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Reimagine the Focus

• We encourage our participants to reimagine what their 
processes are now.   Are they still sustainable ? 

• We want you to think in terms of how to transform the 
clinical provision of care in a more cost effective and 
efficient way.  In 2025 the data richness and AI allow us 
to do this

  Change our focus to the Health Impact 
•Lives saved
•Lives Improved
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Agenda

Current Trends and 
Impact on the Margin

Revenue Management 
Half of the Story

Cost Management 
Keys to Margin Success

Questions and 
Answers
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Section 1 
Trends and Impact on 
the Margin
An Overview
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Fee For Service Encourages Facilities to Focus on 
Chasing the Revenue and Ignore the Cost

https://www.freepik.com

https://www.freepik.com/
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Margin – What are the Levers

• Two Impactful Levers Are 
Revenue( ) and Cost 
( )

• Is there a third – Clinical 
Transformation ? 
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External Forces on Margin in 2025

• International – Focus on Cost & Value
• National – Medicare / Medicaid & Commercial still 

focused on Fee for Service
• Shrinking Reimbursement with Increased Regulation

• Supply Chain – Disruptions
• Pharmacy Chain – Disruptions
• Introduction of Massive Data and Artificial Intelligence 

providing more insight into healthcare delivery
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Per Capita Spending - The Commonwealth Fund -January 31,2023

“U.S. Health Care from a Global Perspective, 2022: Accelerating Spending, Worsening Outcomes”
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Higher Per Capita Does Not Improve Outcomes 
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Mirror Mirror 2024 – Failing Health System

https://www.commonwealthfund.org/publications/fund

https://www.commonwealthfund.org/publications/fund
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Sweden – Cost in Relation to Improvement

https://www.commonwealthfund.org/international-health-policy-center/countries/sweden
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AHA – Underpayments and Growing Premiums

Source: https://www.aha.org/costsofcaring
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Inventory Costs Increase to Provide Care

Source: https://www.aha.org/costsofcaring



© Health Catalyst. Confidential and Proprietary.

Margin Impact of Administrative Cost Including Denials

Source: https://www.pgpf.org/blog/2024/08/how-does-the-us-healthcare-system-compare-to-other-
countries#:~:text=However%2C%20despite%20higher%20healthcare%20spending,diabetes%2C%20and%20safety%20during%20childbirth.
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Kaufman Hall / Vizient  

Source: https://www.kaufmanhall.com/insights/infographic/historical-view-hospital-operating-margins
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Medical Errors Diminish the Margin
• One study stated that over 400,000 patients suffered from some sort of 

preventable harm
• Another study said harm resulted in the deaths of over 200,000 patients 

annually
• Estimated costs for these avoidable errors is 20 billion in one study. 
• In another study 37.5 – 45 billion for hospital acquired conditions alone
• These costs result in a cost to provide care and diminish the bottom line
• Change the script to ensuring quality

Source: https://pubmed.ncbi.nlm.nih.gov/29763131/
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Making the Move To Sustainability
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Focus on Lives Saved, Lives Improved
• The current model of fee for service is driven by the American culture 

and expectation of top-quality healthcare.  But can they afford it ? 
• Insurers mask the cost and delay the payment creating expensive 

administrative costs. 
• With capped revenue and mounting cost factors and a culture stuck on 

fee for service the only sustainable step to promote health and lives 
improved is cost management.

• Cost management is not new but at the clinical level it is
• We are going to focus in the cost section on using cost to maintain the 

margin to continue to provide quality care

Source: https://pubmed.ncbi.nlm.nih.gov/29763131/



Who should get 
care and when?

What care should 
be included?

Is each care 
component 
delivered 

efficiently?

Need
s 
care

Receive
d care

Current State Ideal StateWaste Category 
Question

Case-rate utilization
(# cases per population)

Within-case variation
(# and type of units per case)

Efficiency
(cost per unit of care)

Symbol Key Improvement
• Fewer 

inappropriate cases

• Early intervention 
to prevent disease 
or injury

• Only the right care 
is included: avoid 
duplicate testing 
and eliminate 
complications and 
less effective 
interventions 

• Do what we 
know works

• Lower-cost 
drugs and supplies 
are used

• Technical and 
administrative 
processes are 
streamlined to 
reduce indirect 
costs

Behavioral consults

Procedures

Labs

Drugs

Patient education

Diagnostic test

Time 
(both patient 
and clinician 
time)
Resources 
(both direct and 
indirect costs)

==



Do we know what we should we be doing?
• Quantify ideal process potential gains 
• Identify root cause of process challenges/pains
• Re-design and improve processes 

• Follow Evidence-based guidelines & protocols
• Establish expert consensus
• Standardize work operationally

