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For healthcare organizations
trying to survive in a volatile
landscape, accepting the
status quo is not an option.
The market is increasingly valueminded and consumer-centric –
forcing the need for delivery models
focused on quality, cost, and meeting
patients where they are. Regardless
of what happens in Washington, the
continued movement toward valuebased operating and payment models
is making the tipping point between
costs and revenue more elusive.
In the short term, to remain viable
in this unpredictable environment,
healthcare organizations must
throw off the covers, roll up their
sleeves and radically transform their
operations from support services in
the back office, to clinical functions in
the front office, to consumer-facing
dynamics. Organizations that heed
this guidance can develop sustainable
operating models with right-sized
cost structures, improved clinical
outcomes, and effective management
of evolving care delivery models.
In the long term, to remain relevant,
traditional healthcare organizations
will need to adapt to a new normal
state that is yet to be defined.
However, if they don’t tackle
the more practical organizational
inefficiencies today, there may be no
future to look forward to.
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E

vidence of the need for decisive action at American hospitals is
compelling: According to the most recent analysis from Moody’s, the
average growth in hospital expenses outpaced revenue growth in
2016, at 7.5 percent and 6.6 percent respectively.1 Median operating
margins decreased from 3.4 percent in fiscal year 2015 to 2.7 percent
in 2016. And, one-third of hospitals currently have negative operating margins,
according to the American Hospital Association.2

Equally alarming is the finding that more than half of healthcare organizations
lack meaningful plans to improve margins sufficiently or at all, according to
recent studies.3 Specifically, 25 percent say they have no finite roadmap to
reduce costs in the next five years, and another 26 percent are only targeting
a one to five percent improvement. These goals are a far cry from the 25 to
30 percent margin improvement experts say is needed for hospitals to remain
sustainable.
It is clear that this situation must be addressed. Forward-looking organizations
are relinquishing traditional methods of operational performance management
and redesigning their operating models both for the realities of a drastically
different future, and for survival today.
This paper provides an overview of the three critical components
of a successful operating model transformation:
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First, organizations must be ruthless in their efforts to
streamline back-office administrative tasks. There are a
wide variety of underutilized approaches organizations can
use to leverage and scale existing systems and processes
to support quality care delivery, while cutting waste and
duplication wherever possible.
Second, organizations must dedicate significant time and
resources to redesign clinical care delivery so that patients
get the right care at the right time in the right setting.
Third, organizations must embrace the changing nature of how
consumers procure healthcare and enable a more customerfocused delivery approach. This includes meeting consumer
demand for healthcare retailization, i.e., providing measureable
quality, cost transparency and convenience/ease of access.
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Back office: Creating a
target operating model

I

t is a well-known fact that U.S. healthcare costs one-third more than in
the next most expensive countries, and 50 percent more than the rest.
Of this amount, $750 billion goes to administrative costs, which is double the
global average, according to the Organization for Economic Cooperation and
Development (OECD).4 The time has come for healthcare systems to make a
concerted effort to operate more efficiently and seek new ways to reduce costs in
the back office
While many organizations have focused on increasing their scale and transactional
efficiency to lower the administrative cost burden, the most successful
organizations are using a target operating model (TOM) approach to consolidation,
scale and transformation. Using a target operating model lens as a means of
evaluating each and every back-office function – e.g., finance, human resources,
supply chain, revenue cycle, and information technology -- is critical to moving from
mere transactional efficiency to true transformation and sustainability.
Market pressures are forcing healthcare organizations to accelerate their
evaluation, acceptance and deployment of innovative technologies. So, as a health
system begins to design its integrated TOM, it is an ideal opportunity to adopt
technologies such as Cloud, intelligent automation and other forms of digital
enablement. The availability of technology, coupled with the scale many healthcare
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organizations are reaching, is allowing the industry to move away from operating
models built on uniqueness to those that leverage both proven and emerging
technologies that increase administrative efficiency and effectiveness.
The following is a look at how the TOM model applies to functions from finance to
revenue cycle, as well as a glimpse into how these foundational elements will play
out and facilitate more disruptive transformation in the future:

