017 Advisory Board • All Rights Reserved • 34587

11

advisory.com

Boost Revenue Cycle Performance
Many unknowns remain surrounding the details of future reimbursement. But regardless of the
reimbursement climate, we can predict with certainty that the need for effective revenue
capture will be essential. In spite of decades of revenue cycle efficiency gains, a surprisingly
large improvement opportunity remains. The following 20 recommendations direct finance
executives to a more efficient use of revenue cycle resources to advance three system-level
margin improvement goals.

Advance Margin Improvement Goals Through
Familiar Revenue Cycle Strategies

Efficient Business Office
• Billing
• Collections

Maximizing Commercial and
Public Payer Reimbursement

• Denials Management

Accurate Mid-cycle
• Documentation
• Coding

Engaging Physician Partners
in Revenue Capture

• Utilization Review

Thorough Patient Access
• Scheduling/Registration
• Financial Counseling

Perfecting the Consumer
Financial Experience

©2017 Advisory Board • All Rights Reserved • 34587
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PART I

Maximizing Commercial and Public Payer Reimbursement
Revenue Cycle Investments Expand While Performance Stalls
An analysis of more than a decade of Advisory Board benchmarks
indicates that revenue cycle efficiency peaked in 2011. In recent
years, though health systems continued to invest in revenue cycle,
performance gains seem more elusive. The gap between high and low
performers is wider across every major metric, cost-to-collect steadily
crept higher, and performance across several metrics has stalled or
slipped even for top quartiles.
Despite fading revenue cycle performance, both margins and cash
flow improved between 2011 and 2015, driven by strong commercial
rates. Likely Medicare rate cuts, coverage rollbacks, and payment
model disruptions portray a grim future for health system margins.
Absent specific details surrounding future coverage, finance leaders
must control what they can—collecting as much earned revenue as
possible at the lowest cost.

Erosion of Revenue Cycle
Performance

3%

Percentage point increase in
commercial bad debt, 2008-2016

25%

Percentage point increase in
technical errors as source of
denial write-offs, 2011-2015

0.7%

Percentage point increase in
cost to collect, 2011 to 2015
(30% increase)

Typical Revenue Cycle Enhancement Opportunity for Median Performer Exceeds $24 Million
A $24 million opportunity remains for a typical stand-alone hospital when improving from median to top quartile
performance on the four critical performance measures below. Historically, revenue cycle leaders have
struggled to balance performance across these inter-related metrics. Improvements on any one or two metrics
came at the expense of others, preventing health systems from realizing the full opportunity from an efficient,
effective revenue cycle.
Advancing from the Middle to the Head of the Pack
Relative key-metric performance differences
between 50th vs. 75th percentile

25th

50th

Metric

Median

Goal (75th Percentile)

Denial Write-Offs1

1.1% NPR ($4M)

0.4% NPR ($1M)

Bad Debt2

5% NPR ($18M)

2% NPR ($7M)

Cost-to-Collect3

3% NPR ($11M)

2% NPR ($7M)

Contract Yield4

4.5% NPR ($16M)

2.8% NPR ($10M)

75th

The good news for finance leaders is that hospital finance teams are already familiar with the most effective
tactics to bridge the $24 million reimbursement gap. This section draws insights from Advisory Board’s
Revenue Cycle Benchmarking Database and deeper analysis from our 2016 Revenue Optimization Compass
cohort. These insights should serve as a starting point for hospitals to identify very specific areas of financial
opportunity—and exposure—at their own facilities. The eight recommendations for maximizing commercial and
public payer reimbursement will help executives target resources to capture more revenue at lower cost.

1)
2)
3)
4)

Assumes shift from denial write offs as 1.1% of net patient revenue to 0.4% of net patient revenue. 2011 Revenue Cycle Benchmarking Survey.
Assumes shift from bad debt as 5% of net patient revenue to 2% of net patient revenue. 2013 Revenue Cycle Benchmarking Survey.
Assumes shift from cost to collect as 3% of net patient revenue to 2% of net patient revenue. 2015 Revenue Cycle Benchmarking Survey.
Assumes shift from contract yield losses as 3.5% of net patient revenue to 2.8% of net patient revenue. Payment Integrity Compass analysis
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More Prudent Application of Known Strategies Yields Millions
1. An Analytical Approach Enables Higher Reimbursement and Metric Balance
Commercial and public payer reimbursement success depends less on innovation and new
strategies, and more on targeted, efficient execution of well-established strategies. Most
recommendations in this section rely on accessible performance data (individual and national
benchmarks) to evaluate current performance and target resources efficiently.

Recommendation 1: Benchmark key revenue cycle performance metrics.
Understanding performance gaps is crucial to establish priorities for optimal performance.
Benchmarking core revenue cycle metrics provides a holistic perspective to monitor overall metric
balance and highlights strong (and weak) opportunities. Advisory Board’s Revenue Cycle
Benchmark Generator provides insight into a hospital’s performance—including initial denials and
write-offs by payer, reasons for denials and appeal success rate, bad debt, cost to collect, and AR
days—compared to a hand-selected cohort of similar facilities.

Recommendation 2: Use initial denials volume as the primary leading metric.
Hospitals lose 5% of revenue to underpayments, denials, and suboptimal contract negotiations
annually. As the reimbursement landscape evolves, preventing denials will become even more
crucial and more complex.
Initial denial rate is a critical leading metric for evaluating commercial and public payer performance.
Other metrics around denials are notoriously difficult to track, and may be less accurate, require
extensive manipulation, or fail to detect timely trends. Lowering initial denials rate allows teams to
reduce the volume of denials that must be processed, diagnosed, and appealed. It also lowers cost to
collect and reduces final denial write-offs. However, vigilant monitoring of each interconnected
measure is still important to maintain metric balance.
Rely on initial denial rate performance to set goals and detect sudden fluctuations. Begin by
determining baselines for initial denial rate by volume. Monitor rates by payer, service line, physician,
or root cause category to detect spikes in denials and proactively alert resolution or prevention team.
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Recommendation 3: Aim for the “sweet spot” on accounts
receivables (AR) performance.
While reducing the number of days in AR is a valid goal, it should not be pursued at all costs. Topquartile performance on AR days is correlated with higher costs-to-collect. In fact, Advisory Board’s
Revenue Cycle Benchmarks identified a “sweet spot” for optimal return on investment in AR at
around 45 days: where the relative balance between AR days and cost to collect is favorable. Highquartile performers have a much higher cost-to-collect, suggesting that aggressively pursuing top AR
performance may risk throwing other metrics out of balance. Our models for a typical hospital1
indicate that a $5 million cash improvement is offset by $4 million additional cost to collect. In costs
per day in AR, the sweet spot costs 40% less than both high- and low-quartile performance.
Assuming the goal is efficient use of scarce resources, the pursuit of top-quartile AR performance
should not be top priority.
This data warrants consideration when allocating staff, and should be evaluated alongside appeal
success rate data. Previous Advisory Board research indicates most organizations lose half of their
appeals, and even high-performers often fail on 30% of them. If appeals success rate is below 50%,
leaders must evaluate whether overturning a denial is worth the associated cost to collect, or if the
funds are better invested in preventing denial from occurring altogether.

AR Performance Categories by Cost to Collect2,3
Days in AR and Approximate Cost to Collect
n=38

60

54.2 Days

50

$16M

45.0 Days

40.5 Days

40
30

$12M

$8M

20
10
0

Low Performance
Quartile (AR)
AR Days

Median (AR)

Approximate Cost to Collect

1) Assumes cohort median for annual net patient revenue, $406,445,773.
2) Survey data only.
3) Cost to collect as a percentage of net patient revenue for low-performing hospitals (AR days) was 4%, for median-performing hospitals (AR days) was
2%, and for high-performing hospitals (AR days) was 3%. The dollars reflect the cohort median for annual net patient revenue, $406,445,773.
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High Performance
Quartile (AR)

$20,000,000
$18,000,000
$16,000,000
$14,000,000
$12,000,000
$10,000,000
$8,000,000
$6,000,000
$4,000,000
$2,000,000
$0
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2. Prioritize “At-Risk” Services
A data-driven approach to revenue cycle management affords finance leaders clarity into the most
efficient approach to better revenue capture. Advisory Board analyses are excellent guideposts but if
internal revenue cycle leaders have the technical capabilities, replicating the following analyses
locally may result in even more precise prioritization.

Recommendation 4: Prevent cross-subsidy erosion by targeting
profitable service lines.
Across the last few years, the share of initial denials attributable to commercial payers
has risen sharply to 58% (compared to only 30% of discharges). Ambiguity about future
market trends and impact on cash flows has driven commercial payers to aggressively
scrutinize claims.
An increase in commercial denials threatens the traditional cross-subsidization health
systems have engaged in, counting on higher reimbursement rates from private payers
to offset lower public rates. To prevent denials, target sources of denials both by service
line as well as by denial reason code to optimize the associated costs to collect.
In Advisory Board’s cohort, three highly reimbursed service lines—cardiac services,
orthopedics, and general surgery—represent a large volume of denied inpatient claims
across both commercial payers (33%) and Medicare (40%). Given their high
reimbursement potential and the overlap across payers, these service lines are
recommended as starting points when developing strategies to reduce denials.
In an Advisory Board analysis of all denials, commercial payers most commonly denied
claims in these service lines due to technical/demographic errors (46%), beneficiaries
not being eligible for coverage (16%), and missing authorization (17%). Medicare
denials cited lack of coverage for certain services (57%) and technical/demographic
errors (27%).

Initial Denials by Source, 20161
Commercial

Medicare

n=310,783

n=19,944

Cardiac
Services
13%

General
Medicine

Orthopedics

10%

35%

10%

18%
General
Medicine

42%

13%

General
Surgery

Obstetrics

13%

Other

Other

4%

General
Surgery
Oncology

Source: Initial denials from H1 2016, Advisory Board proprietary data; Recent
Trends in Payment Denials, Financial Leadership Council, Advisory Board.

1) Percentages may not sum to 100 due to rounding.
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Orthopedics

9%

8%
24%

Cardiac
Services
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Overall, the 2016 analysis of Advisory Board’s Revenue Optimization Compass cohort1 indicates
technical and demographic errors account for the largest proportion of commercial denials across all
services (34%) down from 59% in 2014. Next was eligibility denials (32%), trending upward from 19%
since 2014. Both sources of denials are preventable by improving front-end performance.
Advisory Board research has shown consistently that technical and demographic errors are the most
straightforward denials to prevent, given that they are often the result of mistakes made when capturing
the patient’s name, date of birth, or insurance information. To reduce eligibility denials, finance leaders
must bolster verification processes in the front end with adequate training and technology.
Finance executives should size the threat from commercial payers in their market by comparing their
denial rates to Advisory Board benchmarks and against historical data. Individually track denial trends
for top commercial payers and profitable service lines to isolate the most significant reimbursement
impact. Analyze commonly used denial reason codes to uncover any patterns that cut across multiple
payers. Ultimately, finance leaders can quantify their system’s reliance on cross-subsidy practices most
at risk in order to prioritize prevention efforts.

Recommendation 5: Focus on high growth, high risk services under Medicare.
Advisory Board’s cohort analysis also found many Medicare denials in the sample associated with
highly reimbursed services. The 10 MS-DRGs outlined below account for a quarter of Medicare
denials from 2016. They include procedural cases like major joint replacement and some particularly
costly medical conditions like severe sepsis, which are both among the inpatient services with robust
growth projections over the next decade.
Commonly Denied MS-DRGs by Medicare, 2016
MS-DRG

5-Year Projected
Volume Growth (2020-25)

Definition

1

470

Major joint replacement or reattachment of lower extremity w/o mcc

10%

2

871

Septicemia or severe sepsis w/o mv 96+ hours w mcc

49%

3

885

Psychoses

24%

4

392

Esophagitis, gastroent, & misc digest disorders w/o mcc

12%

5

208

Respiratory system diagnosis w ventilator support <96 hours

11%

6

378

G.I. hemorrhage w cc

13%

7

483

Major joint & limb reattachment proc of upper extremity w cc/mcc

48%

8

292

Heart failure & shock w cc

-9%

9

291

Hear failure & shock w mcc

14%

10

872

Septicemia or severe sepsis w/o mv 96+ hours w/o mcc

32%

Analysis of all Medicare denials in the 2016 cohort found that over 60% did not meet medical
necessity or coverage stipulations, highlighting the need to bolster verification processes on the front
end and invest in clinical documentation improvement. Advisory Board recommends taking a closer
look at local patterns of Medicare denials in high growth conditions.

1) Cohort included data from 86 independent hospitals and health systems. Analysis includes
seven million initial denials occurring between 2014 and 2016 and was limited to the first
half of each calendar year.
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Source: Initial denials from H1 2016, Advisory Board proprietary data;
Data and Analytics Group research and analysis.

17

advisory.com

Recommendation 6: Reduce unpaid HDHP patient obligations for outpatient services.
Patients with high-deductible health plans
(HDHPs) now account for more than a quarter of
the commercially insured, up from less than 5% a
decade ago, but collection tactics have been slow
to adapt to the changing marketplace.
On a single case-by-case basis, inpatient surgical
procedures result in more bad debt than
outpatient procedures. But the picture changes
when total volume is calculated as a percentage
of net patient revenue.1 The greatest source of
bad debt is outpatient—imaging, surgery, ED,
and other services—accounting for between 4%
and 12% of net patient revenue.

Bad Debt as a Percentage of NPR
By Type of Service

11.6%

10.2%

4.6%

2.9%

2.8%

Inpatient
Medical

Inpatient
Surgical

Outpatient Outpatient Outpatient
Imaging
Surgery
Other

Proliferating front-end improvements in customer service, pricing, and financial counseling are all
integral to collecting obligations from insured patients. Yet highly effective front-end collections tactics
are often underutilized in the outpatient setting.
Targeting a percentage of the total obligation to collect at point of service (POS), rather than a fixed
dollar amount, is more effective for increasing the chances of eventually receiving full payment. As
patients pay a higher proportion of their obligations up-front, they are increasingly likely to cover the
remaining amount. Advisory Board analysis reveals specific thresholds for how much to receive at
point of service to have a better than 50/50 chance of eventually collecting full payment from patients.
For example, patients with obligations of $2,000 or less require at least 60% of the amount to be
collected at POS.

