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Assessing the Profitability of 

Ortho & Spine Cases 

Matt Lau, Corporate Controller 

Vivek Taparia, Director of Business   

Development 

The Profit Equation 

Revenues - Expenses = Profit 

• Revenues/Reimbursements 

• Direct/Variable Expenses 

• Contribution Margin 

• Indirect/Fixed Expenses 

• Profit 

Market Factors Affecting Reimbursements 

• Local Payer Landscape 

• Heavily Managed Care vs. OON Opportunity 

• Dominant Local Payer vs. Several Competing Payers 

• Negotiating Power 

• Hospital/Corporate Partner vs. Stand-Alone ASC 

• Local Area Demographics 

• Predominantly Younger vs. Older/Retired Population 
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Medicare Reimbursements 

• CMS Payment Methodology Change For ASCs 

• From Grouper System to APC System 

• 4-Year “Phase-In” from 2008 to 2011 

• ASCs Have Same Basic Payment System As HOPDs 

• Inflation-Driven Increases in Payments 

• ASCs – CPI For All Urban Consumers (CPI-U) 

• HOPDs – Hospital Market Basket Index 

 

Medicare Reimbursements 

• The Bad News 

• In 2003 – ASCs Paid 86.5% of HOPDs 

• In 2008 – ASCs Paid 63.0% of HOPDs 

• In 2011 – ASCs Paid 56.0% of HOPDs 

 

• Total HOPD Reimbursements Growing While Total ASC 

Reimbursements Staying Flat 

 

 

 

Medicare Reimbursements 

• The Good News 

• Significant Increase for Ortho ASC Reimbursements 

• Example (Average Medicare Payment Per Ortho Case): 

 

 

 

 

 

 

 
 

 

 

• 103% Increase From 2008 to 2011 
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Reimbursements - Insurance Contracts 

• Based on Old Grouper System 

• Based on Modified Grouper System 

• Multiple Procedure Discounts 

• Percentage of Charges With a Per Case Cap 

• Implants 

• Carve Outs 

• Billed/Reimbursed Through 3rd Party 

• Reimbursed If Cost Greater Than Certain Amount 

• Medicare – Device Intensive Procedures 

• Not Reimbursed At All 

 

 

Assessing Profitability - Reimbursements 

• Know Your Contracts 

• Use Tools At Hand To Determine Reimbursements 

• Load Contracts Into Billing System 

• Excel Worksheets 

• Out Of Network Cases 

• Use History As Your Guide 

• What Have We Collected On Similar Cases In Past? 

• For Past Cases – Use Actual Collection History 

 

For Current Cases - Should Know What We Will Collect For 
Each Case Before The Bill Is Even Submitted!! 

How Much Does a Frappachino Cost Starbucks to Make? 

Coffee Beans 
Flavored Syrup  
Whip cream 
Plastic  

Raw Materials 

CEO 
Lawyers 
Accountants 
Rent 
Utilities 
Depreciation 

Overhead 

Smiling barista 
Cashier 
Janitor  
Machine repair  

Labor 
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The Same Framework Can be Applied  

to Any Business, Including ASCs 

Implants 
Caps 
Scrubs 
Gowns 
Gloves 

Nurses 
Med Tech 
Scheduler  
Administrator 
Medical Director 

Freight 
Lawyer 
Accountant  
Laundry 
Maintenance  
Advertising 

Raw Materials 

Overhead 

Labor 

Accurate case costing offers invaluable  

insights for an ASC or Hospital 

• Which cases are adding to profitability? 

 

• Which cases are unprofitable? 

 

• Which cases only cover fixed costs? 

 

• Which cases cover your variable costs? 

 

• Which insurers pay highest on a particular procedure? 

 

• Which doctors have the highest supply costs on a specific surgery? 

 

• What is the Profit margin per doctor? 

Why is case costing challenging? 

Accurate tracking  

• Who worked in this surgery and for how long? 

• What materials were used? 

Assumptions must be made 

• How do we allocate the cost of an administrator? 

• Number of cases by operating time  or staff time utilized? 

Confrontation of reality 

• Are we really losing money on so many cases? 

