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Receiving	your	fair	share	through	
Bundled	Payments	or	Funds	Flow

Lee	A.	Fleisher,	M.D.
Robert	D.	Dripps Professor	and	Chair

Department	of	Anesthesiology	and	Critical	Care
Professor	of	Medicine

Perelman	School	of	Medicine
University	of	Pennsylvania

Lee.fleisher@uphs.upenn.edu

Faculty	Practice	Plans
37%

Hospitals	 &	Medical	
School	Programs

16%

Federal	Grants	&	Contracts
20%

Other	Grants	&	Contracts
10%

Government	&	Parent	
Support
5%

Total	Revenue:	$93B
Median	Revenue:	 $526M

Medical	School	Revenue	by	Source
126	Fully	Accredited	Medical	Schools,	FY2011

Source:	LCME	Part	I-A		Annual	Financial	Questionnaire,	FY2011
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The Cauldron

Tuition		and	
Appropriations

Grants	and
Contracts

Physician	and
Hospital	Revenues

Education

Research

Clinical	Care

Discretionary 
Fund

We	Lack	Good	Data	on	Cost

• Cost	estimates	vary	widely	by	
methodology—no	basis	for	
comparison

• Accurate	assessment	of	
faculty	effort	is	key—and	
difficult	to	achieve

• Outcome	measures	are	
limited—for	UME	and	GME

Educator 
Mix

Curriculum
Design

Teaching
Loads

Institutional
Culture Class 

Size

Educator 
Time

UME COST DRIVERS

“The	cost	of	medical	education	 has	 been	an	
issue	of	public	 concern	for	nearly	100	years.”

Robert	Jones	&	David	Korn
On	the	cost	of	educating	a	medical	student.	

Acad	Med	72:	200,	1997
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Why	healthcare	is	local

• Anesthesia	units	paid	by	private	insurers	at	large	
multiple	of	Medicare	 rates

• Actual	multiple	varies	greatly	by	geographic	area	
and	payer

• Payer	mix	has	an	exaggerated	effect	on	total	
revenue	compared	to	other	specialties

relationship	between	revenue	and	work	
has	great		variability	between	AMCs

Funds Flow Defined

Funds	Flow	is	more	than	simply	the	exchange	of	
money	for	services	rendered.		It	is	one	of	the	
major	vehicles	by	which	academic	medical	
centers,	schools	of	medicine	and	faculty	

practice	plans	align	their	strategies,	define	
expectations	and	support	one	another.		
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There	 are	 a	number	of	common	 funds	flow	models- regardless	 of	the	
AMC	Organization	 Structure.	 	However,	 understanding	 each	 unique	
situation	 is	critical

• Northwestern
• U of Arizona

Source:	Considering	 Alternative	 Organization	 Models	 for	Academic	Medical	 Centers,	 Levine,	Academic	Clinical	 Practice,	Summer	
2002,	 Vol. 	14,	No.	2

• Dartmouth/DHMC

• Washington University
• University of Maryland

Funds Flow Framework and Scope

Funds Flow Framework and Scope

Clinical 

Teaching

• New faculty hires
• Purchased Services 

(e.g. Medical 
Directors)

• Coverage
• Program Support
• Incentives

• GME

Hospital (s) School of 
Medicine

Research
• New Hires
• Indirect Costs
• Salary 

Coverage

Teaching
• UGME
• GME (state 

schools in 
particular)

Clinical Department  / 
Faculty Practice

1. Treat Patients
2. Teach 

3. Conduct Research
4. Provide Admin Support

Rent

Dean’s 
Tax

Practice 
Support 

(IT, billing, 
staff, etc)

Additional Academic / Programmatic  Support

Capital
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Agree on 
Approach and 

Develop 
Principles

Step I

• Define categories of funds 
flow

• Inventory nature and size 
of current  funds flow 

• Categorize existing funds 
flow into expected use 
(e.g clinical – program 
support, teaching –
interns and residents, 
admin – regulatory)

• Work with Physician 
leaders to develop 
baseline model at 
Department / Division / 
Physician level

Develop New 
Funds Flow 

Methodology 
and Model 

Implications

Define 
Rebasing Plan 
and Ongoing 
Measurement 

System

Step 2 Step 4

• Agree on ROI methodology for each 
of the major funding streams – eg.