Recommendation 7: “One-stop” front office boosts collections and lowers denials.
Wilkes Health System2 in the Midwest has restructured the
role of its physician practices’ front offices, from a clerical role
to a “one-stop shop” for cash collections, insurance
verification, and past balances. To ensure consistent front-end
performance that improves patient collections and reduces
denials, Wilkes created a monthly scorecard to measure
physician practice staff on four metrics:
 Outstanding patient balances

• A medium-sized health system in
the Midwest
• Front-office staff are expected to
request copayments and
preregister patients
• To increase accuracy of
preregistration, the system uses
a scorecard to measure
physician practice staff
performance

 Copayment collections
 Registration errors
 Registration-related denials
These metrics are recorded monthly and converted to a point
system that allows performance measurement.
In addition to standardizing the patient experience, the frontdesk scorecard also improves patient collections and reduces
denials, thus mitigating reimbursement risk.

1) Analysis based on 400,000 de-identified patient records from Advisory Board’s Self-Pay Compass.
2) Pseudonym.

©2017 Advisory Board • All Rights Reserved • 34587

Case in Brief:
Wilkes Health System

• As a result of improved cash
collection procedures and review
of insurance information, Wilkes
now has a 93% copayment
collection rate

Source: Minimizing Bad Debt: Point-of-Service Collections, Financial Leadership Council, Advisory Board; Integrating
the Revenue Cycle, Financial Leadership Council, Advisory Board Advisory Board interviews and analysis.
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Recommendation 8: Rebalance resources to prevent, rather than appeal, denials.
Improving POS patient collections is not the only
reason to boost investment in the front end; it’s also
the best strategy for improving overall revenue cycle
efficiency by preventing denials. Denial prevention is
not novel, yet few organizations capitalize on it
effectively.

Patient Access Labor Costs as a
Percentage of Total Labor Costs to
Collect1

Prolonging the cycle of appealing denials at the
expense of prevention efforts is neither cost-conscious
nor sustainable. In fact, Advisory Board benchmark
data has shown repeatedly that high-performing
revenue cycles make considerably higher investments
in front-end labor than low performers. Increasing
efficiency in the business office will remain essential,
but in the future, an effective denials strategy needs to
focus on prevention early in the revenue cycle.

High-Performance
Quartile

Low-Performance
Quartile

46%

26%

Following the data presented throughout this section, most denials presenting in a system’s most
critical service areas can be prevented up front, outside of the business office in patient access or
mid-cycle. Preventable technical and demographic denials still account for over 60% of initial denials
and 43% of denial write-offs, and are the leading cause of rework.
Implications of Front-End Problems on Back-End Outcomes2,3
Causes of Initial Denials
61%

16%

12%

11%

Causes of Denial Write-Offs
43%

28%

Demographic/Tech Errors

Medical Necessity

23%

Authorization

6%

Eligibility

Prevent these denials by improving processes across front-end and mid-cycle departments that
contribute to claims with missing or inaccurate information. Fixing upstream processes also
improves productivity of both denial recovery teams and the respective revenue cycle departments
generating these errors.

Best Practices for Denials Prevention

Front-End Policies
and Accountability

Staff
Training

Clinical
Documentation

Physician
Engagement

1) 2015 Advisory Board Revenue Benchmarking Survey cohort.
2) Advisory Board Survey and Performance Technology Data.
3) Percentages may not sum to 100 due to rounding.
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Technology
Investments

Denials Tracking
and Analytics

Source: 2015 Revenue Cycle Benchmarking Survey, Financial
Leadership Council, Advisory Board
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PART II

Engaging Physician Partners in Revenue Capture
Capturing Benefits of Intersecting Finance and Quality
Poor clinical documentation makes systems vulnerable to denials, underpayment, penalties, and
unfavorable risk adjustments. With growing coding complexity and shifts in reimbursement risk, systems
become more vulnerable to denials stemming from the mid-cycle departments that contribute to billing
claims with missing or inaccurate information. Finance leaders can prevent revenue leakage and better
connect mid-cycle processes with business office outcomes to ensure full reimbursement.

MACRA: New Urgency for Clinical Documentation Improvement
Underscoring MACRA’s importance for bending the Medicare cost curve is the overwhelming bipartisan
support—92-8 in the Senate and 392-37 in the House—voting in favor of MACRA, the comprehensive
rewrite of Medicare’s physician reimbursement model. The rule reflects a notable effort to streamline the
parameters for earning Medicare payments and minimizing the burden on Medicare participants.
MACRA adds a new layer of complexity for physicians who must document their care, as well as for the
back-end staff who code and create claims, all of which affect revenue capture. Below are three things to
keep in mind when developing a MACRA response.

1

Increased Physician Consolidation and Onboarding
Health Systems Looking to…

Physicians Looking to…

2

Offload reporting
burden

Establish a path to
the APM track

Capitalize on increased physician
willingness to consider alignment

Improve performance
under MIPS

Stabilize practice
economics

Scale physician network to support
new or existing risk contracts

Discrepancies in Documentation Performance Among Physicians
• Precise risk-adjustment documentation will be imperative
for an accurate Risk Adjustment Factor (RAF) score,
which determines financial targets for bonus/penalty
• Newly acquired physicians will require resources to
quickly meet documentation performance standards to
minimize revenue at risk

3

Impacted Revenue-Related Metrics
• Initial denials
• Case mix index
• Pay-for-performance metrics

Complexity from Shifting to New Payment Methodology
Merit-Based Incentive Payment System (MIPS)
• Rolls existing Medicare Physician Fee Schedule
payment programs1 into one budget-neutral pay-forperformance program
• Clinicians will be scored on quality, resource use, clinical
practice improvement, and EHR2 use—and assigned a
positive or negative payment adjustment accordingly

Advanced Alternative Payment Models (APM)
and Medicare Advantage
• Requires significant share of patients and/or revenue
in payment contracts with two-sided risk, quality
measurement, and EHR requirements
• APM track participants will be exempt from MIPS
payment adjustments and qualify for a 5% incentive
payment in 2019-2024

1) Meaningful Use, Value-Based Payment Modifier, and Physician Quality Reporting System.
2) Electronic health record.

©2017 Advisory Board • All Rights Reserved • 34587

20

advisory.com

Protect Your Revenue With Robust Clinical Documentation
Recommendation 9: Introduce five components to build a
best practice CDI program.
Advisory Board benchmarks indicate that the return on investment for top-quartile Clinical
Documentation Improvement (CDI) programs is more than double that of average performers.
This translates into a $2M opportunity for an average 250-bed hospital looking to improve their
CDI efforts.
The most successful CDI programs—those that see a measureable ROI and result in more
accurate patient charts—share five main characteristics:

-

-

Clearly Defined Mission and Team Structure
Program goals must be defined in advance and absorbed by CDI team members. For
example, distinguish whether the program aims to simply increase reimbursement through
adjustments to case mix index or elevate quality of care delivered by increasing the
accuracy of documentation. Program goals should also be reflected in reporting structure
through better alignment between the finance and quality departments.
Optimal Staffing
For greatest productivity, CDI specialists should focus mainly on chart review and try to
avoid inappropriate overlap with case management. A growing number of programs now
require CDI specialists to round with physicians and coordinate with other departments to
enhance integration of CDI with broader system initiatives.
Efficient Process Flow

-

-

-

Best practice programs establish process maps to facilitate consistency and maximize
efficiency. CDI specialists code concurrently, assigning a working DRG during the
inpatient stay. While EMR templates can be beneficial to the documentation process, they
are ineffective without sufficient physician input across the design process.
Strong Relationships and Rapport
CDI programs must work with other departments, as well as the clinical providers who
deliver and document care. Establishing productive relationships between CDI and
providers requires deployment of three elements: ongoing training on the link between
strong documentation and quality of care; a physician champion(s) who understands the
importance of documentation and is well respected by colleagues; and regular data
sharing to inflect provider behavior, encourage more accurate documentation, and
respond more rapidly to queries.
Performance Accountability
Ensure that CDI staff are held accountable for performance by defining explicit
performance expectations and tracking productivity, accuracy, and financial impact.
Accountability process must be transparent to CDI, providers, and senior executive
leaders to maintain team-wide commitment to goals identified in the mission.
Source: The Future of Clinical Documentation Improvement;, Financial
Leadership Council, Advisory Board
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Integrate the Mid-cycle Team
Recommendation 10: Unify coding and CDI.
Traditionally, coders and CDI specialists work independently, with each constituency focused on
productivity and evaluated on the number of charts reviewed or coded. However, with increasing
focus on quality driven by pay-for-performance improvement and reducing risk from all payer
audits, integrating the two teams is more beneficial. Better communication and collaboration
between coders and CDI will ensure consistency in how charts are documented and coded.

Case in Brief: Nebraska Methodist Health System
• Nonprofit health system headquartered in Omaha, Nebraska
• Each CDI specialist is paired with a coder and works charts at a nursing station on an assigned floor
• Lowered inpatient length-of-stay (LOS) metrics through tighter integration of coding and clinical teams

Patient is admitted

Coder works with CDI specialist to
identify potential documentation
opportunities associated with DRG

Coder assigns working
DRG to each patient chart

Expected LOS is shared
with entire team: physicians,
CDI specialist, and coder

CDI specialist shares documentation
opportunities and estimated LOS
based on DRG with clinicians

Recommendation 11: Embed CDI specialists into physician rounds.
The relationship between CDI programs and physicians is fundamental to the success of any
program. Close CDI specialist-physician relationships increase chart accuracy and query
response rates. Working with a physician champion is the right first step, acting as the liaison to
the medical staff at large. However, some systems have further integrated the two by having CDI
specialists participate in traditional rounding, post-consult discussions, or post-rounding
discussions.
Hospitals now embrace multiple other team-based approaches to elevating quality and efficiency,
including team-based rounds. In the case of CDI, participating in rounds or post-rounding
discussions improves the specialist’s understanding of each patient’s condition and status, and
facilitates a higher value conversation to convey those details that should be included in the chart.
Source: Rethinking Clinical Documentation Improvement, Financial
Leadership Council, Advisory Board
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PART III

Perfecting the Consumer Financial Experience
The steady shift in payer mix toward HDHPs spurred the growth of patient consumerism, and any
reform changes that come under the new Republication administration will only build on the market
forces already at play. Patient expectations are quickly evolving beyond the demands for competitive
pricing; as consumers, patients seek convenience and accessibility as much as they do high quality
and affordability. The intersection of these trends elevates the revenue opportunity in patient-facing
revenue cycle operations.
Here are six key elements of a patient’s financial experience that must meet best-in-class standards
to drive excellent front-office performance. While there is no sequence to implementing these six
components, all six are essential to elevate the financial experience, compete in a consumer market,
and sustain optimal revenue cycle performance.

Recommendation 12: Invest in six key areas to make a positive
impression every step of the way.
Transparency

Convenience

• Readily available price estimates

• Seamless pre-registration
• Frontload payment

Accessibility

Positive Encounter

• System-wide scheduling

• Customized payment plans
• Open cost discussions during visit

Consistency

Relationship Durability

• Professionalism, high quality at all
touchpoints

• Frictionless transactions
• Unified billing

Finance leaders should lean on four strategies to ensure that all six of the above ingredients are
hardwired into consumer-facing financial interactions.

1
3

Embrace Price Transparency
Ensure Consistent, HighQuality Financial Interactions
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Capitalize on Convenience

4

Build Consumer Loyalty
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Transparency • Convenience • Accessibility • Positive Encounter • Consistency • Relationship Durability

1. Embrace Price Transparency
Meet the Growing Demands of Shoppers
When selling to an individual consumer, the first potential hurdle to overcome is price uncertainty, but
only one in four patients succeeds in obtaining price estimates of any kind from medical providers. A
readily available competitive price point is crucial not only for acquiring patients, but also for receiving
timely payment for the services rendered. To prevent patients from making their care decisions based
on incorrect or incomplete pricing information, hospitals must design and implement a price
transparency strategy now.
Financial Impact of Consumers Shopping and Shifting Volume
Average Four-Hospital Health System

$1.6B

33%

Net revenue from
patient services

28%

Revenue from
“shoppable” services

Estimated share of all net revenue
from common “shoppable” services

US consumers most likely to shop;
those with HDHPs and the uninsured

10%-30%

“Shoppable” services include
high-volume, elective procedures
such as radiology, diagnostic, GI,
orthopedic procedures, etc.

$512M
$144M

Potential revenue at stake
from likely shoppers

Potential revenue loss from consumers
choosing alternate sites of care

≈$16M to $40M
Potential revenue
loss per year

Revenue loss from high-margin
procedures is likely to have an
outsized impact on bottom line

Traditionally, systems have focused on variation in prices to identify the services consumers are most
likely to comparison shop. Not all services for which patients price shop are profitable, and finance
offices must balance their investment in improving collections with reasonable growth potential in
these areas.
Our research revealed that health systems too often strive to meet patient demands through
unprofitable channels. To address this challenge, we developed the four criteria below for prioritizing
“shoppable opportunities.”
Advisory Board Criteria for Prioritizing Top “Shoppable” Services
Competitive Service

Collection Rate Variation

Patients must have the opportunity to
seek care in a specific service line from
multiple providers in the market.

Services with wide collection rate ranges indicate
that patients are willing to pay more for the
services than providers are currently collecting.

Elective Procedure

High Dollar Potential

Diversification of on-demand services is a
common goal for systems, but attracting pricesensitive customers requires competing on and
justifying price before a service.

Attracting price-sensitive patients requires
careful targeting for procedures that can yield
the greatest revenue.

