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Activity Based Costing: It’s Here, It’s 
Real!  Elevate Financial Analysis to 
Achieve Financial Transformation



Agenda

• Today’s challenges for Healthcare Systems

• A new approach to improving financial performance

• Case Studies

• Sample Reports

• Questions
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Vertically Integrated Insurers Innovative Care Delivery Large Corporations

The New Competitive Landscape for Healthcare
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Financial Headwinds
Impacting Revenue Growth

PATIENT VOLUMES

LABOR PRODUCTIVITY

PAYER SHIFT

SUPPLY CHAIN COST

PRICING TRANSPARENCY
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Healthcare Finance Today
Traditional approaches are ill equipped for an increasingly complex environment

• Assumptions

• Approximations

• Allocations

• Averages
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Patient 1 Patient 2 Patient 3
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Managing Costs by Patient Pathway
3 patients having the same procedure
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Activity-Based Costing
A paradigm shift affording greater visibility into the true costs of service delivery
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Example: Strengthen Strategic Decision Support
Data showing that more expensive procedures to not always yield better outcomes

*Sample data for illustrative purposes.

Laporoscopic Vaginal Robotic Open
Total 

Hysterectomies

Cases 870 250 330 280 1,730

P
er

 C
as

e

Revenue $ 6,207 $ 10,480 $ 5,152 $ 7,036 $ 6,757

Direct & Indirect Expense $ 5,397 $ 4,400 $ 6,803 $ 7,893 $ 5,925

Margin $ 810 $ 6,080 $ (1,651) $ (857) $ 832
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Complications Transfusions (IP Only) Surgical Site
Infections

30 Day Returns

Hysterectomy Quality Outcomes

Laparoscopic Open Robotic Vaginal Total

1.38

3.51

1.63
1.18

2.10

IP ALOS

IP Average LOS

Laparoscopic Open Robotic Vaginal Total
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Surgical Services: 
OR Case Minutes – Room-in to Room-

out time, Staff Time

Nursing: 
ADT Minutes – Time patient was in 

bed (NOT # of room charges)

Interventional Diagnostics: 
Lab count, Imaging time (MRI), 

Imaging counts (X-ray)

All others: 
Varies by service

$18,220

55% 155%
variation

Consumption Driver

Avg. cost per procedure: 
$3,530

66% 161%
variation

20%
Surgical 
Services

Avg. cost per procedure: 
$2,520 

53% 203%
variation

14%
Nursing

Avg. cost per procedure: 
$710

35% 333%
variation

4%
Interventional 
& Diagnostics

Avg. cost per procedure: 
$1,510

67% 155%
variation

8%
All 
Other

$8,270

67% 184%
variation

Service Center (46%)

Example: Empower Change with Trustworthy Data
Full Consumption Costing and Clinical Variation

Supplies, Blood, and Drugs

Average cost per procedure:

$9,950

45% 162%

variation

$9,950

45% 162%
variation

= 

Direct (54%)

Example of Lumbar Spinal Fusion (n=852)
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Physician Variation
Supplies Expense for DRGs 480-482 - Surgeons with at least 5 cases

Average per Case Phys A Phys B Phys C Phys D Phys E

Implants $2,410 $2,038 $3,302 $1,792 $2,808

Blades, Power 250                     179                     238                     184                     165                     

Packs, Interventional 114                     88                       96                       19                       118                     

Medical & Surgical 88                       59                       59                       51                       42                       

Blades, Knives 318                     0                         -                     316                     -                     

Instruments, Surgical 0                         -                     195                     -                     201                     

Other 229                     756                     437                     228                     -                     
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Patient & Item Grain Ad-Hoc Analysis
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Cost Comparison Reporting
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Margin Reporting
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Validation Reporting


