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Eroding Hospital Financials
� 54% of hospitals reported a negative margin

� 73% reported decreased days cash on hand

� 43% reported decline in patient revenue

� 78% reported decline in non-operating revenue

* - “ HFMA’s Healthcare Financial Pulse: The Financial He alth of US Hospitals and 
Health Systems, ” Healthcare Financial Management Association, April  2009

‘Typical Hospital’ Breakeven



Risk Transfer
� Capitation

� Per-Diems, DRGs, Fixed Fee Schedules

� Charge Master Increase Limits

� Individual Lifetime Maximums

� Increased Out-of-Pocket Maximums

� Increased Co-Pays and Deductibles

Healthcare Reform = More Risk
� Payment Bundling

� Population Health Management
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Resist Risk
� You don’t have actuaries on staff

� Profit from commercial insurance has to 
support the entire organization

� The Law of Large Numbers isn’t on your side

� Retrospective vs. prospective modeling

� The Gambler’s Dilemma
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Minimize Your Exposure
� Know your costs

� Push back on every reimbursement item that 
increases risk

� Accurately assess the true impact of charge 
master increases on reimbursement

� Know your breaking point
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Don’t Handicap Yourself
� The threat of termination is your most powerful 

tool – make sure it’s a credible threat

� Establish relationships with impacted 
stakeholders well in advance

� Be able to tell a credible story

� Community involvement

� Quality of service

� Payor performance vs. Hospital 
performance

� Know the financial impact
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KPIs and How to Use Them
� You can’t improve what you can’t measure

� The importance of ‘granular data’

� Overlay new processes on existing systems to 
ensure access to valuable information

� Know your data for early warning

Cases Rev enue Yield Margin $ Margin %

Database

Total 4.3              3.18            63,789         14,926         

CIGNA 3.6              26,939         

Aetna 4.1              3.35            62,183         15,354         31,782         18,587         4,589          9,500          

6,183          1,476          

United 4.7              

2.91            59,373         16,453         

Other 4.4              3.13            67,257         15,142         36,944         

55.84% 32.31%

4.6              3.29            58,885         12,887         32,882         

26,528         

7,197          17,914         3,921          10,004         2,189          

4,692          8,338          1,951          

8,317          21,462         4,832          11,789         2,654          

5,648          9,247          2,562          

7,847          

6,208          20,050         

2,346          

7,465          20,380         

3.30            67,184         14,246         26,572         5,634          20,352         4,316          8,050          1,707          

Blue 4.2              3.18            61,779         14,748         19,647         4,690          19,441         4,641          

28.2%2,429,333

---------------------- Case Mix  Index  Adjusted ----------------------

Payor Av g Length

of Stay

Case-Mix  

Index

Charge/

Case

Charge/

Day

Revenue/

Case

Revenue/

Day

Charge/

Case

Charge/

Day

Revenue/

Case

Revenue/

Day

Database

17.83% 9.2% 11.3%1,044,667

Total 424 1,812 27,046,551 11,248,057

Other 86 382 5,784,126 3,177,213

11,359,552 41.59% -111,495 -0.99% 100.0% 100.0%

54.93% 747,880 23.54% 21.4%

31.80% -1,033,285 -32.07% 37.5% 28.6%4,255,357

CIGNA 46 166 2,731,161 1,239,184

Aetna 40 162 2,487,303 1,271,279

1,147,087 45.37% 92,097 7.43% 10.1% 11.0%

51.11% 226,612
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Pay or Cost % of Billed 

Charges

% of 

Rev enue

Length

of Stay

Billed

Charges

United 88 415 5,912,159 2,338,308

Blue 164 687 10,131,803 3,222,072

2,483,107 39.55% -144,799 -6.19% 21.9% 20.8%



Observations:
- Aetna's y ield on inv asive cardiac cases is 161% of 

Blue's.

- CIGNA's y ield on invasiv e cardiac cases is 143% of 

Blue's.

- Other (non-contracted) managed care pay ors' y ield on 

inv asiv e cardiac cases is 173% of Blue's.

- Blue's margin for inv asiv e cardiac cases is -32.1%

- United's margin for inv asiv e cardiac cases is -6.2%

- The hospital's total managed care margin for inv asive 

cardiac cases is -1.0%
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Case Mix Index
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Blue United Aetna CIGNA Other

% Yield by Managed Care Payor
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Blue United Aetna CIGNA Other

% Margin by Managed Care Payor
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Invasive Cardiology – Implied DRG Base Rate

KPIs and How to Use Them
� You can’t improve what you can’t measure

� The importance of ‘granular data’

� Overlay new processes on existing systems to 
ensure access to valuable information

� Know your data for early warning

� Use your knowledge in building your story for 
stakeholder buy-in and during negotiations
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Keys To…

Successful Contract 
Negotiations
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Keys to Successful Contract Negotiations.
Scorecard and Barometer: Contract Language
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� Know the Players
� Be Prepared
� Develop Contracting Strategy
� Negotiate… Negotiate… Negotiate…

What does negotiation really mean?

The process of achieving 
agreement through discussion 

and communication



Keys to Successful Contract Negotiations
Negotiation Team 

Characterized by:

� “Can-Do” Attitude

� Collaborative work style

� Modify approach assessed on payor 
posturing

� Know when to hold ‘em’ and when to 
fold ‘em”

� Achieve contracting results based on 
hospital’s goals

TERMINATION

When to use 

What to expect

Keys to Successful Contract Negotiations



Keys to Successful Contract Negotiations

Termination

Keys to Successful Contract Negotiations

� Patients

� Community

Communication Campaign Targeting:
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Keys to Successful Contract Negotiations
� Know the Players
� Be Prepared
� Develop Contracting Strategy
� Negotiate… Negotiate… Negotiate…

� Implementation
� Completing the Circle



Your Keys:

Keys to Successful Contract Negotiations
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Questions…

Keys to Successful Contract Negotiations