Source: Blumberg D, “TransUnion Survey: Providers Fall Short of Meeting Growing Demand for Greater Healthcare Cost
Transparency,” Marketwired, June 23, 2014, www.marketwired.com; CDC Kaiser Family Foundation: 2013 Employer Health
Benefits Survey; US Centers for Disease Control and Prevention: National Health Interview Survey - January – June 2014;
Oliver Wyman, Health & Life Sciences. “Getting Ready for Price Transparency”, http://www.oliverwyman.com/ourexpertise/insights/2014/nov/getting-ready-for-price-transparency.html; Advisory Board estimates and analysis
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Recommendation 13: Take readiness steps to gain price transparency advantage.
Identifying the right “shoppable” services is just one step toward meeting consumer demands.
Providers also face other considerable challenges when providing price quotes and capitalizing on
their availability. Health systems that have learned to price smart and gain market share have taken
four key strategic actions, outlined below.
Decide Where to Play

Understand Consumer and Referral Behavior

• Consider geographic market

• Survey consumers to segment market by plan
type and purchasing behavior

• Determine competitive set of facilities
• Identify scope of “shoppable” services

• Survey physicians about price questions
they field

Benchmark Key Prices

Assess Transparency as a Service

• Compare charges and rates with other
hospitals and freestanding centers

• Train staff to function as patient
advocates when it comes to pricing

• Determine value at stake based on key
procedures and service lines

• Deliver information to patients quickly
and efficiently

Recommendation 14: Deliver customized price estimates instantly and on demand.
The complexities of insurance billing, in particular, make it difficult to provide customized estimates.
Due to an increasing number of consumer price requests in their market, the health system
ProMedica invested in a tool to provide real-time and customized out-of-pocket estimates for
members of their top commercial plans.
The system partnered with Recondo to access the data sources necessary to provide an estimate
tailored to each individual’s unique benefit design. The system combines payer contract information
obtained through Recondo, ProMedica’s chargemaster data, and each patient’s benefit design to
create an personalized out-of-pocket estimate. Patients input insurance information directly through
ProMedica’s website, and the tool queries the payer to generate a real-time custom quote.

Case in Brief: ProMedica
• 13-hospital health system in
the Midwest

Payer contract
information

• System leaders noticed influx
in pricing requests from
consumers

Provider
charge list

Patient benefit
coverage

Personalized out-of-pocket
expense estimate

• Partnered with Recondo to
provide automated out-ofpocket price estimates based
on patient benefit design

For high volume, non-emergent
shoppable procedures

Source: Playbook for the Consumer-Focused Health System, Health
Care Advisory Board, Advisory Board;
Advisory Board interviews and analysis

©2017 Advisory Board • All Rights Reserved • 34587

25

advisory.com

Transparency • Convenience • Accessibility • Positive Encounter • Consistency • Relationship Durability

2. Capitalize on Convenience
Separate scheduling and preregistration services require multiple, often unnecessary steps that inconvenience
patients and may elevate denials risk by recording information inconsistently. Integrating these front-end
functions is an enormous task, so most providers take a step-wise approach. Begin first with inpatient
scheduling, preregistration, and preauthorization, then incorporate physician practices and ambulatory sites.

Recommendation 15: Integrate front-end services to improve convenience and collections.
Tarleton Health System1 integrated inpatient pre-service tasks by creating a centralized unit that
handles front-end registration, insurance verification, and financial counseling. Staff are co-located and
cross-trained to manage all components of the integrated front end. Tarleton has achieved 100% insurance
verification prior to the patient’s visit. Their goal is to incorporate centralized scheduling across all facilities
over a 12-month time frame.

Insurance
Verification

Front-End

Financial
Counseling

Case in Brief: Tarleton Health System1
• A medium-sized health system in the South
• Integrated pre-service tasks for inpatient procedures
by creating a centralized unit that handles registration,
insurance verification, and financial counseling
• Achieved 100% insurance verification prior to
patients’ visits

Registration

Recommendation 16: Use estimates to jump-start point-of-service collections.
Pre-service patient obligation estimates are critical drivers of up-front collections and should be offered prior to
registration during the scheduling and preregistration processes. Ideally, staff generate and share estimates
with patients during scheduling and preregistration for all procedures across hospitals and physician practices.
While hospital point-of-service collections have more than doubled over the last five years, significant
opportunity for growth remains. Advisory Board modeling of the POS collections opportunity shows that
performers in the top quartile are collecting, on average, four times more than hospitals in the bottom quartile.2

The Case for POS Collections

2x

Greater likelihood of overall payment by patients
who make any POS collections payment3

Point-of-Service Collections
Percentage of Net Patient Revenue
n=72 (2011), n=38 (2013); n=54 (2015)

$3.4M

0.27%
0.12%0.15%

Difference in POS collections between highand low-performing quartiles

Low-Performance
Quartile

1) Pseudonym.
2) When comparing total point-of-service collections as a percentage of net patient revenue.
3) Financial Leadership Council 2015 modeling for all self-pay and commercially insured patients.
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1.10%

0.57%
0.33%
0.24%
Median
2011

2013

0.72%
0.44%

High-Performance
Quartile
2015

Source: Integrating the Revenue Cycle, Financial Leadership Council,
Advisory Board
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South Georgia Medical Center uses Advisory Board’s Payment Navigation Compass (PayNav) to
address the difficulties in providing customized price estimates.
PayNav automates calculations of patient responsibility and evaluates contracts to ensure pricing
accuracy. The platform also offers counseling and training for front-office staff to guide them through
conversations about quotes.
After implementing the PayNav system, South Georgia Medical Center tripled its POS collections.
Moving toward customized price quotes not only facilitates patient payments at the point of care, but
also improves the likelihood of collections after the fact.

Collections Improve After Implementation

Payment Navigation Compass Provides
Accurate, Efficient Price Estimates
Automated Patient Responsibility
Achieve price transparency with
comprehensive obligation estimate
Provider-Specific Logic
Unite hospital charges and contracts
to attain high level of accuracy

Monthly POS Collections
ED and
radiology
estimates
available

Surgery
and lab
estimates
available
$187,653

$327,409

$171,061 $165,094

$101,036

Obligation Management
Offer up-front pricing and financial
counseling for more patients

Baseline

Oct. ‘13

Nov. ‘13

Dec. ‘13

Jan. ‘14

Case in Brief: South Georgia Medical Center
• Three-hospital system based in Valdosta, Georgia
• Partnered with Payment Navigation Compass to provide accurate estimates of patient obligations before and
at the point of service
• Instituted aggressive training, reallocated staff to high-impact areas

To learn more about Payment Navigation Compass,
contact Parris Grieder at griederp@advisory.com

Source: Blueprint for Growth 2020, Health Care Advisory Board,
Advisory Board

©2017 Advisory Board • All Rights Reserved • 34587

27

advisory.com

Transparency • Convenience • Accessibility • Positive Encounter • Consistency • Relationship Durability

Recommendation 17: Focus on nine elements when designing
comprehensive payment process.
Optimal POS collection relies on the integration of technology, people, and process. But too often, the
technologies fail to enable the people and process. In fact, the technologies currently being deployed by
most systems only address fragments of the patient access process, outside of the registration system.

Most Common Patient Access Technology Investments

84%

of organizations have insurance
verification technology

67%

51%

of organizations have registration
quality assurance technology

of organizations have
POS estimation technology

To effectively provide a dependable POS estimate and, in turn, collect that payment, patient access
technologies should address the nine demands detailed below.

Provide Financial
Assistance

Confirm Patient
Information

Comprehensive, proactive search
for any form of coverage

Compare demographics
against all available data

Verify
Insurance

Create Estimate/
POS Collection

Automatic verification
of coverage

Automated, real-time,
accurate patient
obligation estimate and
POS collection

Registration Quality
Assurance

Collect
Payment
Seamlessly take
payments and auto
balance with your
general ledger

Real-time review of
registration quality

Inpatient
Notification

Obtain/Verify
Authorization

Review Medical
Necessity

Submit and monitor
inpatient notifications

Automatic authorization
verification and real-time
submission/notification

Ensure medical necessity
requirements are met

Source: Advisory Board interviews and analysis
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3. Ensure Consistent, High-Quality Financial Interactions
Advisory Board financial models estimate that higher patient financial obligations could drive down
collection rates for commercial patients, leading to a 1% to 7% reduction in a hospitals’ current net
revenue.1 The biggest hit to hospital finances will come from patients with high financial obligations
choosing to forgo care. Patients often forgo medical care when they believe it to be unaffordable; others
accumulate heavy medical bills without realizing it. Hospitals can avoid both scenarios by incorporating
financial discussions into the patient care process.

Recommendation 18: Engage in patients’ financial decision-making process.
Systems can engage patients and improve financial outcomes by assigning one financial counselor to
monitor a patient across the entire system to assist with questions about obligations and health
benefits. When patients receive appropriate financial counseling, each party better understands the
patient’s financial situation and ability and propensity to pay.
MemorialCare Health System ensures that consumers make financially sound health care decisions
by providing each patient with dedicated support from a financial concierge. The concierge provides
traditional navigation support and serves as the consumer’s single point of contact for all financial
matters related to pricing and payment.
For elective procedures that can be postponed, the concierge meets with the patient and caregivers
to ensure that the patient can afford the procedure. In the event of financial concerns, the concierge
helps the patient apply for a payment plan. When a clinical procedure can be postponed, the financial
concierge may recommend that the patient delay or defer care. This strategy proves to consumers
that the system is putting patients’ financial security over the system’s near-term revenue.

Consumer seeking
elective procedure

Financial concierge
• Provides price estimates, price
ceiling given OOP2 max
• Establishes payment plan
• Performs POS collections

Case in Brief: MemorialCare Health System
• Five-hospital health system based in Fountain Valley, California
• Concierge provides care coordination and financial support
• Patients asked to create payment plan or defer care if unable to pay or if
cost of care is too high

1) Financial Leadership Council modeling is limited to commercial services that are nonurgent, can be researched in advance, are offered by multiple providers in the market, and
for which there is sufficient price and quality data available.
2) Out-of-pocket.
3) Only for elective, non-life-saving procedures.
4) Data is based on peer-reviewed survey conducted by loan program vendor.
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1

Receive care

2

Discuss options
for deferral3

3

Payment plan

Financing Drives Loyalty

94%
of patients who received a
loan are likely to return to the
same health care provider
because of the loan program4

Source: “Influence Consumer Loyalty by Making Care Affordable,”
ClearBalance, Aug 2015; The Consumer Relationship Platform, Health
Care Advisory Board, Advisory Board
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4. Build Consumer Loyalty
Integrating customer service across sites of care allows patients to engage in a conversation about
their financial obligations and prevents frustration. Advocating for patients to make the right decisions
for their financial and clinical health elevates the financial experience and builds trust with the system.
Still, more than half of consumers report being confused by medical bills. Considering a system’s
front-end investments, it’s unfortunate that confusion over a bill can lead to high rates of patient
dissatisfaction and failure to pay—not to mention the implications for overall patient experience and
loyalty. As the step that follows the patient encounter, billing is the final opportunity to create a lasting
impression that instills loyalty. Systems must make this last step as easy as possible for the
consumer and avoid scenarios that frustrate or confuse consumers.
Improving the collections experience is within the reach of most organizations. A single, consolidated
financial statement that collapses all patient financial obligations from both the hospital and
physicians can impact a patient’s experience and ultimately help convert them into long-term loyal
health system advocates.

Recommendation 19: Consolidate full episode into single, familiar billing statement.
One step further, best practice for billing requires a single statement showing a patient’s obligations
from physician practices, hospital visits, and any other system services. When patients have full
transparency into what they owe system-wide and a clear, comprehensible list of obligations that can
be paid via a single transaction, they tend to pay more quickly.
Picard Health Care1 implemented a policy to apply patient payments to the oldest balance first on
their consolidated patient statement (based upon treatment date). Picard finance leaders prefer this
to a “physician first” approach because they find the system to be more fair. The policy and
consolidated statement also prevent patients from making payments selectively. Similar to a familiar
credit card statement, once a payment is made the paid balance is reflected on the next month’s bill.
Picard reports that patients are paying more quickly because the unified statement is easier to read
and reflects the patient’s entire obligation.

Case in Brief: Picard Health Care
Specialist

Hospitalist

• A large health system in the Northeast

X-ray

• Consolidates all obligations for an episode
in familiar credit card style
• Applies payment to oldest balance first,
ensuring fair payment for providers

Oldest balance first

Source: TransUnion “Healthcare Cost Survey,” TransUnion, 2015,
http://transunioninsights.com/healthcarecostsurvey/; Integrating the
Revenue Cycle, Financial Leadership Council, Advisory Board

1) Pseudonym
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Recommendation 20: Refocus strategy away from hospital billing
and toward patient payment.
When St. Luke’s Health System in Boise, Idaho, noticed that the number one patient complaint was
about billing—not the prices, but the process itself—the finance team was motivated to create a
“patient-centered billing” program that builds on the practice of single patient bills. It refocused the
process away from hospital billing for maximum revenue capture to patient payment for seamless
quality care.
St. Luke’s partnered with a local start-up to develop a simple, fast online payment process. The
software sends patients an email when their bills are ready and enables patients to pay directly
online. Also, bills for all family members are consolidated and electronically matched to the insurer’s
explanation of benefits.
Since implementing the system, benefits to St. Luke’s include better yield, lower loan delinquency
rates, lower outstanding balances, and a significant increase in patient financial experience scores.
Elements of Patient-Centered Billing

Case in Brief:
St. Luke’s Health System

Streamlined Information
• Eliminated multiple long paper bills
• Offered digital access to transaction history

• Nine-hospital health system based in
Boise, Idaho
• Identified billing and payment as source
of most patient complaints
• In 2014, partnered with local company to
implement “patient-centered billing”

Expedited Process
• Streamlined payment process online

• Users can see exactly what they owe,
pay, and set up payment plans in
minutes

• Reduced time required to pay

• In one year, new system has seen
17,758 unique patient users, over 58,000
interactions, $9.2M in payments, and
$10.5M in payment plans

Longer Repayment Timeline
• Expanded to 36-month repayment period
• Created automatic payment options

Positive Impact of
“Patient-Centered Billing”

30%

Increase in payment
performance compared to
traditional billing method

Source: Competing on Consumer Experience, Health Care Advisory
Board, Advisory Board
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Tap into Advisory Board’s Revenue Cycle Expertise
PUBLICATIONS
Finance Leader Strategy
The 2016 Election: 12 Questions Every Executive Should Be Asking
Blueprint for Growth 2020
Benchmarking Revenue Cycle Performance
Consumerism
A Consumer World: What Every Hospital CFO Needs to Know
Playbook for the Consumer-Focused Health System
The Consumer Relationship Platform
Competing on Consumer Experience
Denials Performance
The CFO’s Guide to Elevating Denials Performance
Recent Trends in Payment Denials
Elevate Denial Performance
Collections Performance
The CFO's Guide to Improving AR Performance
Are You Asking for Enough at Point-of-Service?
Minimizing Bad Debt: Point-of-Service Collections
Consumerism: A Source of Potential Revenue or Bad Debt?
Clinical Documentation Improvement
The Future of Clinical Documentation Improvement
Rethinking Clinical Documentation Improvement
Best-in-Class Clinical Documentation Improvement Programs
Engaging Physicians in Clinical Documentation

To access all the resources mentioned throughout this guide,
please visit advisory.com/FinanceLeaderGuide.
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Resource

3

► Cost

Control Atlas
• 20 Essential Cost-Savings Tactics
• Ideas for Fixed Cost Restructuring
• The Financial Case for Reducing Unwarranted Clinical Variation
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In Pursuit of Sustainable Cost Discipline
As health system margin pressures continue to intensify, details surrounding the next evolution of
reimbursement are still lacking. But promises to lower national health care spending are front and center.
Public payers and other health care purchasers are determined to spend less for care, and high cost acute
care services are in the crosshairs.
Slashing costs to weather a temporary storm will not suffice. Health system leaders should push hard to
surface near-term savings opportunities while relentlessly pursuing long-term cost discipline. Advisory
Board expects that the most successful organizations will pursue a three-pronged strategy that combines
an aggressive menu of short-term savings opportunities with ongoing efforts to slim fixed cost structures
and reduce the costs of unwarranted clinical variation.