The smart finance function
Finance executives must continue to report on traditional performance measures,
and also respond to the current, increasing demands for operational and clinical
performance reporting. This expansion of the finance function is not only an
imperative for the safety and quality standards patients expect and deserve, but
will also forge integration of clinical and financial outcomes and drive revenue
recognition from value-based and other alternative payment arrangements.
To truly be effective, organizations need to get the basic blocking and tackling
associated with running a leading-practice finance function running smoothly.
This requires strong governance and controls to help ensure that the data being
provided is accurate and can serve as the single source of truth. Without this,
finance will continue to contend with redundant shadow processes and reporting
by other key stakeholders, including physicians, other clinicians, MCOs, and more.

$750
bil ion

Annual U.S. healthcare
expenditure that goes
to administrative
costs—double the
global average.

Further, if they neglect to adopt new and emerging technologies, health systems
may miss opportunities to understand the revenue equation and areas of leakage
they can address. First, the formerly cost-prohibitive big box ERP and decision
support systems are critical infrastructure components for real-time insights related
to patient care. Second, instead of continuing to manage alternative payment
arrangements with spreadsheets, organizations will want to deploy robotic process
automation, at a minimum, to help automate these calculations in the short term.
In the longer term, health systems need to take very seriously the potential uses
of artificial intelligence, machine learning and extreme automation to help plan and
monitor performance using a vast array of attributes and variables.
As we think about what this means from a total TOM perspective, consider
the organization’s goals and how they apply to finance. The results should
drive specific reporting needs, the most critical data required to populate those
reports, and the processes needed to capture those data elements. The delta is
developing the appropriate IT architecture to enable the TOM. Ultimately, business
requirements should dictate which new and emerging technologies an organization
procures, including those that are yet to hit the healthcare industry.

Behind the scenes in healthcare

3

The streamlined supply chain
Experience has shown that savings in procurement and
supply chain can vary significantly depending on the
category of spend and an organization’s appetite for driving
standardization and change. For example, savings can range
from three percent for routine medical-surgical supplies
savings (with physician-preference items showing the
greatest savings potential) to more than 15 percent for
purchased services. Cost-cutting across all these areas can
be achieved by eliminating duplication, consolidating vendors,
renegotiating contracts, and instituting strategic sourcing and
automation wherever possible.
Creating sustainable change within the procurement spend
will, of course, be increasingly dependent upon the ability to
access critical data and utilize advanced analytics. With these
insights, organizations can conduct in-depth spend analyses,
benchmark major spend categories against industry norms,
and gain granular visibility into spending patterns. Sustainable
results will ultimately require leveraging scale, remediating
inefficiencies, and maximizing operational flexibility through
outsourcing and automation wherever possible.

The efficient revenue cycle
There are a number of opportunities for organizations
to transform legacy revenue cycle processes. It is well
understood that the number of days a claim resides in
accounts receivable and/or remains unpaid can have a
detrimental impact on cash flow. And yet, many organizations
have not sufficiently leveraged technologies that enable
business process efficiencies. Organizations that employ
robotic digital assistants and other forms of intelligent
automation in the revenue cycle function can supplement
human labor performing time-intensive processes, such as
coverage authorization, insurance verification, point-of-service
collection, workflow prioritization, and exception processing.
In fact, recent studies have shown that using RPA to address
patient scheduling efficiencies can result in new patient
capture of more than 10 percent.

