
Practical strategies for financial strength Reprinted from 
February 2019

hfma.org/hcc

HEALTHCARE  
COST CONTAINMENT

Sponsored by

Practical strategies for fi nancial strength

www.kaufmanhall.com

The Hospital’s New Agenda: 
Pharmacy Cost Savings 6

Community Paramedicine Saves 
Organization $6M in 1 Year 8 

When Indirect EHR Communication 
Drives Up Medical Costs 10

A Data-Driven Approach to Physician 
Performance Improvement 11

Determining the Long-Term 
Value of Labor Costs 13

Evaluating Cost-of-Care Progress  14

Annual Hospital Costs for Opioid 
Overdose Patients Approach $2 Billion  16

Implementing Green 
Strategies that Contain 
Costs and Reduce Waste
By Laura Ramos Hegwer

A campaign to educate clinicians on proper waste segregation 
can improve compliance with regulations and keep regular 
waste out of more costly channels.

HEALTHCARE 
COST CONTAINMENT February 2019

hfma.org/hcc

Sponsored by

www.kaufmanhall.com

  quality improvement 

A Data-Driven Approach 
to Physician Performance 
Improvement
By Jennie D. Dulac and Walter W. Morrissey

Many organizations have an opportunity 
to address a difficult-but-essential 
element of cost transformation: reducing 
inappropriate clinical variation.

Hospital and health system executives recognize the 
imperative to transform their organization’s costs as 
they transition to value-based payment models, strive to 
remain competitive, and seek to generate capital to fund 
strategic growth initiatives. Many organizations have an 
opportunity to address a difficult-but-essential element 
of cost transformation: reducing inappropriate clinical 
variation.

Recognizing an Untapped Opportunity
In a recent report on the state of cost transformation in 
U.S. hospitals and health systems, 86 percent of respon-
dents said cost transformation is a “significant” to “very 
significant” need for their organization today. At the same 
time, they said the following:

>> 62 percent did not cite reduction in inappropriate 
clinical variation as a focus.
>> 46 percent cited no progress with reducing inappro-
priate clinical variation.
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>> Only 42 percent regularly delivered 
reports on quality, cost, and patient 
experience to physicians (Robinson, 
L., Fitz, T., Goetz, K., and Seargeant, D., 
2018 State of Cost Transformation in U.S. 
Hospitals and Health Systems: Time for Big 
Steps. Kaufman, Hall & Associates, LLC, 
2018)

Physicians strive to provide the best 
care for their patients. With solid data and 
insights, they can see what the best should 
be and where gaps exist between current 
outcomes and the outcomes expected of 
top performers. Within these gaps lies a 
significant untapped opportunity for cost 
savings as well as gains in quality, patient 
safety, and patient satisfaction.

Understanding the Elements of 
Physician-Performance Reporting
To achieve reductions in inappropriate 
clinical variation, an organization must be 
able to provide comprehensive reporting 
on inpatient and outpatient outcomes, then 
accurately attribute encounters to the phy-
sician who is driving the outcomes. 

Physicians strive to provide 
the best care to their patients. 
With solid data and insights, 
they can see what the best 
should be and where gaps exist 
between current outcomes and 
the outcomes expected of top 
performers.

Comprehensive reporting. Physicians must 
have a view across a history of encounters 
to understand where they consistently vary 
against expected performance and where 
they have opportunities for improvement. 

The exhibit on page 12 shows sections of 
a report for an orthopedic surgeon on all 
procedures in which the physician had a 

Sections from Physician Practice Evaluation Report

PHYSICIAN A

Specialty: Orthopedics surgery	 Facilities: Community hospital X, Y, Z; outpatient A, B
Reporting Period: July 2016 through June 2017
Physician Roles: Attending Physician, Operating Physician

Top Principal Procedures

Procedure Volume

8154 - Total knee replacement 152

0SRC0J9 - Replacement of right knee joint with synth subs 25

0SRD0J9 - Replacement of left knee joint with synth subs 23

8151 - Total hip replacement 124

0SR904Z - Replacement of joint with ceramic 16

All Other Procedures 76

Total 416

Role Analysis

Physician Role # of Cases

Attending Physician 405

Operating Physician (Principal Px) 416

All Other Roles 938

Readmission Rate

Measure Readmission % Benchmark O/E

30-day forward 8.24% 4.23% 1.94

Complications

HAC – DVT/PE After Knee or Hip Replacement – Rate (3, N)

# Cases Physician Value Benchmark O/E

340 0.26% 0.28% 0.95

Utilization - Cost

Cost - Total (3, S)

# Cases Physician Value Benchmark O/E

416 $25,817 $15,196 1.70

Cost of Medical/Surgical Supplies (3, S)

# Cases Physician Value Benchmark O/E

416 $10,276 $5,303 1.94

Cost - Pharmacy (3, S)

# Cases Physician Value Benchmark O/E

416 $2,320 $577 4.02

Source: Kaufman, Hall & Associates, LLC. Used with permission.
Notes: Benchmark profile = Nationwide all payer 50th, annual 2016;  
3 = statistically significant; N = no adjustment; S = severity adjusted;  
O/E = observed-to-expected ratio. 
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role over the course of a calendar year. Key 
elements of this report include:

>> Analytics on specialty-specific mea-
sures as well as key analytics such as re-
admission rates and resource utilization 
and costs

>> Benchmarking to show how the indi-
vidual physician varies in relation to 
internal and external norms

>> Visualization of data that allows phy-
sicians to easily identify where their 
observed outcomes fall below expected 
outcomes

In this case, the report clearly identifies 
opportunities for reductions in readmis-
sions and significant cost savings in the 
areas of medical/surgical supplies and 
pharmacy, as indicated by the red boxes.

Accurate physician attribution. The physician 
of record may not be the primary driver of 
clinical outcomes for a given encounter. 
To accurately identify opportunities for 
improvement, an organization must also 
be able to identify the provider who is best 
situated to realize those opportunities. 

This requires an algorithm that can 
attribute physician practice based upon 
encounter-level data elements including 
cost, orders, ordering physician, diagnostic 
and procedural coding, and DRGs. This en-
ables further detailing of provider specialty 
practices and interactions that affect the 
episode of care.

Closing the Opportunity Gap
Armed with meaningful analytics, ap-
propriate benchmarks, clearly visualized 
outcomes, and accurate physician attri-
bution, organizations are well on the way 

to engaging their physician enterprise in 
efforts to reduce inappropriate clinical 
variation. With a data-driven understand-
ing of how and where they can improve, 
physicians will be eager to close the gap 
where current outcomes lag behind expect-
ed performance. 
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