Prong 1:
All-Hands-on-Deck Tactical Agenda
Near-term and medium-term implementation of
proven best practices across all departments to
accumulate savings

Prong 3:
Clinical Variation Reduction

Prong 2:
Fixed Cost Restructuring

Sustained commitment to reliable
clinical care resulting in substantial and
ongoing cost savings

Longer-term efforts to reshape
service and asset portfolios for
sustainable competitive advantage
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20 Essential Cost-Saving Tactics
Engage an All-Hands-on-Deck Approach for System-Wide Savings
Advisory Board has studied, compiled, and published hundreds of best practices to trim costs. The 20 tactics
listed below and described over the following pages are drawn from across our research teams and represent
an “all hands on deck,” system-wide approach to maintaining margin performance. These 20 have been
selected on the basis of their potential for near- to medium-term savings and their universal applicability. The
size of potential savings were determined based on identified Advisory Board best practices. Each profile
includes links to Advisory Board resources that provide extensive detail on implementing the practice and
others like it. All resources are available at advisory.com/FinanceLeaderGuide.
Tactics that fall in the “slam dunk” quadrant yield high cost savings in a short implementation period, but all of
the tactics listed warrant close examination.

Supplies and Services

Labor Efficiency

Clinical Practice

1. Use Bidding Strategy for Physician
Preference Items (PPIs)

7. Make Your Employees Accountable
for Their Health Costs

13. Reinforce Nurse-Led Sepsis Protocols

2. Prevent Unnecessary Surgical
Supply Waste

8. Hold the Line of Labor Costs

15. Dedicate a Pharmacist to ED
Medication Reconciliation

9. Revisit Manager Span of Control

3. Minimize PPI Contract
Savings Leakage

10. Build a Value-Driven Staffing Model
11. Stop Millennial Turnover in the First
Three Years

4. Revisit Unfavorable Contract Terms
5. Contract Directly for Clinical
Preference Items

12. Tie Employee Compensation to
Enterprise Performance

6. Realize the Potential of
Energy Savings

14. Revise Blood Utilization Policies

16. Designate Ownership for Frequently
Overlooked Care Responsibilities
17. Install and Monitor Multi-modal
Pain Regimens
18. Integrate Pharmacists into
Cross-Continuum Care
19. Utilize Observation Units for Low-cost
Short-Stay Patients
20. Adopt Remote Patient Monitoring for
High-Risk Populations

Slam Dunk

Worth the Effort

Size of Sustainable Savings

12
4

3

2

13

11

19

10
15
7

8

5

14
9

6

1

18

17
20

16

Low-Hanging Fruit

Long Game

Time to Attain Savings
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20 Essential Cost-Savings Tactics

Recommendation 1: Use bidding strategy for physician preference items (PPI).
Strategy
SUPPLIES AND SERVICES
NEAR-TERM RESULTS
SAVINGS SIZE

Health systems use "reverse auction" bidding processes for high-cost physician
preference items, such as orthopedic and cardiac implants. Rather than
encouraging physicians to standardize on a particular device—a tactic that often
alienates proceduralists—organizations can survey physicians to identify the
supply attributes they value most, then map those attributes to the business
needs of suppliers.

Potential Impact1

$400K

Annual savings in
orthopedic supply spending

8%

Reduction in
orthopedic
spending

Learn More
► Untapped Opportunities for Saving Millions
► Next-Generation Supply Cost Savings
► Saving 32% on Orthopedic Supplies
► Reshaping the Orthopedic Supplies Market Around Clinical Preferences

Recommendation 2: Prevent unnecessary surgical supply waste.
Strategy
SUPPLIES AND SERVICES
NEAR-TERM RESULTS

Millions of dollars in surgical supplies are wasted annually. They go unused but
are discarded in the OR once the package seal is broken. Reduce waste by
monitoring and analyzing discarded supplies, and color-coding procedure
preference cards and surgical trays to avoid opening certain supplies until
requested by the surgeon.

SAVINGS SIZE

Potential Impact2

$1.5M

$6M

$9M

Annual savings for
300-bed hospital

Annual savings for
five-hospital system

Annual savings for
regional system

Learn More
► Untapped Opportunities for Saving Millions

1) Savings determined by Advisory Board’s Spend Performance Solutions.
2) Estimates extrapolated based on Nursing Executive Center case studies.

©2017 Advisory Board • All Rights Reserved • 34587

36

advisory.com

20 Essential Cost-Savings Tactics

Recommendation 3: Minimize physician preference item contract savings leakage.
Strategy
SUPPLIES AND SERVICES

Physician champions share unblinded cost and quality data with physicians to
encourage use of high-quality and cost-effective supplies. Leaders also limit the
upselling opportunities of vendor representatives present in the operating room.

NEAR-TERM RESULTS
SAVINGS SIZE

Potential Impact1

$2M

$5M

$7.5M

Annual savings for
300-bed hospital

Annual savings for
five-hospital system

Annual savings for
regional system

Learn More
► Untapped Opportunities for Saving Millions

Recommendation 4: Revisit unfavorable contract terms.
Strategy
SUPPLIES AND SERVICES
NEAR-TERM RESULTS
SAVINGS SIZE

Unfavorable supply and purchased services contract terms account for a large
portion of avoidable costs, and renegotiation presents a multimillion-dollar cost
savings opportunity within 12 to 18 months. Determine those contracts best
suited for negotiation and leverage points for savings.

Potential Impact2

10%-35%

Typical costreduction opportunity

to typically
4-13 Months
achieve savings

Learn More
► Untapped Opportunities for Saving Millions

1) Estimates extrapolated based on Nursing Executive Center case studies.
2) Spend Performance Solutions data and analysis; Nursing Executive Center interviews and
analysis. .
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Recommendation 5: Contract directly for clinical preference items (CPIs).
Strategy
SUPPLIES AND SERVICES
MEDIUM-TERM RESULTS
SAVINGS SIZE

Clinical preference items that are costly but not necessarily physician-selective
like bone cement and certain electrodes account for 40% of total supply
expense. Hospitals tend to over-rely on group purchasing organizations (GPO)
for these items. Neither vendors nor group purchasing organizations (GPOs)
have an incentive to secure the most competitive prices. Determine these items
for which direct contracting makes financial sense.

Potential Impact1

$1M

$5M

$6M

Annual savings for
300-bed hospital

Annual savings for
five-hospital system

Annual savings for
regional system

Learn More
► Untapped Opportunities for Saving Millions

Recommendation 6: Realize the potential of energy savings.
Strategy
SUPPLIES AND SERVICES
MEDIUM-TERM RESULTS
SAVINGS SIZE

Hospitals spend 1 to 4% of operating expenses on energy. Although estimating
the range of cost savings is difficult due to the array of energy savings
strategies and options available, one strategy, existing building commissioning
(EBCx), which optimizes the performance of the building through a series of
tests and analyses, can reduce energy costs by as much as 10% to 15%.
Research also shows more extensive tactics like whole-building retrofits can
achieve savings as high as 26%.

Potential Impact

$300K-$780K

Potential savings from whole-building
retrofit, excluding investment costs

Learn More
► Realizing the Potential of Energy Savings
► Eight Insights for Energy Cost Savings
Source: National Renewable Energy Laboratory, “Advanced Energy
Retrofit Guide: Practical Ways to Improve Energy Performance,
Healthcare Facilities,” September 2013, www.nrel.gov.

1) Estimates extrapolated based on Nursing Executive Center case studies.
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Recommendation 7: Make your employees more accountable for their health costs.
Strategy
LABOR EFFICIENCY
NEAR-TERM RESULTS

In response to soaring benefits costs, self-insured health systems curb health
benefit cost growth by supplementing continued cost shifting with a mix of 15
potential initiatives that target employee awareness, coverage design, and highrisk management. Cleveland Clinic ties employee health premium growth to
participation in wellness and care management initiatives.

SAVINGS SIZE

Potential Impact

21%

9%

Increase in premium for
employees not engaged in
wellness program

Increase in premium for
chronically ill1 employees who
do not meet wellness goals

Learn More
► 12 Must-Do Strategies for Protecting Future Margins
► Stretching the Health Benefits Dollar
► Achieving Return on Wellness Initiatives

Recommendation 8: Hold the line on labor costs.
Strategy
LABOR EFFICIENCY
NEAR-TERM RESULTS
SAVINGS SIZE

Historically, labor was the first cost-cutting lever selected in a cash crunch. But
dependence on this tactic has depleted most of the low-hanging fruit, and most
hospitals have fairly lean staffing on an FTE basis. However, labor savings
ideas are worthy of review to validate or supplement current initiatives. Review
out catalog of cost-reduction ideas, including changes in compensation, health
benefits, fringe benefits, employee headcount, and staff utilization.

Potential Impact2

$110K

Savings in ED due
to flexible staffing

hospital-wide
$1.7M Savings
due to flexible staffing

Learn More
► Holding the Line on Labor Costs

Source: Cleveland Clinic, “Bending the Cost Curve,” my.clevelandclinic.org/Documents/redefininghealthcare/bending-the-cost.pdf ; Bloomberg News, “Health Care’s Brave New World of Compulsory
Wellness: Ezra Klein,” www.bloomberg.com/ news/2011-10-13/health-care-s-bravenew-world-ofcompulsory-wellnessezra-klein.html; Health Care Advisory Board interviews and analysis

1) Diabetes, hypertension, high cholesterol, asthma, excessive weight, and smoking.
2) The Optimé Group, Evanston, IL; HR Advancement Center interviews and analysis.
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Recommendation 9: Revisit manager span of control.
Strategy
LABOR EFFICIENCY
NEAR-TERM RESULTS
SAVINGS SIZE

Span of control benchmarks indicate that span of control declined in every
major department except for nursing. Nurse manager span of control is very
high, and highly variable when compared to other health system managers. In
addition, hospital span of control doesn't follow a traditional pyramid structure,
where the top leadership level has the smallest number of direct reports. In
hospitals, benchmarks indicate that directors have a smaller direct span of
control than executives.

Potential Impact1

$650K

For 350-bed hospital with 750 nurses
to go from 25th to 50th percentile

Learn More
► 7 Insights from Hospital Span of Control Benchmarks

Recommendation 10: Build a value-driven staffing model.
Strategy
LABOR EFFICIENCY
MEDIUM-TERM RESULTS
SAVINGS SIZE

Nurse leaders looking to build a high-value care team must take a balanced
approach—focusing both on staffing inputs and clinical outcomes—providing
the highest possible quality care for every dollar spent on staffing. Alter skill mix
to achieve top-of-license practice, relying on staff other than bedside registered
nurses. Align care teams’ goals and workstreams to maximize collaboration and
minimize inefficiencies. Deploy a core staffing model and scale up support
selectively to meet patient demand.

Potential Impact

36%

$850K

Of nurses’ time not spent
on “value-added” work2

Cost reduction per Medicaid
patient after embedding
behavioral health3

Learn More
► Building the High-Value Care Team
1) HR Advancement Center Span of Control Benchmarks.
2) Assessing, teaching, providing hands-on care, providing psychosocial support,
coordinating care, and documenting care.
3) St. Charles Family Care-Redmond Clinic; n=400.
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OPB News, “Not Feeling Well, Sometimes It’s All in Your Head,” http://www.opb.org/news/article/sometimes-itsall-in-your-head/; Central Oregon Health Council, Health Integration Project, Final Project Report: June 2010June 2011; St. Charles Health System, Bend, OR; Nursing Executive Center interviews and analysis
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Recommendation 11: Stop millennial turnover in the first three years.
Strategy
LABOR EFFICIENCY
MEDIUM-TERM RESULTS
SAVINGS SIZE

A third of staff members are millennials, and turnover among that group
increased nearly 50% across the last decade. At roughly $90,000 cost for every
RN departure, moving from median- to top-quartile in turnover performance can
save millions. Benchmark and calculate the cost of turnover at your organization.
Support new hires beyond first year residency. Create early-tenure growth
opportunities and prepare managers to encourage and facilitate internal
transitions. Provide managers with tools to detect retention risk and re-recruit
those at risk of leaving.

Potential Impact1

27.3%

Of staff who left their facility in 2015
had less than one year of tenure

1/3

Of all staff in health care
workforce are millennials

Learn More
► Human Resources Benchmarking Initiative
► Cost of Turnover Calculator
► Your One-Stop Shop for Reducing Early Turnover
► Stop Turnover in the First Three Years

Recommendation 12: Tie employee compensation to enterprise performance.
Strategy
LABOR EFFICIENCY
MEDIUM-TERM RESULTS
SAVINGS SIZE

Compensation should be tied to both ultimate organizational performance and
to participation in the organization’s effort to identify cost savings. To receive a
bonus or annual wage increase, employees should submit and serve on at least
one task force for a particular savings idea. Goshen Hospital established “Do It
Groups” to address issues that span multiple departments and require attention
from different departments to troubleshoot.

Potential Impact2

$6.3M

$100K-$150K

Cost savings in 2010-2011

Distributed in gainsharing back to employees

Learn More
► The Sustainable Acute Care Enterprise
1) n=370 for 2015 benchmark cohort.
2) HR Advancement Center interviews and analysis; Cone
Health, Greensboro, NC.
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Source: “Labor Force Statistics from the Current Population Survey, Table 18B, Employed persons by detailed industry and age,”
Bureau of Labor Statistics, 2015, http://www.bls.gov/cps/cpsaat18.htm; Annual Turnover, Vacancy, and Premium Labor Benchmarks,
HR Advancement Center; HR Advancement Center analysis.
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Recommendation 13: Reinforce nurse-led sepsis protocols.
Strategy
CLINICAL PRACTICE
NEAR-TERM RESULTS
SAVINGS SIZE

Sepsis is a skyrocketing problem; 100% volume increase, 20% growth in
mortality rate, and potential losses between $7,000 and $10,000 per Medicare
case. To rein in the sepsis burden, embed a screening tool into the triage
process and mandate screening for all patients during intake. Ease compliance
by distilling the complex sepsis protocol into a simple four-step bundle for specific
staff to prevent treatment delays.

