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Building an Effective Cost to Collect Strategy

» Today's healthcare climate is pushing providers to be as efficient as possible. Every dollar, both from a
revenue and expense perspective, matters more than ever before. Shifting to a model focused on value
and quality necessitates healthcare organizations take a much closer look at their operating model, with
recognition that what has worked in the past is not necessarily optimal today or in the future.

One area under increased scrutiny is revenue cycle management. Often structured as a shared services entity, the
revenue cycle model can be perceived as a candidate for expense reduction due to being viewed as an overhead
cost center vs. an engine that drives revenue performance. Before organizations emphasize the elimination or
reduction of cost from revenue cycle operations, they should design a strategic, overarching plan to understand
the full spectrum of options available to them that will drive improved yield and define the impact that these
options may have on their revenue cycle operations.

According to the Healthcare Financial Management Association (HFMA),1 the cost to collect is defined as the total
cost of operating the revenue cycle divided by patient service cash collected. The measurement of this metric
and inclusion/exclusion of key variables may vary between organizations, but for those aligning with the HFMA
definition, the figure below includes the key parameters to know.
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The Need for a Broad and Balanced Strategy

A common misperception with the reduction of cost to collect is that you must eliminate expense. Reduction in expense
is certainly one tactic to impact cost to collect and optimal productivity should be consistently monitored and evaluated.
However, the landscape of services and tools available to drive continued revenue performance improvement has
dramatically changed over the last two decades and is continually evolving, often necessitating investment.

Within the revenue cycle, it often takes investments in resources (people, technology, vendors, etc.) to achieve a higher
realization in net revenue. In these instances, for example, adding cost can be reframed as a positive provided the
revenue collected outpaces the dollars spent, ultimately decreasing the cost to collect. However, if a reduction also
erodes revenue capture and recognition, the “improvement” efforts may ultimately do more harm than good. In a simple
illustration, a 1 percent reduction in cost on the same revenue would not be as favorable as a 1 percent increase in cost
with a 5 percent revenue increase.

With the above in mind, The Chartis Group advocates that four primary opportunity areas be explored fully and
concurrently with an organization'’s leaders to develop a broad and balanced cost to collect strategy. This approach to
improving cost to collect will be vital to an organization’s long-term sustainable success. Additionally, the strategy and
plan should be assessed for how it will support and drive the organization’s overarching strategic plan and direction, to
ensure alignment and mitigate the potential for counter-purpose priorities. The following graphic demonstrates the four
areas, which are briefly delineated in the subsequent text.
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Undertaking a concentrated functional assessment that outlines an organization's usage of core
technology and third-party vendors, to emphasize current impact along with the financial and
operational benefits that are left on the table, can illuminate an improvement path with meaningful
return on investment and minimal cost increases. Assessing previously installed technology to identify
optimization areas may increase productivity while reducing cost to collect without a large capital
expense. Within the past two decades, the healthcare provider industry has witnessed a strong trend
in EHR modernization. However, to reduce the go-live risk, providers have adopted out-of-the-box
functionality. While customizing current EHRs may carry maintenance concerns, tactical customizations
may reap financial and operational benefits that outweigh any ongoing maintenance concerns.

Automation now enables us to take the human element out of simple, repeatable tasks to further reduce
costs and/or redirect staff from tedious, necessary work to higher-impact, more complex tasks. Robotic
Process Automation (RPA) has become a common strategy within the revenue cycle to increase efficiency
and reduce costs. For more detailed considerations around development of a revenue cycle automation

"

strategy, please see "Launching a Revenue Cycle Automation Strategy.”

When organizations consider leveraging technology, the use case can often be justified by enhancements
in how a process is completed. However, the use of technology can also create efficiencies in where a
process is completed. Leveraging virtual desktops and remote sessions enable a reduced capital footprint
by allowing staff to work remotely. As documentation—including correspondence, letters and EOBs—
continues to be digitized across the revenue cycle, end-users have the ability to access vital documents
through their computers to complete daily tasks.

While some may question if their staff can be as effective working from home rather than in an office
setting, organizations have migrated staff toward a remote work environment in an effort to increase
effectiveness and efficiencies. For example, the Cleveland Clinic found a work-from-home program
improved employee productivity and engagement while reducing turnover and absenteeism.? In
industries that focus more on project-based work, productivity is measured by milestones and project
accomplishment. In a revenue cycle environment in which productivity is measured by daily output,
productivity reporting is vital to establish before moving to a remote environment. Incorporating
productivity standards into informal and formal performance review processes will allow management to
evaluate the effectiveness of a virtual work environment.

o) OUTSOURCING AND INSOURCING

In evaluating cost to collect performance, the use of external vendors to outsource work should always
be assessed. Would consolidating the number of vendors performing the work result in a reduced
Q contract price? Are there opportunities to outsource work not based solely on cost, but on performance
improvement and reallocation of resources to work on other high-value tasks? When starting with a
new vendor or renegotiating an existing contract, consider “at risk” fee structures or other types of
partnerships that assure your outsourced receivables get the appropriate level of attention.
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Using external vendors does not mitigate the need to manage the work and results. A vendor
management structure with defined reporting, dashboards and targets using service level
agreements (SLA) will keep goals and expectations top-of-mind for your company and the vendor.
The SLA should include expectations regarding customer service, turnaround timelines, meeting
and reporting frequency.

