
Small Community Hospitals (SCHs) leave a significant amount of revenue on the table that is equivalent to 
an average annual net loss per hospital in the range of $1.5 million to $3.0 million. As you would expect, 

there are many reasons. This issue tackles one of the most subtle and misunderstood sources of lost reve-
nue—the distinction between observation and acute patient status. The good news is that you can capture 
this lost revenue with more knowledge, not trying harder. How can these losses occur when so many SCHs 
are in financial distress? In thinking about the answer to this question, I am reminded of the following story.

 

A small fly is burning out the last of its short life’s energies in 
a futile, life-or-death struggle attempting to fly through the 
glass of the windowpane. Regardless of how hard it tries, it 
will die shortly on the windowsill. Ten steps away, the door is 
open. With ten seconds of flying time it could reach the out-
side world with only a fraction of the effort. The fly doesn’t 
know this. We do. Regrettably, it’s a plan that will kill. 

Source: Abridged. You2 by Price Pritchett, Founder and CEO of Price Pritchett, LP, Dallas, TX, 1990.

INSIGHTS AND INNOVATION FOR RURAL HOSPITALS AND PROVIDERS

Unorthodox
Fundamentals 
by Jim Burnette, President/CEO, HospitalMD

AUGUST 2018

™

CALL US AT: 

1.877.881.8783  
EMAIL US AT: 
insight@HospitalMD.com

400 Westpark Court, 
Suite 230 
Peachtree City, GA 30269 

HospitalMD.com

VOL 3.3

Stepping Back From Financial
Dead Ends to See A Better Path 

Executive



Obviously, the fly is too close, 
and cannot see the bigger pic-
ture. Like the fly, we continue 
doing what we are doing and 
trying harder when we don’t see 
a clearer alternative. We are very 
reluctant to back off far enough 
to get a bigger perspective that 
may include a pathway to suc-
cess. If we backed away, what 
might we see? 

I believe we would see an “un-
orthodox” hospital business 
model that is at the heart of all 
symptoms and causes of dis-
tress. This model seems normal 
because it’s the way it has been 
done for more than 60 years. 
The only thing that has changed 
in a half century is severe price 
resistance while costs continue 
to increase every year. Stepping 
back, we may start to see that 
this comfortable but radically 
unorthodox model blurs our 
thinking for several reasons:

First, we don’t see it as a 
business (and certainly not a 
conventional business) because 
for many years there was no 
restraint on who we served, 
how much we spent, and how 
little we collected. I am not 
judging this, but we were in a 
“charity mindset”. Second, as we 
attempted traditional business 
solutions and found that they 
didn’t achieve success, we came 
to think these techniques do not 
apply to hospitals. Actually, they 

work but only if we understand 
how to apply them to an 
unorthodox business. Lastly, 
we thought we could charge as 
much as we needed to and we 
were always paid by the payer. 
It’s time to “fly” through the 
open door so we can begin to 
see a new pathway. 

GENETIC 
DYSFUNCTIONS
All business models are based 
on fundamental principles or 
concepts. Fundamentals are not 
necessarily right or wrong, but 
they are the foundation upon 
which business policies and 
practices are built. Healthcare 
is built on three fundamentals 
that impact every fiber of the 
business, and either favorably 
or unfavorably impact success 
depending on how well we un-
derstand them:  

1. an artificial third-party market

2. a specialty-driven structure

3. a symbiotic relationship be-
tween physicians and hospitals 
unique to this industry. 

The origin of business prob-
lems tends to be either genetic 
(intrinsic) or by design/practice 
(we create to operate the busi-
ness). A “genetic” condition is 
an intrinsic trait that is inherited 
and passed from one genera-
tion to the next. Some business 
dysfunctions are genetic as well. 

These deficiencies have their 
roots in the fundamentals of the 
business and perpetuate them-
selves. Fortunately, business 
dysfunctions can be corrected 
and even eradicated. 

Most traditional services and 
products that the public buys 
are transactions in which the 
customer choses to buy from 
a supplier based primarily on 
the buyer’s perception of qual-
ity (effectiveness of service) 
and value (price). Unlike the 
traditional market, third-party 
(insurance and government) 
payers are a form of “broker” 
that are artificially inserted be-
tween the service provider (sell-
er) and the patient-customer 
(buyer). Although some patients 
do not have access to a broker 
third-party payer, for simplicity, 
this illustration will assume that 
all patient are insured by the 
broker. 