• Teaching – DME payments vs (IR 
salary & benefits + faculty 
supervis ion); Residents / Supv MD

• Clinical –
• Employed physic ians – MD 

productiv ity vs worked RVU 
benchmarks and compensation 
benchmarks

• Physic ian support staff–
benchmark against industry 
standards

• Program support – cost vs 
revenue generated

• Research – salary coverage
• Administrative

• Regulatory / directorship– Zero 
base on % time in activ ity and 
annual salary

• Collect appropriate data and 
calculate ROI – compare to 
benchmarks or zero base where 
appropriate

• Model new funds flow

• Define options and risk 
associated with resizing 
each of the funds flows 

−Increase
−Maintain
−Reduce
−Eliminate

• Clarify expectations 
associated with future funds 
flows

• Define implementation / 
migration plan and 
incorporate into FY 06 
budget process

• Establish ongoing 
performance management 
system

Funds	 Flow	Approach

Inventory 
Current Funds 
Flow: Size and 
Expectations

Step 3

• Interview Chairs and other 
members from senior 
leadership 

• Review strategic priorities
• Work with senior 

leadership to refine 
approach

• Establish team structure 
• Develop high level 

communication plan
• Develop high level 

principles that will govern 
future funds flow

Defining	Various	Funds	Flow	
Methodologies:	Teaching

• Faculty	 Supervision

– GME: Support	 for	faculty	 time	 spent	supervising	 interns	and	 residents,	
based	on	ratio	of	faculty	 to	 residents	 (1:6	in	cognitive	 departments,	 1:10	
in	procedural	 departments)	

• Based	on	average	 departmental	 faculty	 salaries	 (capped)	and	
appropriate	 ratio	of	faculty	 to	residents

– UGME: Time	 spent	by	faculty	 in	 supporting	medical	 student	activities.	 	
Support	based	on	teaching	 RVUs

• Administrative	 support	to	achieve	 ACGME	standards/	 requirements

– 5-tiered	 system	based	on	total	#	of	residents/faculty	 and	ACGME	
standards



11/10/15

6

• Academic	 development	 funds	to	support	new	 faculty	 research
– Support	guarantee	 based	on	projected	 start-up	and	support	costs	for	a	3-

5	year	 period,	 using	ROI	approach

• Indirect	 cost	sharing
– Support	 for	research	 administration	 and	overhead	 expenses	borne	within	

the	departments
– Clinical	departments	 will	 receive	 percentage	 of	indirect	cost	revenues,	

based	on	home	 department	 of	PI	
• Salary	 coverage	 incentive	 payments

– Provided	 to	departments	 that	meet	 research	 salary	coverage	 targets,	 on	a	
sliding	scale

– Coverage	 to	help	support	scholarly	 time	associated	 with	 research	
activities	 and	salaries	 that	are	above	 the	NIH	cap

• %	of	faculty	 salary	 up	to	NIH	cap	(%	varies	 by	faculty	appointment)

Defining	Various	Funds	Flow	
Methodologies:	Research

• Purchased	services:
– Compensation	 for	a	clearly	 defined	 role	which	has	a	 job	description	 &	specific	

performance	 measures,	 e.g.,	 25%	of	Chair	 salary,	 benefits,	 malpractice;	 15%	
for	Medical	 Director	of	ICUs

• New	Hires:
– Support	 for	new	 physicians	entering	 the	marketplace	 and	establishing	 their	

practice.	 	Three-year	 guarantee	 provides	 incentive	 to	outperform	 budgeted	
figures

• Programmatic	Support:
– Provide	sufficient	 support	so	that	 the	clinical	mission	 is	breakeven	 if	

department	 is	clinically	 productive	 	(65th percentile	 in	UHC	 benchmarking) and	is	
operationally	 productive	 (department	 infrastructure).	 	Departments	 need	 to	
explain	 what	 is	driving	 their	 losses	(e.g.	 payor	mix,	 malpractice,	 hospital	
mission,	etc.)

• Incentives:
– Provide	 to	departments	 /	 services	 to	support	a	 specific	outcome,	 e.g.	 new	

margin	 or	 improved	patient	 satisfaction

Defining	Various	Funds	Flow	
Methodologies:	Clinical
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• Issue: Hospital leadership wants to ensure that monies being distributed 
on the clinical mission are for productive departments / faculty

• Solution: Clinical Chairs and Faculty Practice agree on a clinical 
productivity standard that will be measured at least annually

• There are a number of different clinical productivity tools to consider 
though the UHC database is often used because:

– Large dataset of academic practices
– Frequent updates (quarterly vs annually)
– Ability to choose percentile comparison

• Clinical Chairs and faculty practice must also agree on a standard 
(e.g. 50th, 65th, 75th) 

– Tie funds flow to the department at large vs an individual faculty
– Communicate CFTE expectations annually and share current 

performance at least quarterly

Funds Flow – Broader Implications –
Clinical Productivity

Lessons Learned

• Leadership	 – School,	Faculty	 Practice	Plan	and	Hospital	– need	 to	agree	 on	
objectives	 upfront	and	strategic	 importance