Potential Impact1

$2M

$5M

$7.5M

Annual savings for
300-bed hospital

Annual savings for
five-hospital system

Annual savings for
regional system

Learn More
► Untapped Opportunities for Saving Millions
► Ten Imperatives to Reduce Sepsis Mortality

Recommendation 14: Revise blood utilization policies.
Strategy
CLINICAL PRACTICE
NEAR-TERM RESULTS

Blood utilization protocols are often outdated and wasteful. A large academic
medical center revised when autologous blood use is warranted and installed
EHR decision support, resulting in a 54% reduction in blood cost per discharge,,
which was 52% lower than UHC benchmarks. They saved $3.5 million over four
years.

SAVINGS SIZE

Potential Impact1

100

Units of wasted blood
saved monthly

$3.5M

Saved over four years
since updating blood
utilization protocols

Learn More
► Untapped Opportunities for Saving Millions
► There Will (Not) Be Blood

1) Estimates extrapolated based on Nursing Executive Center case studies.
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Recommendation 15: Dedicate a pharmacist to ED medication reconciliation.
Strategy
CLINICAL PRACTICE
NEAR-TERM RESULTS
SAVINGS SIZE

An ED-based pharmacist more accurately and efficiently collects medication
histories than busy ED nurses juggling countless concurrent patient
responsibilities. During peak periods, an ED-based pharmacist collects
medication history for all admitted patients from the ED or direct transfer, enters
med lists into the EMR, and reconciles the list prior to physician review. Despite
above-average pharmacy labor costs per discharge, total pharmacy cost per
discharge dropped to the lowest decile.

Potential Impact1

78th

Percentile labor
expense per discharge

total pharmacy
11th Percentile
expense per discharge

Learn More
► Building a High-Value Care Team
► 6 Ways Your Pharmacist Can Save the Day

Recommendation 16: Designate ownership for frequently overlooked care responsibilities.
Strategy
CLINICAL PRACTICE
MEDIUM-TERM RESULTS
SAVINGS SIZE

As care teams grow larger—both within and across settings—it is often unclear
which team member is responsible for each element of care. For example,
inconsistent discharge education processes may result in avoidable
readmissions. Using a patient flow nurse with expertise in patient education, a
dedicated team member is now responsible for performing or initiating
discharge education for all patients.

Potential Impact2

24%

Readmission rate for
COPD patients prior
to patient flow nurse
initiative

8%

Readmission rate for
COPD patients after
addition of patient
flow nurse

Learn More
► The High-Reliability Clinical Enterprise

1) Action O-I Q1 2013 Benchmarking Report; cost per case mix Index weighted, department-adjusted discharge.
2) Through September 2015; readmission rates based on Baptist Health Lexington’s internal data collection and reports.
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Recommendation 17: Install and monitor multi-modal pain regimens.
Strategy
CLINICAL PRACTICE
MEDIUM-TERM RESULTS
SAVINGS SIZE

The conservative estimate of unreimbursed costs for complications related to
opioid use is $1.6 million for the 17 studied MS-DRGs at a typical 250-bed
facility. Selectively implementing multi-modal pain management regimens can
result in 36% fewer complications and 28% lower length of stay from reducing
post-surgical opioid use on select procedures. While the transition to multimodal pain regimens is not easy and carries a risk on increasing costs if not
implemented thoughtfully, it can elevate care quality and provide cost savings.

Potential Impact1

$1.5M

Estimated annualized
savings on complicationdriven charges

1,200 days from complicationEstimated preventable
driven length-of-stay

Learn More
► Cost and Quality Impacts of Multi-Modal Pain Regimens

Recommendation 18: Integrate pharmacists into cross-continuum care.
Strategy
CLINICAL PRACTICE
MEDIUM-TERM RESULTS
SAVINGS SIZE

Integration of pharmacists enabled one trauma center to save $12 for every
dollar spent on medication therapy. At Hennepin County Medical Center,
pharmacists provide second review of medications and instructions for patients
awaiting discharge to skilled nursing facilities. The pharmacist checks that
patients have complete instructions, flags concerns, and works with physicians
to resolve discrepancies.

Potential Impact

30%

Of corrected errors
prevented future ED
visits or unnecessary
hospitalizations

$2,500

Average savings per
prevented ED or
hospital readmission

Learn More
► Pharmacists and Ambulatory Care Teams: An Expanding Role

1) Estimated impact of optimized IV Acetaminophen use and opioid reduction at typical 250-bed hospital
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Recommendation 19: Utilize observation units for low-cost short-stay patients.
Strategy
CLINICAL PRACTICE
MEDIUM-TERM RESULTS
SAVINGS SIZE

Some institutions have created efficient, dedicated observation units in
response to close scrutiny of inpatient single-day admissions. Although
observation patients typically yield lower reimbursement than inpatients,
hospitals that have created dedicated observation units incur substantially
lower costs than those that treat observation patients within fully staffed
inpatient units.

Potential Impact

2.2-3.5

80%

Inpatient beds effectively freed
up by one observation bed

Approximate percentage of
observation patients discharged home

Learn More
► Transforming the ED’s Role in Delivering Agile and Coordinated Care
► How One Unit Could Save Your Hospital Millions of Dollars a Year

Recommendation 20: Adopt remote patient monitoring for high-risk populations.
Strategy
CLINICAL PRACTICE
MEDIUM-TERM RESULTS
SAVINGS SIZE

Remote patient monitoring (RPM) can improve clinical quality and right-site
utilization in avoidable admissions and readmissions for populations under riskor value-based payments. At Geisinger Health Plan, RNs use a Bluetooth scale
and interactive voice response technology to monitor congestive heart failure
patients. Remote monitoring ranges from just collecting biometric data to having
a health coach and remote video access to a full care team of nurses,
pharmacists, and physicians.

Potential Impact1

$3.30

ROI for every dollar spent
on the program

44%

Lower odds of readmission at 30 days when
patients were enrolled in RPM program

Learn More
► Remote Monitoring Programs for Heart Failure Patients
► Telehealth Industry Trends in 2017
1) Statistically significant (p<0.05)

©2017 Advisory Board • All Rights Reserved • 34587

Source: : Jibrin I, “Maryland’s First Inpatient Chest Pain Short Stay Unit as an Alternative to Emergency Room-Based Observation Unit,” Critical
Pathways in Cardiology, March 2008: 35-42; Maeng DD, et al., “Can Telemonitoring Reduce Hospitalization and Cost of Care? A Health Plan’s
Experience in Managing Patients with Heart Failure,” Pop Health Mgmt (2014) 0.0: 1-5; Population Health Advisor interviews and analysis.
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Data and Analytics Support at Your Fingertips
Key Benchmarking Tools Supporting Margin Management
The Hospital Benchmark Generator
The Hospital Benchmark Generator (available on advisory.com) provides an easy visual comparison of
your hospital’s performance compared to your peers across a wide, and growing, array of metrics. View
facility-level detail or drill into service lines, MS-DRGs, or procedures to find out how you compare. Don’t
see the metric you want? Suggest it at: analytics@advisory.com

One click drill-down

No data uploads required

View Details button provides service line, subservice line, MS-DRG, or procedure-level
benchmarks

Application pre-loaded with data for every
hospital in the nation, updated quarterly1
Hand-select peers for benchmarking

Easy visual comparison

Choose individual hospitals (25 minimum) to
benchmark your performance against

Your hospital’s data is positioned in red
alongside benchmarks for rapid comparison

An expanding array of metrics

Metric details and definitions

More than 80 metrics now available, with more to
be added over time

Click
for metric definitions, methodology,
and related resources

The Customized Cost Reduction Opportunity Assessment
The Customized Cost Reduction Opportunity Assessment (available on
advisory.com) draws on the hospital cost report data and the MedPAR
data file to provide insight into an organization’s top cost-reduction
opportunities. The tool allows users to compare their organization’s direct
cost performance to a self-selected peer cohort and examine variances in
cost at the service line, sub-service line, and MS-DRG levels. Further, the
tool provides users with insight into cost distribution for 10 different
revenue centers, highlighting specific categories that may warrant deeper
investigation, such as supplies, blood, operating room, pharmacy, and
more.
To view our full range of tools and analytics, please visit
advisory.com/navigator

The full report includes a red-yellow-green
scorecard indicating the relative opportunity size:
Green: Less than 10% opportunity
from this source
Yellow: Between 10% and 25% of
opportunity from this source
Red: More than 25% of
opportunity from this source

1) Select measures updated annually or every six months depending on availability.
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Ideas for Fixed Cost Restructuring

Competitiveness Depends on Tackling Fixed Costs
Fixed Cost Structures Do Not Yield to Short-Term Tactics
The 20 tactics profiled on the preceding pages—and many of the hundreds more available to Advisory
Board members—are powerful tools to boost margin performance. But today’s marketplace demands
more than incremental efficiency gains. The commoditization and consumerization of health care
means a philosophy of cost-based pricing (e.g., “it costs us $100 to deliver this service, so we will
charge $110”) must give way to one of price-based costing: “The market is willing to pay $90 for this
service, so we must figure out how to deliver it for $80.” No factor is a greater obstacle to health
systems’ future competitiveness than their heavy fixed cost burdens.
Yet most organizations have been reluctant to restructure fixed cost footprints to date. Rationalizing
service offerings necessarily involves difficult choices about what services should be offered, at which
locations within a given marketplace. These choices inevitably raise questions of divestment,
partnership, and consolidation. Similarly, the process of reducing physical capacity is challenging, and
conveying the reasons for doing so to the community can be difficult given the hospital’s role as both
major employer and as the traditional provider for critical services. Yet the financial imperative is
clear—fixed cost structures must change.
Average Price Differential for Imaging, 20111

$779

High Fixed Cost Production Model
Struggling to offset expensive
fixed cost base

57% lower
$334

Hospital Outpatient
Department

Redundant services, technology
across multiple facilities

Freestanding
Imaging Center

vs.

Average Price Differential for Colonoscopy, 20112

Low-Cost, Narrow-Focus Care Sites
Facilities with low fixed
costs

45% lower
$1,383
$625

Streamlined focus on narrow
set of services
Hospital Outpatient Community Based
Department
Setting

The following pages contain ideas for finance leaders who are looking for cost savings that go beyond
tactical campaigns. For more on these and other approaches to fixed cost restructuring, read Advisory
Board’s recent research publication, The Hospital of the Future.
Source: Regents Health Resources, “Imaging Market File,” Radiology
Business Journal , April 2011; Rechovsky JD, White C, “Location,
Location, Location: Hospital Outpatient Prices Much Higher Than
Community Settings for Identical Services,” June 2014, NIHRC
Research Brief, http://www.nihcr.org/Hospital-Outpatient-Prices; Health
Care Advisory Board interviews and analysis.

1) MRI, CT, Radiography, Nuclear Medicine, Ultrasound, Mammography, and PET.
2) For privately insured patients.
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Reshape Service and Asset Footprint
It is the rare health system that has shown both the foresight, the willingness, and the ability to
make major changes to service and asset portfolios in pursuit of a leaner market footprint. One
such system is Indiana University Health (IU Health). IU Health recognized that its position as one
of the higher-cost organizations in its market would quickly become a local disadvantage as market
pressures continue to grow, even though IU Health compares favorably to national cost
benchmarks.
In response, the system is driving a range of transformations to its physical footprint and service
portfolio, including centralizing oversight of ancillary services, rationalizing service lines, eliminating
unnecessary inpatient capacity, and closing hospitals, with intentions of reducing cost and
increasing efficiency. Recent rationalization activities have included:
A Range of Transformations at IU Health
1.5 miles

Service rationalization

Site conversion

Campus consolidation

IU Health consolidated the
open heart program at Saxony
Hospital, which performed 5060 procedures per year, with
the program at Methodist
Hospital, which performs 900
procedures per year.

IU Health eliminated inpatient
services from Morgan Hospital
and converted IUH Morgan to
an outpatient facility, adding
new services like urgent care in
the process.

IU Health moved services from
University Hospital to the
Methodist Hospital campus,
using savings to re-invest in the
new campus.

Case in Brief: IU Health
• 15-hospital system, $6.5 billion in revenues; headquartered in
Indianapolis, Indiana; comprised of academic and community
hospitals in both urban and rural markets
• System is responding to market pressures by driving a range of
transformations to its physical footprint and service portfolio
• Goal is adopt an identity as both a destination medical center and
sophisticated population health manager

Margin Improvement
at IU Health

6.2%

12.8%

Change in IU Health operating
margin since 20131

Making decisions like those IU Health has made is not easy, nor is it something that can be done by
any single executive unilaterally. Finance leaders must ensure that the dollars-and-cents
implications of such decisions are fully understood by all stakeholders and that they are properly
weighted against other factors. The template on the next page is designed to help facilitate the
critical fact-based assessments necessary for reaching wide and wise consensus.
1) As of 2016.
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Service and Asset Portfolio Evaluation Template
This template comes from an Advisory Board
member that has chosen to stay anonymous. You
and your team may find it useful as a simple way
to compile and present the financial performance
of a given service or asset alongside non-financial
factors. While not a substitute for a full strategic
planning process, it has proven useful in orienting
different stakeholders to the financial realities of
maintaining or divesting services.