• Is Dr. X really using 50% of the supply budget? 
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Definitions 

Revenue – Variable Costs = Contribution Margin 

 

Variable Costs = Costs Incurred in Performing a Surgery 

 

A Glance at Case Profitability 

$800  

$300  

$500  

$ 

Total Variable Cost  

Supply Cost 

Revenue 

Labor Cost 

Positive Contribution Margin 

Losing Case 

ARTHROSCOPY, KNEE, SURGICAL; WITH MENISCECTOMY Units Cost

16923 / 1/4/2011 ARTHROSCOPY,01/04/11 20.00 342.15

ANESTHESIA (ANESTHESIA) 1.00 105.00

ANESTHESIA GENERAL 4828 1.00 105.00

GENERAL (GENERAL) 11.00 161.03

DRAPE, PACK KNEE ARTH. *IBON004-06 30500 1.00 73.28

GLOVE, BIOGEL 6 1/2 LTX FREE *31465 31151 2.00 1.97

GLOVE, BIOGEL 8 LTX FREE *31480 31142 2.00 1.97

GLOVE, MICROPTIC 7 1/2 *5787004 31063 2.00 0.90

STRYKER, SHAVER 4.0 AGGRESSIVE PLUS *375-544-0031421 1.00 44.00

SUCTION, MANIFOLD NEPTUNE *0700-040-00030338 1.00 22.00

TUBING, 4 LEAD ARTHROSCOPY *2C4031 30693 1.00 6.84

TURNOVER PACK *DYK1249384C1 30779 1.00 5.23

MEDICATION (MEDICATION) 5.00 22.20

BUPIVACAINE (MARCAINE)  0.25% W/EPI 30ML31784 1.00 5.23

BUPIVACAINE (MARCAINE) 0.25% 30ML *3178131781 1.00 2.15

SODIUM CHLORIDE, 3000ML *7972-08 CS/4 30508 3.00 4.94

NEW ITEM (NEW ITEM) 2.00 49.39

PREOP-PACU GENERAL 4819 1.00 47.00

PREP, GELPREP *DYND70656 CS/20 30828 1.00 2.39

SUTURES (SUTURES) 1.00 4.53

ETHILON 3-0 PS-1 *1663H BX/36 30940 1.00 4.53

Supply Cost Considerations 

Commentary 

• Inventory purchases 

• Startup-supply expense 

• Consignment purchases 
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Labor Cost Considerations 

Commentary 

• What is fixed vs. variable labor? 

• What is semi-variable? 

• Allocate the labor cost by OR minutes 

 

Calculate Clinical Cost per Patient Care Minute 

  

 

 

 

 

 

 

     

 

 

 

 

 

 

Patient 1: 95 Minutes 

Patient 2: 80 Minutes 

Patient 3: 75 minutes 

Total : 250 Minutes 

Cost: $2,000 

÷ 250 minutes 

$8.00 per OR Minute 

Labor Costs per Case 

  

 

 

 

 

 

 

     

 

 

 

 

 

 

Patient 1: 95 Minutes * ($8.00 / minute) = $760 

Patient 2: 80 Minutes * ($8.00 / minute) = $640 

Patient 3: 75 minutes * ($8.00 / minute) = $600 

Total: $2000 
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Arthroscopically Aided ACL Repair 
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Average OR Minutes 

Dr. D 

1 Procedure 

$2,370 Avg. Revenue 

Dr. B 

2 Cases 

$7,975 Avg. Revenue 

Dr. C 

6 Cases 

$7,044 Avg. Revenue Dr. A 

1 Case 

$2,370 Avg Revenue 

Overnight Cases 

  

 

 

 

 

 

 

     

 

 

 

 

 

 

Seek to maximize number of overnight  

cases scheduled on an individual night 

$65/ hour $1,200 per night

Code Procedure Payer Revenue Supplies

Operative 

Labor Cost

Overnight 

Patients 

That Day

Overnight 

Labor Anesthesiologist

Est. Total 

Labor Cost

Cont. 

Margin

42826 TONSILLECTOMY CIGNA $2,691 $545 1,094 1 $780 $1,200 $3,074 ($927)

63075 DISCECTOMY AETNA $20,774 $5,709 1,624 1 $780 $1,200 $3,604 $11,461

29827 ARTHROSCOPY, SHOULDER, ROTATOR CUFF HUMANA $5,505 $780 969 1 $780 $1,200 $2,949 $1,776

63042 LAMINOTOMY BLUE CROSS OPEN CASE $2,103 1,199 2 $390 $600 $2,189 Open Case

58552 LAPAROSCOPIC VAGINAL HYSTERECTOMY SELF-PAY $3,000 $1,266 2,989 2 $390 $600 $3,979 ($2,244)

150 

Breakeven Analysis 

# of Patients 

$ 

Fixed Cost 

Breakeven Point: Contribution Margin = Fixed Costs 

Loss 

Profit 
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Thank You 

Matt Lau, Corporate Controller 

mlau@regentsurgicalhealth.com 

 

Vivek Taparia, Director of Business Development 

vtaparia@regentsurgicalhealth.com 

 