Can we measure how we are doing and 
predict how we will do?
• Capture correct data about the process
• Integrate all relevant data
• Grant access to data broadly
• Generate insights from data
• Promote more informed decisions and actions with better 

tools

Can we transform?
• Educate People to learn required

• Skills
• Knowledge 
• Attitudes  

• In addition, Accelerate Adoption with
• Strategy
• Competences
• Culture
• Operating Model

What value can we realize? 
The Measurable Improvement:

• Health impact
• Lives saved
• Lives improved

• Financial impact
• Revenue enhancement
• Productivity gain
• Cost avoidance
• Hard cost reduction
• Shared savings

• Experience impact
• Patients & their families
• Clinicians
• Admin/support staff

Value Creation Framework



PAYMENT METHOD
% of all
waste 

45%

40%

15%

Case-rate Utilization
(# cases per population)

Within-case Variation
(# and type of units per case)

Efficiency
(cost per unit of care)

1.

2.

3.

FFS   
Per
case  

Provider
at risk  

Note: 
For green arrows, 
savings from waste 
elimination accrue to 
the care delivery 
organization. 

For red arrows, 
savings go to payer 
organizations.

Financial Incentive Alignment 
Under Different Payment Mechanisms to Remove Waste

*Adapted from James Brent C and Poulsen Gregory P.  The case for capitation: It’s the only way to cut waste while improving quality.  
Harv Bus Rev 2016; 94(7-8):102-11, 134 (Jul-Aug).

WASTE REMOVAL LEVEL  
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The Levers to Pull for Margin Enhancement
• Increase charges and/or volume of services – 2024 is reaching maximum 

• Fee for Service 
• Increased quality measure and cost-effective management – still slow growth in the value-

based market
• Value based and capitation driven

• Cost avoidance
• Avoid high-cost setting for care – seeing the trend to retail medicine, outpatient services, 

growth of ASCs and telemedicine offerings.
• Manage in the most cost-effective setting
• Inpatient care will be most costly – one avoided stay may enhance the margin 

contribution better than the reimbursement
• Manage high-cost supply chain and medications – go back to pre-pandemic levels of 

inventory
• Understand your costs – cost transparency 
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Section 2 
Focus on the Margin
Revenue Management
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Revenue Caps
• Contracts continue to cap revenue with a slower growth than cost to 

provide
• Move to outpatient less costly services
• High performers are moving to outpatient and wellness to avoid high-

cost inpatient stays
• Value based is still slow to catch on in the U.S. where Fee-for-Service 

still predominant method
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Revenue Leakage
• Revenue Leakage remains at 1 – 3% according to HFMA
• Charge capture continues to be mostly a method done at the 

department level and not as a consolidated effort before claims 
submission

• Can require additional FTE’s and significant reporting and still miss 
charges

• Technology that reviews 100% of the daily charges allows for early 
capture and remediation



© Health Catalyst. Confidential and Proprietary.

Going Back to Basics
• Hospitals are more focused on their chargemaster’s
• Ensuring that the CDM is clean, constantly reviewed either through the 

billing system or a CDM bolt on technology
• Focusing on ensuring all supplies and pharmaceuticals are accurately 

and completely represented in the CDM
• Operating Theaters are focused on continuous maintenance of the 

preference cards
• OR avoiding wastage by presumptively opening kits and using a cabinet 

technology to ensure that items required are charged
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Pre – Authorization and Denials
• Payer requirements for pre-authorization is growing

• See increasing number of authorization failures
• Denials continue to become more complex and despite the addition of 

physician advisors, dedicated teams the administrative cost to pursue 
is mounting 

• Overturn rates continues to be high, and the cash flow impact still is 
significant along with the cost to defend

• Use AI and large data models – who is denying and is there a pattern 
and push back on the payers.   Focus on reducing administrative costs
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Revenue Requires Focus
• Revenue maintenance requires system wide focus of all departments 

to implement a strategic and sustainable charge capture plan
• Denials will continue to require dedication to identify any patterns of 

behavior
• Provider education and management of patterns resulting in denials 

will continue to need to be addressed
• Look toward care gap closure as a method of continuing revenue 
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Key Change Agent – Clinical Transformation
• A key change agent will become the focus on clinical 

transformation process and not just RVU
• Change focus to cost for improvement similar to Sweden
• Improve outcomes and reduce unnecessary testing
• Improve length of stay
• Enhance delivery of care in the community
• Replacing budgets with actual transparency into patient 

cost to provide as a metric to clinical performance and 
outcomes rather than Gross Charges
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Section 3 
Focus on the Margin
Cost Management



© Health Catalyst. Confidential and Proprietary.