Case in Brief: Bassoon Health System¹
• Four-hospital health system located in the South
• Employs standard template to evaluate viability
of “non-core” service line offerings
• Identifies services that must be kept, can be
divested, or should be repositioned for growth
• Financial performance, strategic considerations,
practical factors all considered

Service and Asset Evaluation Template

Scorecard:
<20 Points:
Seriously consider divestiture
20-30 Points:
Borderline case, attempt to reposition
>30 Points: Keep and maintain

1) Pseudonym
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Move Deliberately Toward Desired Cost Structure
When closing, repurposing, or consolidating services or facilities all at once is either impossible or
undesirable, longer-term approaches may be more effective. Organizations such as Banner Health have
turned to gradual bed reduction to slowly reshape their facilities’ fixed cost structures.
When Banner began a physical plant renovation at Desert Medical Center, projected utilization rates
suggested that the market would not have the volumes needed to support the site’s existing bed capacity.
Instead, Banner used the necessary renovation as an opportunity to steadily rightsize the facility.
Roughly one unit is renovated per year to increase the square footage of each room, while decreasing the
number of rooms per unit. These changes also increase the flexibility to add or remove equipment. By
2025, Banner plans to reduce bed count by almost 10%. Rightsizing in this piecemeal fashion makes the
process more operationally sustainable. By rebuilding one unit at a time, Banner is then able to more
effectively incorporate the unit’s update into its annual property, plant, and equipment budget, linked to the
depreciation schedule.
The larger rooms also benefit patients, who enjoy having more space for themselves, their
care teams, and their families. Furthermore, the extra space allows for larger mattresses and equipment
like bed lifts, which will become more useful as the population of aging patients grows.
Annual Unit Renovations at Desert Medical Center
Before Renovations

After Renovations

Industry Estimates of Potential
Savings from Bed Count
Reduction

64% to 61%
Change in average inpatient occupancy
between 2006 and 2013
401

On average, reduction of 6 to
8 beds per unit renovation

2015

368
Targeted Bed
Reduction

$25K-$106K
Estimated cost savings per bed when
removing beds piecemeal; includes
reductions in supply and staff expenses1

Case in Brief: Banner Desert Medical Center
• 401-bed hospital in Mesa, Arizona
• Banner is renovating roughly one unit a year at Desert Medical
Center and decreasing the number of beds in each unit
• Larger room size accommodates family members, increases
patient satisfaction
• Banner plans to convert 32 beds in small rooms within a unit to
24 to 26 beds in larger rooms

Estimated cost savings per bed from
closing entire facilities; includes
facility, supply, and staffing cost
reductions1

Source: “Health, United States, 2014,” US Department of Health and
Human Services, Centers for Disease Control and Prevention, May
2015, https://www.cdc.gov/nchs/data/hus/hus14.pdf; Health Care
Advisory Board interviews and anaylsis

1) Calculated by taking 18% of the average cost per bed, by bed type, from the 2009 and
2010 Medicare Cost Report Data, inflated at 2% annually to reflect natural price growth.
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A Frontier Strategy: Exit Asset Ownership
Committal Move More Attractive to For-Profit Systems
The final strategy hospitals can use to reduce their fixed costs is to hand over real estate
management to a third party. Leasing property from real estate investment trusts (REITs) is already
commonplace in the hotel and airline industry, and it is starting to emerge in the acute care space as
well. In 2015, Ardent Medical Services and Capella Healthcare sold their properties to REITs and are
now leasing the space back.
Many organizations may equate selling real estate with relinquishing control over internal operations.
But an in-depth examination of the partnership between Ardent and Ventas, detailed below, reveals
that most REITs are not interested in interfering with the hospital’s business. While Ventas requires
Ardent to inform it of any major service changes, it maintain a hands-off approach to the operations.
Moreover, distribution of control is determined in the contract agreement, which can include userestrictions limiting what the REIT can do to the facility, including whom they can bring in as tenants.

Benefits to Ardent and Its Management

Innovation in Brief: Ventas and Ardent
Medical Services Transaction

Speed and flexibility with
tailored transaction

• Ardent operations now owned by hospital
management, third-party equity, and Ventas
• Ardent and its hospitals continue to be controlled
and managed by existing team

Capital for future growth and investment
in high-ROI projects

• Ardent leases real estate from Ventas
• Both parties partnering on future expansions and
acquisitions

Ardent maintains operational
independence

Although selling to a REIT reduces fixed costs and provides a health system with a large sum of capital,
there are significant trade-offs for not-for-profit systems to consider. Most notably, not-for-profits that
sell their real estate to a REIT would not only have to start paying property taxes, but also face more
limited benefits from tax-exempt financing.

…But Less Appealing to Not-for-Profits

Clear Benefits for For-Profit Systems…

Not-for-profits get access to more
unrestricted capital

Improves cash position
Gains capital for future investment
opportunities, acquisitions

Partnering with a REIT requires not-forprofits to pay property taxes in form of
higher lease payments

Maintains autonomy over operations
of acute care facilities

Shift from tax-exempt debt to REITfinancing reduces benefit from tax-exempt
status, may lead to for-profit adoption
May face community backlash for
shift in tax status
Source: Bloomberg Business, “Ventas Jumps After Announcing Ardent Buyout,” April 2015, www.bloomberg.com; “Capella Healthcare
to Be Sold to REIT in $900 Million Deal,” Modern Healthcare, July 2015; Health Care Advisory Board interviews and analysis.
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The Financial Case for Reducing Unwarranted Clinical Variation

Reducing Unwarranted Clinical Variation
A Massive (and Elusive) Cost-Savings Opportunity
Health system CFOs report that reducing unwarranted care variation represents their largest cost
savings category by a wide margin, accounting for approximately 40% of the current opportunity.
Sixty percent of hospitals are projected to have negative profit margins by 2025, absent vastly
improved productivity or lower costs. The margin gap is too great to write off care variation as too
challenging. Tried-and-true conventional cost reduction levers in labor and supply cost categories
must be supplemented by care variation reduction.
Without question, the potential for savings exists. A handful or organizations are holding clinical
variation reduction as a central tenet and have made remarkable advancements that both elevate
quality and lower costs. Success can come to any organization shape or size, but it requires
determination, initiative stamina, and leadership. These improvements were not the result of
successful “campaigns.” Instead, senior executives at each of these organizations embarked (and
remain) on a continuous journey to evolve their organization’s clinical culture and to stamp out
unwarranted variation.

Exemplars of Clinical Variation Reduction

$65M

$50M

$173M

Total earned shared
savings across four years
as Pioneer ACO

Annual reduction in
expenditures in Utah due to
induced labor protocol alone

Cost savings from 2011 to
present through data-driven
improvement

$93M

$7M

Total earned shared savings
across first three years of
MSSP1 participation

Annual cost savings from
implementing best practice
alerts in EHR alone

Source: Advisory Board analysis

1) Medicare Shared Savings Program.
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The Finance Leader’s Role in Reducing Clinical Variation
Reducing unwarranted clinical variation is a system-wide endeavor that will fail if clinical leaders are asked
to effect change without the support of their administrative peers. Finance leaders in particular have an
important role to play in ensuring that resource allocations match and support the rhetoric of clinical
improvement. In Advisory Board’s examinations of successful efforts to reduce care variation, five kinds of
contributions from finance leaders stand out.

Contribution 1: Make a leadership commitment as you would for a major capital project.
Most care variation initiatives start as localized campaigns, where momentum—even for strong
initiatives—ultimately flames out. Initiatives fail to reach their potential without explicit support for
reducing unwarranted variation at the system strategy level. It’s hard to lead a major initiative from
middle management, and working on a smaller scale inhibits long-term sustainability and the potential to
generate sufficient cost savings.
The leadership, governance, and process engineering required to ensure continuous, sustainable
improvements demands that care variation be top priority both in words and actions. CFOs, along with
other executives and board members, must consider investments in reducing care variation not unlike a
large capital project. Success will require focus, investment, and exceptional planning. Many failures to
date can be attributed to lack of investment and commitment in name only.
By partnering with medical leaders, CFOs can collaborate to not only establish priority targets, but also
to generate an aggressive yet realistic business plan, with milestones, targets, and return on investment
expectations.

Contribution 2: Prioritize highly variable, high-cost opportunities first.
Knowing where to start can be intimidating when undertaking
such an overwhelming initiative. Access to analytics is central
to most decisions made throughout the journey of care variation
reduction. When setting priorities, organizations should start by
identifying those conditions with the most outliers, the greatest
variability in cost and quality outcomes, high volume and growth
potential, and the high potential for financial impact. In many
cases it will be the finance department that has the most
accurate and up-to-date information in these areas.
Advisory Board conducted a comprehensive analysis of its
Crimson data evaluating opportunity size and feasibility. Five
DRGs—heart failure, sepsis, total joint replacement, and labor
and delivery (both vaginal and cesarean delivery)—are the
most variable, highest-volume services in most hospitals.
Finance teams may wish to start their analyses—or leverage
Advisory Board’s expertise—on this “Care Variation Short List.”
That said, patterns vary by organization. It is important to
secure institution-specific analysis of variation to make sure
improvement efforts are targeting top institution-specific
opportunities.
©2017 Advisory Board • All Rights Reserved • 34587
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The Care Variation Short List

1

Heart Failure

2

Sepsis

3

Total Joint Replacement

4

Labor and Delivery

advisory.com

Contribution 3: Target variation within the system, not just relative
to external benchmarks.
Finance leaders are rightfully fond of external benchmarks for all manners of performance. But when
it comes to savings from clinical improvements, wide variation across providers and hospitals within
health systems often presents a huge opportunity on its own. All organizations, even overall high
performers on conventional quality measures, have opportunities to improve enterprise-wide
performance by focusing on improving their own internal consistency. Inconsistencies exist at every
level—among physicians, teams, units, and acute care facilities within multi-facility systems.
For example, consider the vastly different LOS for knee and hip replacements across hospitals at
pseudonymed Draper Health System. Should Draper scale the best practices at hospital B (the 75th
percentile performer) to its other hospitals, it would save over 1,100 patient days each year.
Only finance leaders will be in a position to quantify either the non-incurred variable expense of those
avoided days or the opportunity costs of additional volume that could be served with the newlyavailable capacity.

Draper Facilities’ Knee Replacement ALOS1
2.9

2.9

2.9

3.2

3.2

3.3

3.4

2.3

2.6

3.5

2.5

Facility

A

B

C

D

E

F

G

H

I

J

K

Cases

444

202

121

151

229

124

17

260

516

22

31

75th
percentile

Draper Facilities’ Hip Replacement ALOS

75th
percentile

2.3

2.8

3.2

3.3

3.4

3.7

3.8

4.3

Facility

A

B

E

F

D

H

C

I

Cases

311

133

176

70

84

185

56

153

System-wide Avoidable Days if ALOS at
All Draper Facilities Met 75th Percentile

x
=

1,168 days

Knee and hip replacement volume at
given facility

Annual avoidable patient days if
all facilities matched system’s
own 75th percentile LOS (563.7
for knees, 604.7 for hips)

ALOS difference between 75th
percentile and given facility
Opportunity for facility

1) LOS data is not risk-adjusted. For severity levels 1-3, the median LOS is the same (3). The median LOS of
severity level 4 is 8, but there are very few cases of level 4 severity. The median percentage of level 4 cases
across facilities is 0%, and the average is .38% (although there are some outliers). Therefore, risk-adjusting the
data would not significantly impact the LOS improvement opportunity analyses.
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Contribution 4: Align incentives to engage medical staff.
Because physician involvement and engagement are so critical to any systemwide change in clinical
practice, questions of physician compensation are inextricable from strategies to reduce care. That
said, no system should be interested in a mercenary clinical workforce; attempting to “purchase”
adherence to clinical standards will be a losing proposition in the long run. Instead, efforts should
focus on bringing incentive plans for all stakeholders into general alignment with systemwide goals so
that the financial realities of individual incentives reflect the success of the system as a whole.
As an example, Opal Health System (a pseudonym) aggressively pursued accountability for better
value, providing high-quality care at lower cost. Opal implemented a “hospital efficiency improvement
program” (HEIP) to financially align the hospital and the physician network toward the same clinical
goals. HEIP requires a clinically integrated network through which the organization can create a single
contract across specialties. At Opal, this approach has fostered significant cross-discipline
collaboration since participants are incentivized on aligned outcomes. In HEIP, providers are rewarded
only when the health system meets or exceeds cost and quality goals.
Initiative Goals

Three-Tiered Target

Corresponding Payout Levels

Initiative committees set
annual goals based on
desired practice change

Committees set three
performance targets, factoring
in current performance

Specialists earned payouts1 for
the initiatives to which they are
assigned based on performance

Goal for Joint Replacement
Initiative: Use of demand
match protocol for
appropriate implant selection
Goal for Blood Utilization
Initiative: Adherence to
utilization guidelines
regarding ordering of blood
products and hemoglobin
indications

Stretch Goal

+10%

Performance
Target
Improvement
Baseline

-10%

Case in Brief: Opal Health System2
• Large hospital system in the Midwest with a clinically integrated
network (CIN) leveraging HEIP3 across its
five regions
• Restructured leadership for greater integration between clinical
and operations teams
• Regions select initiatives and incentive goals based on an
analysis of cost improvement opportunities
(e.g., LOS, readmissions, blood utilization)
• Select specialists earn a maximum of $150/hour for
management time, up to a maximum of 5 hours/month; other
participating specialists earn annual incentives from the hospital,
distributed by the CIN
• System achieved $11 million in savings in the first year of HEIP,
with a three-year target of $58 million
1) Hospital provides payouts to the Clinically Integrated Network, which then distributes the payouts to
specialists.
2) Pseudonym.
3) Hospital efficiency improvement program; term coined by Advisory Board’s Consulting division.
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Percentage of Incentive
Pool Earned
Stretch Goal

100%

Performance
Target

75%

Improvement
Baseline

50%

$11M
Annualized savings
achieved in first year of
HEIP implementation

Source: Advisory Board interviews and analysis
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Contribution 5: Invest in implementation and sustainability.
No matter how engaged the clinicians, no matter how clear the
protocols, no matter how effective the governance, every system
must provide the necessary implementation support for the
rollout, maintenance, and monitoring of its clinical standards. This
investment is the key ingredient for moving from a string of oneoff improvement efforts to a sustained organizational
transformation. Finance leaders should marshal, not withhold, the
resources necessary to execute a well-developed plan.
An excellent example of the return on such an investment comes
from Banner Health. For over 15 years, Banner Health has been
a national leader in clinical standardization. Today, 22 Clinical
Consensus Groups (CCGs) define practice standards and enjoy
system-level support for implementing those standards across 29
hospitals in eight states.
Once the CCGs define a practice standard, an implementation
team figures out how to support the practice in the EHR,
develops training, and defines a plan for monitoring compliance
and outcomes at the local level.
Program managers keep the CCGs running on time and toward
consensus. Clinicians are not project managers, so Banner pairs
each CCG with a program manager, an investment that
transformed efficiency. According to one CMO, the program
managers are “worth their weight in gold.” There are five of them,
split across the 22 CCGs.