The broker (surrogate buyer on 
behalf of the patient-customer) 
determines how much money 
it needs from the business or 
government (broker’s revenue) 
to pay for services (surrogate 
payer on behalf of the insured) 
for which the same broker also 
sets the price paid (broker’s 
cost) to the service provider. 
That is, the broker always con-
trols the amount of its revenue 
and effectively sets the price it 
will pay to the service provider 
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on behalf of the patient-custom-
er. In other words, the broker 
takes with its left hand and gives 
with the right, and will always 
be profitable over several years. 
In any year in which the bro-
ker pays more for services than 
it collects, it simply raises the 
premiums businesses must pay 
and/or reduces the price it pays 
for services. 

If you follow this arrangement 
of the broker playing both sides 
against the middle, you see how 
the broker both disrupts the forc-
es of supply and demand while 
at the same time “fixing” prices 
so that it doesn’t lose. The broker 
would argue that the equalizer is 
the risk it takes related to how 
frequently the patient-custom-
er utilizes services it has to pay 
for. But, in fact, to mitigate this 
unfavorable variable, the broker 
simply raises premiums the next 
year. Furthermore, the broker 
can decline to do business in a 
state that disapproves the bro-
ker’s premiums. The broker in 
the long run still has the upper 
hand because those brokers that 
stay in the market have greater 
leverage over future premiums 
that the state must approve or 
limit public access to insurance.    

SPECIALTY-DRIVEN 
ORGANIZATION
The second fundamental unique 
to the hospital is the organiza-

tional structure of the hospital’s 
service delivery. This structure 
produces clusters of service-line 
related departments and sup-
port services around the aca-
demic, medical specialty teach-
ing model. Patient care for acute 
hospital patients can cut across 
multiple specialties and multi-
ple ancillary services. This deliv-
ery model is not designed for 
efficiency or effectiveness. And 
possibly more importantly, this 
model does not lend itself to 
“team” medical treatment and 
continuity. Thus, this structure 
inherently contributes to a dys-
functional workflow impeding 
high performance from the pa-
tient’s and provider’s point of 
view. High performance can be 
achieved but requires special-
ized application of performance 
improvement models.

SYMBIOSIS
I am not aware of any other busi-
ness model in which: (1) a cus-
tomer of the hospital (physician) 
earns income from delivery of 
his services within the hospital 
and doesn’t pay for the hospital’s 
resources used, (2) the hospital 
earns its revenue independently 
of the physician by being paid 
separately for the hospital’s ser-
vices by the same third-party 
broker, and (3) the actual patient 
that receives the service has lit-
tle to say about the treatment or 
the cost. Also, the physician-cus-

tomers collectively have author-
ity over the quality of services 
provided in the hospital and 
may approve other physician 
customers to use the hospital’s 
resources and not pay for those 
resources. This creates a unique, 
symbiotic relationship in which 
both hospital and physician are 
partners and adversaries on any 
given day which makes it difficult 
for the parties to trust each other 
and achieve mutual benefits.

Sadly, the healthcare indus-
try continues to operate under 
these three unorthodox funda-
mentals. And sadly, the health-
care industry has not come to 
understand how to apply per-
formance improvement meth-
ods (PIM) to address financial 
distress. This web of economic 
interdependencies and regula-
tions have “blinded” the industry 
to higher performance because 
of this unique structure.

It seems unlikely that new ACO 
types of payment models will 
be effective long-term because 
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IT USED TO BE THAT PEOPLE did not “shop” for healthcare. They simply went to their personal physician, who referred them to a specialist if necessary. Patient charts were on paper. Insurance was 80/20. Insurance paid the claim and life was simple. Healthcare wasn’t concerned about quality and value from the patient’s perspective. That has all changed. Radical shifts have occurred where cover-age varies by choice of provider, as well as coverage and payment plan limits. Customers are bear-ing a significantly larger share of the cost of services. Providers are rewarded or punished based on customer satisfactions surveys. And all providers are paid less year to year regardless of satis-faction score. This new structure economically limits customer 

choice so that purchasing deci-sions are actually made jointly by both the insurer as well as patient. In effect, the patient must use the provider the insurance says to use or pay significantly higher out of pocket costs. With this in mind, it is imperative that providers un-derstand how to compete. Deliv-ery process performance affects quality and value, and ultimately the solvency—and growth—of your hospital!
The healthcare industry has “kicked the can” down the road too long. Insurers have a significant head start. Government and commercial insurers have taken the initiative to aggressively reduce the price they pay for services. These reductions in price come with the implicit mandate that high quality and value are not compromised. 