Concurrently, organizations should evaluate whether or not insourcing receivables can achieve

the same or better results at a lower cost. Current vendor results and staff availability need to be
analyzed to determine whether bringing outsourced receivables in-house is a viable option. Adding
staff or redeploying staff from other areas as opposed to outsourcing work can also reduce costs.
Factors to consider include the availability of experienced staff in your locale, the training needed
and space available in your current location.

OPERATIONS AND PERFORMANCE

Revenue and cash can often be improved by focusing on operations and performance in current
departments. “You can't change what you don't measure” is a phrase referring to the need to set
targets, review performance and hold people accountable for outcomes.

The first step is to identify KPIs in the industry that most closely align with your unique operations
structure, with definitions and benchmarks often flexing with whether or not you are a teaching
institution, part of an integrated delivery system or a large medical practice. KPIs can also vary
based upon the type of services you provide. By measuring your performance against those
benchmarks, identified gaps will further guide the organization toward areas of improvement.

At the highest level, monthly or quarterly reporting of targets and results over time holds
management and staff accountable and promotes transparency and problem solving. If a target is
not performing to plan, leadership may be able to help remove roadblocks. Dashboards that show
goals and performance are an easy way to communicate to leadership as well as other constituents
that impact revenue and accounts receivable.

Staff accountability at an individual level can be realized by developing productivity standards for
each position and measuring performance against those productivity targets. For staff members
that are not familiar with how their jobs impact revenue and accounts receivable, the first step may
be general information about the revenue cycle,

benchmarks and KPlIs.

Additional options outside of those outlined can exist and more will continue to manifest in

the future. Procuring these services or tools in the absence of a sound strategy can lead to

misuse, poor adoption and additional costs. Understanding the various operational needs of

the organization will help revenue cycle leaders shape the strategy and guide what options and
services could have the greatest impact both individually and together. This strategy also supports
better budgeting and financial planning.
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A well thought out strategy will create alignment across key levers, maximizing revenue
and controlling costs.
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Where to Begin?

Building an effective cost to collect improvement strategy starts with understanding the critical issues the organization

is facing overall, with a focus on revenue cycle. It is imperative that the strategy ties into the organization's overarching
strategic plan as well as their specific goals for the revenue cycle. Defining and engaging key constituents and
stakeholders supported by the revenue cycle will ensure that the resulting infrastructure (people, process and
technology) aligns with the broader revenue cycle model. Outside of the core revenue cycle functions, one may consider
stakeholders within clinical operations, care management, ancillary services, partnerships/joint ventures, etc., and include
them in developing and vetting this strategy.

As previously outlined, there are an abundance of options available to manage the revenue cycle in a cost-effective
manner. However, starting with a simple model and building from that will help create a sustainable platform that can be
both scalable and nimble. It is important to build upon existing internal resources first and maximize their capacity. This
includes both staff and technology. From there, the organization can incrementally add people, services and tools when
needs present and there is a positive ROL.

Additionally, revenue cycle leaders should leverage resources and research available to help them understand the market
for all of these options and the best way to deploy them. This means proactively engaging with peers to understand what
is working for them, having a good handle on the market landscape for each of the various options and spending time on
a diligence phase prior to putting pen to paper and creating the approach. Through the engagement of key stakeholders
within the revenue cycle, along with others in the organization, plus a good command of what the market has to offer
and what has been effective, you can start developing your cost to collect strategy.




Moving Forward

Revenue cycle leaders have an abundance of options available to them to help manage their operations in a cost-
effective manner, while driving the most value for the organization. Managing the cost to collect metric does not mean
forgoing the latest technology or services that are offered in the market that have the promise of an ROI, nor does it
mean inevitably reducing cost by consolidating resources and operations. The most efficacious way to manage the cost
to collect is to start with a broad and balanced strategic approach, followed by being methodical and tactical in executing
that strategy. The traditional trap is to skip that first step, and that step is the most critical component in helping manage
the cost to collect. Spending time in a focused manner on developing your strategic approach will pay dividends in the
long run, leading to an improved cost to collect ratio and more importantly, an improved yield.

S Managing the cost to collect metric does not mean forgoing the latest technology
or services that are offered in the market that have the promise of an ROI, nor does
it mean inevitably reducing cost by consolidating resources and operations.
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About The Chartis Group

The Chartis Group® (Chartis) provides comprehensive advisory services and analytics to the healthcare industry. It
brings critical thinking and deep industry experience paired with cutting-edge data, analytics, and technology to
deliver #NextIntelligence. With an unparalleled depth of expertise in strategic planning, performance excellence, health

analytics, informatics and technology, digital and emerging technologies, clinical quality and operations, and strategic
communications, Chartis helps leading academic medical centers, integrated delivery networks, children’s hospitals and
healthcare service organizations achieve transformative results and build a healthier world. Chartis has offices in Atlanta,
Boston, Chicago, New York, Minneapolis, and San Francisco.

Connect with us: www.chartis.com | LinkedIn | Twitter | YouTube
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