Case in Brief:
Banner Health
• 29-hospital system across
eight states
• Medical staff of 9,000
physicians, 1,000 employed
• 22 physician-led Clinical
Consensus Groups (CCG)
define practice standards
• Hired 5 program managers to
ensure progress on defining
standards; 15 process
engineers implement standards
into workflow.
• Reduced elective C-sections by
75% in two years
• Reduced ICU LOS by 20 hours
• Reduced costs of knee
surgeries by $10 million across
two years.

Industrial process engineers incorporate new standards into
workflow. These professionals take a completely different
intellectual approach from the clinical teams. However, the two
groups work well together. Despite different problem-solving
approaches, both groups start with the scientific perspective.

At Banner, Centralized Experts Translate Approved Standards into Practice
Clinical
Informatics Staff

5

Clinical
Educators

Program managers exclusively
dedicated to care management

15

Clinical Performance Assessment
and Improvement Staff1
Industrial process engineers
across system1

Program Managers

Industrial Process Engineers

• Dedicated to specific Clinical
Consensus Groups (CCGs)

• Work across multiple CCGs

• Provide project management support:
craft meeting agendas, organize CCG
workgroups, circulate relevant
materials to CCG members, track
meeting attendance

• Integrate CCG clinical standards into
existing workflows with goal of “zero
defect” practice

1) This amounts to 0.6 FTEs per hospital, although they are a centralized resource rather
than a facility resource.
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Resource

4

► Medicare

Risk
Strategy Primer
• Evaluation guides for current Medicare risk programs
• Medicare Advantage strategic overview
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Evaluation Guides for Current Medicare Risk Programs

Intentional Medicare Risk Strategy More Important Than Ever
Health system finance leaders have spent the better part of the last decade unsure about the pace of
Medicare’s transition to risk-based payments. It is dangerously tempting to take the transfer of power in
Washington as an excuse to abandon momentum toward risk-based Medicare payment. Instead, finance
leaders should take the opportunity to carefully assess their organizations’ preparedness and their local
markets’ suitability for various Medicare risk models, including the Medicare Shared Savings Program
(MSSP) and the Medicare Advantage (MA) market.
Practically speaking, almost every organization’s Medicare business will be a mix of fee-for-service
payments, alternative payment models such as shared savings, and delegated or provider-owned MA risk.
For most organizations, the balance will shift toward the latter two categories as MACRA pushes
physicians toward risk and closer alignment with hospitals and health systems, as MA enrollment grows
and as systems look for more sustainable business models in view of eroding fee-for-service economics.

Transitioning to Tomorrow’s Reality

Managing Yesterday’s Economics

Some FFS likely to remain
for foreseeable future in MA,
traditional Medicare

MACRA creates urgency
to revisit risk in traditional
Medicare

Significant opportunity for
risk, reward in Medicare
Advantage

A look at health system attitudes today reveals different attitudes and levels of enthusiasm toward the
transition to Medicare risk. Some systems (though fewer each year) remain skeptical and have made little
to no investment in either population health care models or contracting. A growing number are building
care model infrastructure while experimenting with low-risk payment models such as Track 1 of the
Medicare Shared Savings Program. And a select few have already demonstrated serious commitment
through a proven history of bearing and managing population-level risk.

Which Role is Your Organization Playing Today?

The Skeptic

The Builder

The Committed

• Limited population health
investments to date

• Has invested in population health
infrastructure across the past few
years; many initiatives still in pilot
phase

• Regional leader in population
health; extensive existing
infrastructure

• Has yet to participate in any
Medicare ACO program
• Enjoying comforts of FFS without
real plans to take on risk
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• Participating in Track 1 of MSSP;
evaluating downside with
intention to grow out of testing
stage

58

• Various approaches to risk in
traditional Medicare; many sitting
out altogether to focus on other
contracts or operation of
provider-sponsored health plan
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Advice for the Skeptic

MACRA Makes MSSP Track 1 Attractive Even for Skeptics
Though the main strategic divergence under MACRA is
the split between the APM track for physicians bearing
meaningful downside risk and the MIPS track for those
who are not, important wrinkles in the MIPS scoring
methodology mean participants in upside-only Track 1
ACOs benefit even from that limited level of Medicare risk.
First, physicians in Track 1 ACOs are indefinitely exempt
from scoring in the resource use category, whereas other
MIPS providers lose that exemption after the first year of
the program.
Second, physicians in Track 1 ACOs automatically receive
full credit in the Clinical Practice Improvement Activity
category (CPIA) and face no reporting requirements for
that category.

Preferential MIPS Scoring and Reporting
for MSSP Track 1 Participants
MIPS-Only and MIPS-APM Scoring Standards,
2020 Payment Year
MIPS-APMs automatically receive full CPIA
credit with no additional reporting required

MIPS-APM

MIPS-Only

Finally, physicians in Track 1 ACOs are not required to
submit additional quality data to CMS. Their MIPS score
for the quality category is determined from the quality data
their ACOs already submit for MSSP.

30%

25%

20%

50%

15% 10%

50%

Advancing Care Information (ACI)
Clinical Practice Improvement Activities (CPIA)
Resource Use
Quality

Because MSSP Track 1 does not put its participants at risk of owing any penalties to CMS, the preferential
reporting and scoring conditions under MIPS may well tip the scales toward participation even for
organizations not at all enthusiastic about risk models in the long term. But skepticism should not give way
to negligence. Track 1 participants should make the most of their time in shallow water to develop the
relationships, infrastructure, and knowledge necessary if and when downside risk becomes inevitable.

Imperatives for Making the Most of Track 1 Participation
Establish Key Physician
Relationships

First-mover advantage in securing
physician partnerships in market
before competitors; allows time for
alignment of network with ACO’s
population health goals
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Build Population Health
Infrastructure

Investments in care delivery
transformation to transition
to value-based care model;
incentivize behavior change
in new model with potential for
shared savings

59

Analyze Valuable
Data

Transparency into areas
of spending opportunity, leakage;
potential to use Track 1
performance data to evaluate
performance in future contracts
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Lessons for the Skeptic

1

MACRA alone should not
incentivize an immediate
migration to downside risk

2

Fee-for-service may be
attractive in the short term,
but it could put you behind
the curve in more ways
than one

3

MSSP Track 1 is the best
bet, but only as an on-ramp
to eventual downside risk
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Organizations that have not already invested in infrastructure
for managing population health should not immediately jump
into downside risk, as the likelihood of facing losses is high.

Although immediate migration to downside risk is not the right
decision, MACRA means population health is no longer optional.
Not moving at all could lead to loss of valuable physician
alignment opportunities and long-term strategic value.

Track 1 is a good place to start for first movers because
of the risk-free opportunity to build network, invest in
infrastructure, and analyze data; a commitment to improvement
is necessary to offset any dilution in MIPS score and to prepare
for eventual transition to downside.
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Advice for the Builder

When Considering Downside Models, Sweat the Small Stuff
No factor is as important in determining performance under risk as the benchmark set for a given ACO.
CMS uses different benchmark methodologies for first-time MSSP participants, MSSP participants in
subsequent performance terms, and Next Generation Accountable Care Organization (NGACO)
participants. All three use the same basic formula, but differences in individual inputs produce final
benchmarks that can vary widely. Providers must evaluate differences between all of these factors to
determine which program is likely to result in the highest—and hence most favorable—target.
Target Spend =

MSSP First
Contract Term

MSSP Subsequent
Contract Terms1

NGACO

x

Expenditures

x

Growth Rate

∆ Risk Score

Past three years’
expenditures

National projected
FFS growth rate

Risk score for continuously assigned
beneficiaries can only decrease
benchmark; scores for new
beneficiaries can increase or
decrease benchmark

Past three years’
expenditures

Regional projected
FFS growth rate

Risk score for continuously assigned
beneficiaries can only decrease
benchmark; scores for new
beneficiaries can increase or
decrease benchmark

2014
expenditures

National growth rate with
regional price adjustments
based on area wage index and
geographic practice cost index

Up to 3% increase or decrease in
benchmark based on risk score
change from 2014

As important as the benchmark calculation is when assessing risk and reward, the methods by which
CMS calculates savings and losses relative to that benchmark are also critical to understand. The MSSP
uses a Minimum Savings Rate (MSR) and Minimum Loss Rate (MLR) to protect against rewarding or
penalizing random variation in expenditures. An ACO earns shared savings or owes losses only if its
spending comes in below the MSR or above the MLR. If one of those thresholds is met, bonuses and
penalties are then calculated based on the difference between actual expenditures and the original
target—not the MSR or MLR.
In contrast, NGACO uses a discount methodology with no thresholds for triggering shared savings or
losses. Savings and losses are calculated relative to the performance target minus a discount. The size of
the discount varies based on an organization’s quality and efficiency, with most ACOs falling between 1%
and 3%. The structure of this discount methodology means that providers face a higher performance
threshold; it is possible to reduce spending relative to the target and still face a penalty.

NGACO

MSSP

Comparison of MSSP Thresholds to NGACO Discount2
2%3

MSR

2% MLR

First dollar savings if
2% threshold met

First dollar losses if 2%
threshold met

2% Discount

First dollar savings
Savings

Target4
Losses

First dollar losses

Saved/Lost if Threshold Met

1) Takes effect for second and subsequent agreement periods beginning in or after 2017; ACOs already in second term will
have to wait until 2019 for rule to take effect.
2) MSSP savings (MSR) and loss (MLR) thresholds and NGACO discount are illustrative; actual values will vary for each ACO.
3) Assumes selection of 2% symmetrical MSR/MLR.
4) Assumes baseline target same for MSSP and NGACO before discount taken in NGACO
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Influence of Factors on
Size of NGACO Discount
Quality
Efficiency Compared
to Region
Efficiency Compared
to Nation

Source: CMS, “Next Generation ACO Model: Review of Alignment/Benchmarking Methodology,”
April 5, 2016, available at: https://innovation.cms.gov/resources/nextgenaco-2017financial.html;
CMS, “Final Medicare Shared Savings Program Rule (CMS-1644-F),” June 6, 2016, available at:
https://www.cms.gov/Newsroom/MediaReleaseDatabase/Fact-sheets/2016-Fact-sheets-items/201606-06.html; Health Care Advisory Board interviews and analysis.
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Track 3 Almost Always a Safer Bet Than Track 2
Organizations that elect for MSSP over NGACO must also decide between MSSP's two downside risk
options: Track 2 and Track 3. While providers will face the same performance target in both tracks, each
option carries a different level of risk and reward. With a higher sharing rate and savings cap, Track 3 offers
greater potential reward than Track 2. In theory, Track 3 participants earn the potential for that greater
reward by agreeing to bear higher levels of downside risk. In practice, however, most organizations will also
find Track 3 to be lower-risk than Track 2.
While both tracks rely heavily on quality to determine an organization's loss rate, Track 2’s loss rate is more
sensitive to decreases in the quality score. Ultimately, any ACO that expects to exceed a quality score of
55% faces a lower loss rate in Track 3 than in Track 2. With almost all ACOs exceeding that threshold
historically, most organizations electing to take downside risk through MSSP should select Track 3.
This sort of analysis must be revisited every time new risk models are introduced or when the terms of
existing models change and finance leaders should insist upon up-to-date perspectives. To that end,
Advisory Board will remain diligent in studying any and all new payment models and delivering clear and
objective guidance to our members.

Analysis: Track 3 Offers Higher Reward but Also Lower Risk for Most
Loss Rate by Quality Score, Track 2 Versus Track 3
Higher Sharing Rate
Quality Score

Track 3 has a maximum
sharing rate of 75%; Track
2 has maximum sharing
rate of 60%

Track 3 ACOs can earn up
to 20% of benchmark
compared to 15% in Track 2

98%

0%

100%

-20%
Shared Loss Rate

Higher Maximum
Savings Cap

0%

-40%

Track 3 becomes lower
risk when quality score
meets or exceeds 55%

-60%

-80%
Track 2

Track 3

MSSP ACOs receiving a quality
score above 55% in PY20151

Source: CMS, “Medicare Shared Savings Program Accountable Care
Organizations Performance Year 3 Results,” September 2015, available
at: https://data.cms.gov/ACO/Medicare-Shared-Savings-ProgramAccountable-Care-O/yuq5-65xt. Health Care Advisory Board interviews
and analysis.

1) Excludes first-years participants that are pay-for-reporting.
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Lessons and Decision Guide for the “Builder”

1

The decision to move to
downside should not be
driven by the 5% APM bonus
or attribution methodology

Potential losses from moving too quickly into downside
risk or selecting the wrong program will not necessarily
be offset by the 5% APM bonus. Also, the particulars of patient
attribution are less important than and organization’s ability to
perform well against expenditure targets.

2

The single most important
factor to consider is how
performance targets are
set in each program

Variation in benchmark methodology is likely to result in
significantly different targets for each model. As a general rule,
a higher benchmark increases chances of success.

3

The “right” level of risk
depends on expected
performance, with NGACO
requiring significant
confidence

The higher sharing rate in NGACO makes it a more rewarding
option for ACOs that expect to perform well against their
target, while MSSP is the safer option if performance is
uncertain. Within MSSP, Track 3 is almost always more
favorable than Track 2 because of its higher sharing rate and
potential for lower risk.

Is NGACO benchmark favorable?
• Low-growth region?
• High wage index?
• High practice costs?

YES

Can we reduce size of NGACO
discount?
• High performer on quality?
• Efficient relative to region?
• Efficient relative to nation?

YES

YES

NO

Is MSSP updated
benchmark favorable?
• High expenditures in past
three years?
• High-growth region?
• Efficient relative to region?

NO
YES

Does favorability of
benchmark offset
high discount?

NO

NGACO

NO

Do we expect to
achieve a quality
score above 55%?