If providers don’t seize the opportunity now to re-design and improve business and clinical models, the outside market will dictate even more aggressively how service is delivered. I don’t believe this view is “Chicken Little”.  Advances in information and medical technology make 
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In case you missed it, the last issue of in•sight™ titled Performance Improvement 101 - Part 1, introduced 

the concepts of quality, value, and performance; and the two attributes of performance (efficiency and 

effectiveness). You can read that issue (#15) online at: hospitalmd.com/resources/insight. 
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In the last issue I illustrated several ways we help hospitals return to 

financial viability. These practical strategies can increase revenue by 

millions. We believe you should expect quantum results, not incremental 

changes that take years to implement. Inpatient medical services have this 

Quantum revenue potential because they have the highest profit margin 

of all hospital services, and these revenues can increase most quickly. 

In this issue, I want to talk about plowing and planting the seeds for a 

growing, leading-edge small community hospital (SCH). We will also ex-

plore dangers of “silos”.
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outside Atlanta.

the physician always has stron-
ger leverage in the relationship 
because the physician is the only 
party of the two who has authority 
to generate or withhold revenue 
for the hospital. 

NEXT
Look for upcoming issues as I will 
be further illustrating how this 
unorthodox model has disrupt-
ed and continues to disrupt the 
economics of this market sector 
that represented 17.8% of the US 
Gross Domestic Product (GDP) in 
2015 and is expected to rise to 
19.9% by 2025. We can conclude 
that no approach to date has prov-
en successful at containing the 

unbridled cost of this unorthodox 
model and is not likely to unless 
new solutions are applied. 

What are your thoughts? Email 
me at insight@hospitalmd.com 
or call me at 877.811.8783 with 
questions or comments. I want to 
hear your experiences and your 
insights as well. See you next 
issue!

RESEARCH TO PRACTICE

Choices for Fluid Resuscitation

Should we stop using 

Normal Saline (NS) as 

our “go to” resuscitation 

fluid? Of course, this is an 

ongoing debate. Often, we 

use NS because this is the 

way we have always done 

it—not because it is the best 

option for the patient. The 

infamous quote of “there is nothing normal about 

normal saline” should alone give us pause for con-

cern. This EMCRIT article gives an excellent overview 

as to why we should consider using Lactated Ringers 

Solution (LRS) over NS. Here are a few bullet points 

from this article, but please read the article in its en-

tirety. I encourage you to draw your own conclusions 

and I would love to hear your thoughts on the subject 

Email me:  BNewberry@HospitalMD.com

•	 Hyperkalemia is NOT a contraindication for LRS 

(this is a common misconception).

•	 LRS has a minimal effect on lactate levels (be-

cause it contains sodium lactate and NOT lactic 

acid) so lactate levels can still be accurately 

measured in septic patients.

•	 LRS is slightly hypotonic so could potentially 

increase intracranial pressure in a patient with 

neurologic injury with rapid administration of 

large volumes. Therefore, Plasmalyte may be 

a better choice for patients with severe neuro-

logic injury.

•	 The SALT-ED study demonstrated good evi-

dence for the superiority of LRS over NS.

•	 NS is hypertonic, acidotic fluid and there is no 

physiologic rationale for its use as a resuscita-

tive fluid.

•	 Problems with the use of NS include hypercho-

loremic acidosis, hyperkalemia, hemodynamic 

instability, renal malperfusion, systemic inflam-

mation and hypotension (which are exactly the 

things we are often trying to correct or prevent!).

•	 Many studies, both small and comprehensive 

that have compared NS to LRS have found mul-

tiple issues with the infusion of NS.

•	 The SMART and SALT-ED studies both found 

a 1% increase in death or renal failure with the 

use of NS.

•	 LRS is a bit more costly to use—about $.25 

more a bag! This seems insignificant compared 

to the potential benefits.
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Welcome to this installment of Clinical in•sight! This publication is aimed to help YOU, 

our community of clinicians, keep up with and learn information relevant to your po-

sition at HospitalMD. I would love to hear your feedback, comments, suggestions and 

accolades. Please email me with any thoughts at:  BNewberry@HospitalMD.com. 

BRITTANY NEWBERRY, PhD, MSN, MPH, APRN, FNP-BC, ENP-BC 

Board Certified Family and Emergency Nurse Practitioner, 

Vice President Education and Provider Development, HospitalMD 

From the Editor

National Eye Injury Prevention Month!
Eye exams are frequently necessary for us to perform in the ED. Many of our sites do not have tonopens or slit lamps so understanding how to do a basic, thorough eye exam is im-portant. In addition, we need to know when to send patients for additional follow up with ophthalmology.

THIS VIDEO demonstrates how to perform a basic eye exam and the written version of essential eye exam tips can be found HERE. The American Academy of Ophthalmology also has the 8-point eye exam detailed HERE.
The basic eye exam consists of the following components:
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• Visual acuity
• Pupil exam 
• Extraocular motility and alignment

• Confrontational visual fields• External examination (including eversion of eyelids)
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