A streamlined supply
chain can result in
savings that range from:
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The untapped value of IT assets
Over the past eight years, hospital systems and large
physicians’ practices have made multi-million-dollar
information technology investments to comply with ACA
mandates from Meaningful Use to the HITECH Act. Even as
they watch and wait for regulatory change that will determine
the future of value-based care, organizations need to get
more functionality out of current technologies.
As healthcare information technology (HIT) cuts across all
aspects of the organization, including not only the back office,
but also clinical care and consumer-facing operations, HIT
margin enhancement opportunities are critical. To fully realize
the value afforded by HIT, forward-thinking organizations are
undertaking rigorous information technology optimization and
rationalization efforts:
IT optimization begins with conducting an enterprise asset
management assessment to determine if organizational
assets (facilities, back office, support and clinical systems)
are necessary and whether existing gaps need to be filled to
meet TOM requirements. This includes determining whether
the existing and planned asset portfolio has been optimized
from a functionality and features perspective.
IT rationalization can be used to consolidate software
applications in the portfolio with the goals of eliminating
redundant functionality; reducing hardware, support and
maintenance costs, and reinvesting funds in cutting-edge
enterprise solutions. These efforts can result in retired legacy
systems, strategic sourcing of new systems, renegotiated
third-party contracts, and rationalized software applications.
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Front office:
Redesigning clinical care

H

ealthcare organizations are challenged with continued regulatory
uncertainty, changing reimbursement models from payers and the
industry’s movement toward value-based care. All of these factors are
causing a great deal of pressure on prices, particularly for pharmaceuticals
but for medical care as well. In fact, recent studies show that the average
cost of a medical procedure in the U.S. has risen by 60 percent since 2000, and
the average cost of physician and clinical services has risen by 23 percent.5 In
order to lower prices and remain competitive, particularly in the face of lower-cost
competition from retail sites and telemedicine, healthcare organizations must
ensure that spending is targeted to areas of greatest value.6
There are a variety of measures to explore that go beyond traditional cost-cutting
to better alignment of clinical costs and value. Most notably, the most successful
organizations are using a clinical care optimization (CCO) approach to enhance and
align clinical, quality, operational and financial outcomes. This method leverages
total cost of care analytics, which allow organizations to prioritize and optimize
clinical processes; streamline care transitions; ensure that tests and treatments are
not duplicative; and minimize clinical variation from admission and inpatient care to
discharge, follow-up treatment and long-term monitoring.
The financial benefits of such measures are very real: It is estimated that clinical
care redesign methods can yield a 20 percent reduction in cost per case.7 These
analyses tie into a future in which digital technologies will play a larger and larger
role in allowing patients to receive care when and where they need it. For example,
reducing patients’ length of stay (LOS) will sometimes require that a patient be
monitored via telemedicine technologies during the transition to home care.
Minimizing readmissions will be fostered by the degree to which communication
technologies can be used to ensure compliance with medications and self-care.
And transitions of care between hospitals, rehabilitation centers, specialists and
primary care physicians will lead to better outcomes as technologies like block
chain take hold as a means of securely sharing data.

The increasing costs of care
since 2000

+23%

Average cost increase
for physician visits
and clinical services

6 Behind the scenes in healthcare

+60%

Average cost
increase for a
medical procedure

Tax: Driving strategic value
in new care delivery and back
office models
In both tax-exempt and investor-owned healthcare
organizations, chief tax officers are expected to
align tax with business goals, drive strategic value,
increase transparency, and improve the efficiency
of tax operations – all while adapting to the
complexity of federal tax reform and a changing
state and local tax landscape.
Transforming a healthcare organization’s care
delivery or back office model often changes its tax
profile. The most effective strategies for managing
these challenges and opportunities is to proactively
integrate tax into each phase of planning and
execution. A few examples of the potential for tax
value-adds include:
– Tax incentives and credits when considering new
locations and talent or investing in technology
and software
– Tax-aligned shared service or supply chain
models
– Avoidance of section 501(r) missteps when
changing patient registration and revenue cycle
processes
– Unrelated business income tax planning
opportunities related to operating model changes
or new business activities
– Leveraging the community health needs
assessment process to assess changing patient
expectations and consumerization trends in the
local community.
Many healthcare organizations are taking a
fresh look at their overall tax function. New
tax technology tools and data management
techniques, streamlined tax processes, and new
sourcing models can reduce costs, enhance quality
and unlock value.
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Consumer-facing:
Building on strengths