Agenda
• The Fundamental Problem with the Margin
• Methods to Calculate Costs
• Example with Sepsis Patients
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The Fundamental Problem with the Margin

1. Knowing the cost of a procedure or a patient is complex math 

2. Cost Accounting methods such as Relative Value Units (RVUs) or Ratio of Costs to 
Charges (RCC) were necessary in the 1980s, 1990s, and 2000s but fail to scale beyond 
the limitations of charge codes and billing data

3. Methods like TDABC or Time-Driven Activity-Based Costing require detailed time-
studies or more specific RVUs to be quantified – even more than traditional RVUs

4. Margin is a sensitive topic that requires precise information



How you’re probably doing this today
No two patients are the same, so why would their costs be the same?



Individual Patient



Methods to Calculate Costs
Cost management methods such as Relative Value Units (RVUs) or Ratio of Cost to Charges (RCC) 
were necessary in the 1980s, 1990s, and 2000s but fail to scale beyond the limitations of charge 
codes (EXAMPLE)

How to calculate a Ratio of Cost to Charges (RCC) for a Nursing Unit:

Step 1:

Sum Total Costs ($263,000)

Step 2:

Sum Total Charges ($1,000,000)

Step 3:

Divide total Costs by total Charges

$263,000 / $1,000,000
 =
 0.263

*Usually calculated quarterly or yearly



Methods to Calculate Costs (RCC)

Patient A Patient B Patient C

RCC 0.263

RCC Cost $816

Minutes 1,232

ABC Cost $785

RCC 0.263

RCC Cost $816

Minutes 1,308

ABC 
Cost

$833

RCC 0.263

RCC Cost $816

Minutes 1,232

ABC Cost $785

Difference ($32)

RCC 0.263

RCC Cost $816

Minutes 1,467

ABC Cost $934

Difference $118

RCC 0.263

RCC Cost $816

Minutes 1,308

ABC Cost $833

Difference $17

Nursing Unit Example



The Fundamental Problem
Cost management methods such as Relative Value Units (RVUs) or Ratio of Cost to Charges (RCC) 
were necessary in the 1980s, 1990s, and 2000s but fail to scale beyond the limitations of charge 
codes (EXAMPLE)

How to apply RVUs in an Imaging Unit performing MRIs:

Step 1:

Assign RVUs to modality:
- Upper Extremity 1.62
- Pelvis 1.46
- Brain 2.36

Step 2:

Calculate Cost per RVU:

 $400,000 / 11,765 
 =
 $34 / RVU

Step 3:

Multiply Cost per RVU by modality 
RVU

- Upper Extremity:
 $34 * 1.62 
 =
 $55



RVU COSTING FLAWS
MRI Upper Extremity MRI Pelvis MRI Brain

RVU 1.62

Cost / RVU $34

RVU Cost $55

Minutes 40

ABC Cost $116

Difference $61

RVU 1.46

Cost / RVU $34

RVU Cost $50

Minutes 87

ABC Cost $250

Difference $200

RVU 2.36

Cost / RVU $34

RVU Cost $80

Minutes 39

ABC Cost $112

Difference $32

MRI Services Example



The Fundamental Problem
Cost management methods such as Relative Value Units (RVUs) or Ratio of Cost to Charges (RCC) 
were necessary in the 1980s, 1990s, and 2000s but fail to scale beyond the limitations of charge 
codes (EXAMPLE)

How to apply RCCs in an Operating Room performing Surgeries:

Step 1:

Sum Costs for Labor:
($875,000)

Sum Costs for Supplies:
($2,000,000)

Step 2:

Sum Charges:
$35,150,000

Sum Supplies Charges:
$6,400,000

Non-Supply Charges:
35,150,000 – 6,400,000 = $28,750,000

Step 3:

Divide Total Costs by Charges:

Labor: $875,000 / $28,750,000 = 0.030

Supplies: $2,000,000 / $6,400,000 = 0.3125
 



Managing Costs by Patient Pathway
1 patient having 3 procedures

Jan 20th OR Level 1 Case
OR Charges: $13,158
Supply Charges: $870

Jan 24th OR Level 3 Case
OR Charges: $97,812
Supply Charges: $1,301

Jan 29th OR Level 4 Case
OR Charges: $72,812
Supply Charges: $13,762



ABC Cost Details – the Differentiator

Labor Costs: Supply Costs:





Example Sepsis Population



Example Sepsis Population



Example Sepsis Population



Example Sepsis Population



What service lines should we be investing in?
What is our margin for a specific patient, service, location, or provider?
What billing opportunities are we missing?
Can we explain the margin?

Focus on the Margin
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Summation
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Summary 
• Multiple advisory firms provide consistent messaging: 

• System wide revenue enhancement
• System wide denial avoidance
• Clinical Transformation to delivery higher quality care at lesser cost
• Move toward integration of cost and revenue into revenue cycle 

management
• Data analytics is key to maximizing the margin
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Questions?
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