YES

MSSP Track 3

NO

NO

MSSP Track 2

Stay in MSSP Track 1

Source: Health Care Advisory Board interviews and analysis.
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Advice for the Committed

Next-Generation ACO Model Suited for the Committed
Those organizations that made the strongest and earliest commitments to population health management
have often been disappointed with the Medicare risk options available to reward their efforts. In particular,
the benchmarking methodology used in early programs put highly efficient population health managers at a
disadvantage. Because performance targets are largely based on an organization's own historical
expenditures, high-cost organizations receive the most generous targets, while low-cost organizations
receive low thresholds that are more difficult to perform against. And in fact, data from past performance
periods has demonstrated that organizations with higher benchmarks have been significantly more likely to
earn savings than those with below-average benchmarks.
Advanced organizations may find more recent ACO models—in particular, the NGACO model—more
attractive. Features of the NGACO model directly address some of the biggest challenges that “committed”
population health managers encountered with earlier programs. For example, the NGACO model rewards
highly efficient providers by reducing the size of their benchmark discount. Additionally, the option for
capitated payments is more advantageous to organizations that have existing experience with risk. Lastly,
participants can apply for benefit enhancements such as the three-day Skilled Nursing Facility waiver,
telehealth waiver, and home health waiver that provide experienced organizations with more tools for
controlling cost trend.

Next Generation ACO Addresses Factors Commonly
Discouraging to Experienced Managers

Financial Features

Structural Features

Trend factors similar to Medicare
Advantage using national Medicare
FFS projected trend with regional price
adjustments

Voluntary beneficiary alignment
improves attribution methodology
and strengthens engagement
with beneficiaries

Regional and national efficiency
adjustments to discounts
reward organizations that are already
outperforming their peers

Benefit enhancements through
payment and program waivers for
telehealth, home health, and
skilled nursing facility admission

Advanced payment mechanisms,
including the option for capitation in
second performance year

Preferred provider network can be
included in ACO participant list
without affecting attribution eligibility

Risk adjustment to benchmark for
each performance year uses full
HCC1-score increase up to 3%

Incentive payments are available
for beneficiaries receiving majority
of care from ACO participants

Source: Centers for Medicare and Medicaid Services, “Next Generation
ACO Model Fact Sheets,” March 10, 2015; Health Care Advisory Board
interviews and analysis.

1) Hierarchical Condition Category.
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Rewards for the Well Prepared Even Without Downside Risk
Some committed organizations may still not find attractive choices on the current or future menu for
Medicare risk, and others might be developing Medicare Advantage strategies that will not bear on MACRA
APM qualification for several years. Yet even without qualifying for the APM track and the 5% bonus it
entails, organizations with strong population health management capabilities are likely to perform well under
MACRA. Systems that have been at the forefront of implementing the Patient-Centered Medical Home
model, early adopters of EHR technology, and those who have had a long-standing focus on resource use
and cost control, "committed" population health managers are well positioned to perform well in most MIPS
scoring categories.
While Advisory Board’s modelling suggests that expected positive adjustment in MIPS could be slightly
lower than the value of the 5% APM bonus, the difference is nominal. Moreover, the difference is unlikely to
make up for any penalties faced by an ACO should it underperform and incur losses.

Projected Five-Year Earnings for “Committed” in MIPS vs. APM
$8.6M

$2M advantage of APM track could easily
be wiped out by losses in ACO program

$6.5M
MIPS Adjustment and APM Bonus eventually equalize
due to increased weight of resource use category

$777K

$1.7M

$963K

2019

$1.7M

2020

$1.4M $1.7M

$1.7M $1.7M

$1.7M $1.7M

2021

2022

2023

MIPS-Only

Total

APM

Quality

Resource Use1

CPIA2

ACI3

Above average; not
automatically a market
leader due to flexibility
and scope of category

Upper-quartile
performers due to
long-standing focus on
controlling cost trend

Most aggressive
adopters of PatientCentered Medical Home
models

Early adopters
of EHR technology for
owned sites as well as
aligned physicians

Projected Score ≈65%

Projected Score ≈75%

Projected Score ≈95%

Projected Score ≈75%

MACRA Performance Modeling Assumptions
• 5-hospital health system with 200-physician employed medical group; 33% of group are PCPs
• Model assumes $430,000 net professional revenue (NPR) per physician FTE, with 40% from
Medicare, for an average Medicare NPR per physician FTE of $172,000
• Model assumes projected performance in MIPS reporting to be in the 75th percentile range
1) Resource use category doesn’t influence payment adjustment until 2020.
2) Clinical Practice Improvement Activities.
3) Advancing Care Information.
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Source: CMS, “Medicare Program; Merit-Based Incentive Payment System (MIPS) and Alternative Payment Model (APM) Incentive Under
the Physician Fee Schedule, and Criteria for Physician-Focused Payment Models,” May 9, 2016, https://s3.amazonaws.com/publicinspection.federalregister.gov/2016-10032.pdf; Health Care Advisory Board interviews and analysis.
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Lessons and Decision Guide for the “Committed”

1

Original ACO programs favored
high-cost organizations,
but recent and future iterations
are worth a close look by all

Introduction of regional trends and efficiency adjustments
make benchmarks more fair for organizations that
are low cost and have already made investments to
improve efficiency.

2

NGACO seems like the most
obvious choice, but don’t
rule out MSSP Track 3

As the most advanced model, NGACO might seem to be the
most attractive for experienced organizations, but the
complexity of financial methodologies means it is important to
evaluate all options to determine where performance is most
promising.

3

If Track 3 and NGACO are
still not favorable, MIPS-only
is still promising option

Experienced population health managers are likely to do
well in each of the four MIPS reporting categories, which
will reward organizations with a focus on care management
and efficient resource use.

Do we have enough
traditional Medicare
lives to take on risk?

YES
YES

Is NGACO benchmark
favorable?
• Low-growth region?
• High wage index?
• High practice costs?

Can we reduce size of NGACO
discount?
• High-performer on quality?
• Efficient relative to region?
• Efficient relative to nation?

NO

NO

Is MSSP updated
benchmark favorable?
• High expenditures in past
three years?
• High-growth region?
• Efficient relative to region?

NO
YES
YES

Does favorability
of benchmark
offset high
discount?

NO

NO

YES
YES

NGACO

Do we expect to
achieve a quality
score above 55%?

Is having a seat at
the table enough to
warrant minimal
savings/losses?

YES

MSSP Track 3

NO

NO

MSSP Track 2

MIPS-Only

Source: Health Care Advisory Board interviews and analysis.
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Medicare Advantage Strategic Overview

All Organizations Must Have Medicare Advantage Strategy
Medicare Advantage Enrollment as
Percentage of Total Medicare Enrollment

With more and more Americans choosing Medicare
Advantage plans, the MA segment of the Medicare market
is becoming too big to ignore, even in markets where MA
penetration has historically been low. The Congressional
Budget Office estimates that by 2025, 30 million Medicare
enrollees—40% of total enrollment—will be in MA plans.
What is more, MA enrollees tend to stay within the
program after making their initial plan selection. In any
given year, only 2% of MA enrollees voluntarily switch to
traditional Medicare coverage. This “stickiness” represents
an emerging opportunity for providers to engage
beneficiaries over the long term.

30.0M
(40%)

Medicare Enrollees (Millions)

35

While some provider organizations take fee-for-service
payments from third-party MA plans, many bear some or
all of the risk for MA beneficiaries either through delegated
risk contracts or by selling an MA product itself.

30
25

16.8M
(31%)

20
15
10

5.6M
(13%)

5
0

2005

2015

2025

Medicare Advantage Reimbursement Relative to
Expected Fee-for-Service Costs
Index=100
120

Further Reading

110.4

108.9

107.4

105.1

103.7

102.3

102.3

2015

2016

2017

2018

107.4

100

Advisory Board has researched Medicare Advantage
markets across the country and examined the
strategies providers are using to compete there. A brief
summary of key principles appears across the
following pages. More detail and case profiles of
successful organizations are available from the Health
Care Advisory Board and the Financial Leadership
Council on advisory.com.

80
60
40
20
0

Baseline

4+ Star Bonus

Spectrum of Medicare Advantage Risk Options
Delegated Risk

Provider-Sponsored MA

Conveys Performance Risk

Pay for
performance

Shared
savings

Conveys Insurance Risk

Shared risk

Full risk

1) Provider-sponsored health plan.
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White-label
product

Joint Venture
plan

Fully owned
PSHP1

Source: Health Care Advisory Board interviews and analysis.
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Pick Your Battles When Negotiating Delegated Risk
As in any insurance negotiation, working out the terms of a delegated risk contract with a third-party MA carrier
requires providers to balance a range of financial and practical considerations and to do so with an awareness
of the insurer’s priorities as well. A typical provider “wish list” appears at bottom left; your own may be more
extensive but should likely not be less so. The diagram at bottom right arranges those and other factors
according to their relative importance to providers (the horizontal axis) and a typical insurer’s willingness to
negotiate on each factor. Finance leaders and other provider-side stakeholders should pay special attention to
the four items in the upper-right quadrant:
• Monthly data claims feed: Timely access to
appropriate data is a must-have element of any newly
negotiated MA contract. At an absolute minimum,
provider organizations should secure monthly access
to raw claims data. Best-in-class plan partners are
willing to share more than the baseline, however,
including information such as real-time authorization
alerts and post-acute quality data.

• Customized cost targets: The most common model
in Medicare Advantage risk contracts utilizes a
percent of premium target, often based around the
Medical Loss Ratio (MLR). Regardless of format, the
terms should reflect the provider organization’s
circumstances and potential for generating cost
savings.

• Upfront infrastructure support: Whenever
possible, provider organizations should secure upfront support for investments in population health
infrastructure. This support most commonly comes in
the form of a care coordination fee paid to the
provider on a per-member, per-month (PMPM) basis,
but providers may also negotiate for direct resource
support to help close a gap in their skill set or even to
secure higher rates for specific projects.

• Selection-based attribution: Attribution based on a
specific patient choice, such as selecting a primary
care physician upon enrollment, is a cleaner model
than claims-based attribution models that assign
patients based on often unpredictable care patterns.

Checklist for an Ideal MA Contract

Practical Prioritization
Delegated care
management

 Monthly access to raw claims data

Monthly claims
data feed
Up-front
infrastructure
support

 HMO model with selection-based
attribution
 Narrow network product design
 Up-front financing for population health
infrastructure development
 Quality incentives based on provider’s
preferred metric panel
 Delegated authority of care management,
utilization management, pharmacy
management, risk adjustment, claims
processing, customer service

Payer Willingness to Negotiate

 Favorable cost targets, updated annually
Input into
benefit design

Customized cost targets
Selection-based
attribution

Input into
network design

Standardized
quality metrics

Customer service
Product
pricing
Actuarial
analysis
Delegated claims
processing

Direction of
marketing
campaign
Ownership of
network design

Plan pays higher PMPM1
Delegated utilization
management

Ownership of
benefit design

Provider Priority
1) Per member, per month payment.

©2017 Advisory Board • All Rights Reserved • 34587

Source: Health Care Advisory Board interviews and analysis.
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Competing Directly in MA Insurance Markets No Easy Feat
Entering the Medicare Advantage market as an insurer is a major,
arduous, and dangerous commitment. Although providers face
challenges in launching any type of insurance product, they must
also confront additional challenges specific to Medicare Advantage.
For example, MA plans operate in an individually driven market that
requires unique marketing capabilities and must also meet a high
burden with regard to compliance.

Challenges for Any New
Provider-Sponsored Plan

The CMS star rating system also presents some unique challenges
for starting an MA plan. Plans rated at 4 stars and above receive
bonus payments on top of their standard reimbursement rates and
enjoy a distinct advantage in marketing efforts. New MA plans,
which automatically receive a 3.5 star rating to start, may find it
difficult to compete.

Challenges Specific to
Medicare Advantage Plans

• Capital investments
• Licensure and credentialing
• Securing enrollment

Automatic Start at 3.5 Star Rating
• Not eligible for PMPM1 bump given to
4+ star plans
• Beneficiaries hesitant to enroll if a
higher-star plan is available

Considering these challenges, a newly offered provider-sponsored
MA plan is unlikely to break even for the first three to five years of
operation. Achieving profitability may take even longer.

Selling in an Individual Marketplace
• Enrollment usually depends on
signing up one member at a time

The substantial investment of time and finances required to set up a
new provider-sponsored Medicare Advantage plan makes a strong
case for considering partnership over full ownership. A white-label
arrangement is especially effective at eliminating common start-up
barriers. Potential partners range from local provider-sponsored
plans to large national payers, and each type of partnerships offers
its own unique benefits and challenges. Providers must think
critically about their current market circumstances and their goals for
future growth when selecting the ideal partner.

Pros

Examples

Heavier Compliance Burden
• Must construct annual benchmark bid
• Benefit packages must meet strict
compliance standards
• CMS performs frequent audits

National Payer

Regional Payer

Regional PSHP

• Access to capital

• Depth of knowledge,
experience with local
market

• Shared culture

• Access to employer
group contracts
• Can be inflexible in
contract negotiations

Cons

• Requires further investment in retail
sales infrastructure and marketers

• National-scale priorities
may decrease local
focus
• Intercoastal Medical
Group/ Aetna
• New West Physicians/
UnitedHealthcare

• Geographically limited,
may limit future
expansion

• Steward Health Care
System/ Tufts Health
Plan
• Essentia Health/ UCare

• Established local
reputation

Out-of-Market PSHP
• Willingness to partner
for mutual market
growth
• Shared culture

• May lack financial
stability, durability if still
in early years of
operation

• May not provide any
brand recognition locally

• Eastern Maine Health
System/ Martin’s Point
Health Care

• St. Luke’s Health
System/ SelectHealth

• Deaconess Health
System/ IU Health

• Optima Health/
OhioHealth

1) Per member, per month payment.
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Advisory Board experts can
help you chart unknown waters
and design an overall strategy
for long-term success. We work
across three critical areas to
provide members with holistic
information, expert advice,
and business intelligence
technologies to pinpoint
opportunities and implement
best practices.

Drive Health System Growth
Growth is no longer a given—it’s achieved through careful
network design, patient acquisition, and customer retention.
We can help you craft a differentiated customer strategy that
engages physicians, consumers, and employers to meet your
growth goals.

Reduce Care Variation
The patient care you’re providing is more sophisticated
than ever, but innovation has left you synthesizing a flood of
information while constantly updating your technology. It’s a
near-impossible task that opens the door to inappropriate care.
We can help you provide more reliable care by finding—and
systematically correcting—the decisions that lead to avoidable
complications and waste.

Optimize Your Revenue Cycle
You’ve made so many investments to boost efficiency and
effectiveness. Yet, your margin is still at risk—as is your ability
to meet your mission. We have the tools and experts to help
bring every step of your revenue cycle to a best practice level.

TO LEARN MORE about how Advisory Board
services can help propel every level of your
organization toward best-practice performance,
contact Christopher Kerns at kernsc@advisory.com.
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