T

here is an unstoppable evolution toward the consumerization of
healthcare with convenience and customer experience looming larger
and larger. As competition from urgent care centers, retail clinics,
24-hour hotlines, virtual care companies and even self-management
applications proliferates, traditional healthcare organizations will need to
take decisive actions to remain competitive.
On the convenience side, there are opportunities to grow revenue by improving
care coordination and network integrity. The most successful organizations are
instituting patient command centers -- virtual and physical hubs for scheduling
and coordinating referrals, billing and reimbursement, preregistration, and
clinical care coordination, and for implementing leading practices across the
system. Through such efforts, organizations are able to evaluate where capacity
exists, shift demand to provide more timely access to care, better rationalize
what services they offer and where, and place complementary services in
close proximity to each other, thereby improving the patient experience. And
standardizing core processes and workflows, like scheduling, has been shown to
increase physician productivity and their focus on leading practices by as much
as 20 to 30 percent.
Such efforts require mining of consumer data to understand the needs and
behaviors of target customer segments and their journeys through the system.
Fortunately, healthcare organizations have direct access to data not available
to industry outsiders, allowing them to conduct granular analyses that can be
applied to questions ranging from the best protocols to ensure positive patient
outcomes to how to address population health issues to challenges of patient
access, scheduling and appropriate pricing. As studies show that 15-20 percent
of patients fail to make appointments when wait times are unacceptably long,
such initiatives have been proven to add tens of millions of dollars to health
systems’ bottom lines.

Traditional healthcare
organizations will
have the best shot at
remaining competitive
if they build upon their
strengths.

Finally, healthcare organizations need to make a concerted effort to offer digital
health options, multichannel self-service tools, and robust customer relationship
management platforms so that they can compete with more disruptive consumer
choices. Ultimately, the key to the future for healthcare organizations may be
devising new ways to combine innovative technology solutions with more
traditional trust-based interactions so that they can continue to own the patient
relationship.
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Foundation today/
Innovation tomorrow

W

hen we reach a new normal in
the future, healthcare delivery will
look very different: Patients will
be increasingly open to accessing
their care in smaller, more convenient
venues. Physician choice will be based not as much
on hospital affiliation or medical school training, but on
detailed reviews similar to those consumers use to
choose restaurants and travel destinations. The wealth of
increasingly sophisticated digital self-management tools
and wellness applications will put more and more aspects
of care into patients’ own hands. And, it is likely that
technology disruptors will grab a big piece of this pie.
To grapple with these forces, healthcare organizations
must find a healthy balance between instituting practical
measures to remain viable today and planning for the
long-term transformation needed to survive disruption in
the future. Again, being successful in a radically different
future depends on laying a solid foundation today.

Healthcare organizations
must find a healthy
balance between
instituting practical
measures to remain
viable today and
planning for long-term
transformation.
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How KPMG can help

F

ollowing in the footsteps of other industries, healthcare organizations
must transform their operating models to deliver excellent care and
services, while simultaneously designing systems and processes that
foster cost containment and continuous improvement. At KPMG, the
operating model transformation initiatives we deliver to clients are
customized to reflect specific objectives and challenges. The degree to which
costs are optimized is dependent on an organization’s overall risk tolerance
and commitment to change.
Our healthcare team comprises clinicians, data scientists, and specialists
across strategy, restructuring, corporate finance, deal advisory, information
technology and tax so that cost issues can be addressed individually, or as
comprehensive, multi-year transformation efforts. Organizations realize the
benefits of aligning tax with their business goals by identifying opportunities
for value-adding tax benefits, strategies for reducing tax risk, and
enhancements to tax technology and processes. As our healthcare clients
increasingly require substantial data to justify and calibrate transformation
projects, KPMG has put a particular emphasis on continuing to expand and
enhance our data & analytics capabilities. We have done this via organic
building of an in-house think tank (Lighthouse), strategic acquisitions of
analytics consultancies and tools, and an infusion of D&A into our industryfocused teams. This allows us to help clients define problems, gain
institutional support for transformation efforts, benchmark against internal
and external players, and monitor and sustain change.
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KPMG helps clients
define problems, gain
institutional support for
transformation efforts,
benchmark against
internal and external
players and monitor
and sustain change.
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