• Continue	 to	remember	 that	Funds	Flow	 is	as	much	about	 the	external	 environment	
as	it	 is	about	 internal	 distribution	of	money

• Engage	 Clinical	Chairs	as	soon	as	possible	and	communicate	 frequently

• Agree	 on	Scope	upfront	– broader	 is	generally	 better

• Be	prepared	 to	address	a	number	 of	related	 issues	including	 faculty	productivity	&	
comp,	overhead,	 P&Ls	by	Mission,	etc

• Data	needs	 to	be	 transparent	 – within	 the	department,	 within	 the	practice	 plan,	
between	 the	entities

• Keep	 it	 simple

• Create	 incentives	 so	that	performance	 above	expectations	 can	be	 rewarded

• Aligning	 expectations	 may	 not	be	seen	so	favorably	by	all

• Make	 new	agreements	 multi-year

Lessons	Learned



11/10/15

8

Align with Penn 
Medicine Strategic 
Plan

Fair and 
Transparent

Provide 
Appropriate 
Incentives

Measure and 
Monitor Over Time

Match Revenue 
with Expenses

• Promote partnership based on a shared commitment to vision, mission and 
values

• Comply with all regulations

• Foster open dialogue and full disclosure of all relevant information
• Rely on data and fact-based information in making decisions

− Realize data informs decision making but cannot replace it
• Utilize consistent categories, practices and policies
• Future funds flow will include clear articulation of the specific purpose of the 

funds, quantitative and / or qualitative performance expectations, as well as 
duration of support

• Be based upon a rational, value-based model, matching services and 
benefits to financial arrangements

• Appropriate incentives (upside and downside) will be put in place to 
encourage

− Achieving system growth objectives and goals;
− Exceeding system growth objectives and goals

• Expectations for individual faculty productivity must be tied to compensation 
and communicated at least annually

• Funds flow should provide some opportunity for gain sharing related to future 
margin growth

• Establish clear measures of performance for ongoing monitoring

Underlying Principles

Incentives
� Incentives will be provided to departments / services to 

support a specific outcome – for example new margin or 
improved patient satisfaction

� Not all departments will receive an incentive payment. 
Incentives will generally be targeted to areas of strategic 
importance and / or ability to significantly contribute to 
the System’s program growth targets

� Incentives should have some risk on both upside and 
downside – e.g. if Dept does not achieve a certain 
threshold than some portion of their programmatic 
support would be reduced.  If however, the threshold is 
achieved and more, the department should get more 
than just the identified programmatic support

Clinical Model: Incentives
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Aligning	Academic	and	Clinical	Missions	Through	 an	Integrated	Funds-Flow	Allocation	 Process.
Kennedy,	David;	Johnston,	Elizabeth;	Arnold,	Ethan

Academic	Medicine.	82(12):1172-1177,	 December	 2007.
DOI:	10.1097/ACM.0b013e318159e1b8
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Bundling

Hospitalist
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Piece	of	Pie
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Disrupt	relationships
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Bundled	Payment	Programs
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What	is	shared	accountability?

Surgery	Quality	Measures:	Outcome

Quality	Measure HIQRP HVBP HRRP HACRP
SSI:	Procedure	 specific	 surgical	 s ite	infection	 outcome	 measure	 (NQF	
#0753)

X X X

PSI	4:	Death	 among	 surgical	 inpatients 	 with	 serious ,	 treatable	
complications 	 (NQF	 #0351)

X

PSI	90:	Patient	 safety	 for	 selected	 indicators (compos ite)	 (NQF	#0531) X X X

CABG	30-Day	Mortality: Hospital	 30-day	 all-cause, risk-
s tandardized	 mortality	 rate	 following	 coronary	 artery	 bypass 	 graft	 surgery	

X

CABG	30-Day	Readmission: Hospital	 30-day	 all-cause,	 unplanned,
risk-s tandardized	 readmiss ion	 rate	 following	 coronary	 artery	 bypass 	graft	
surgery

X X

Elective	THA/TKA	30-Day	Readmission:	Hospital	 30-day	 all-
cause,	 unplanned, risk-s tandardized	 readmiss ion	 rate	 following	 elective	
primary	 total	 hip	 arthroplasty	 and/or	 total	 knee	 arthroplasty	 (NQF	#1551)

X X

Elective	THA/TKA	Complications:	Hospital-level	 risk-
s tandardized	 complication	 rate	 following	 elective	 primary	 total	 hip	
arthroplasty	 and/or	 total	 knee	arthroplasty	 (NQF	#1550)

X X

All-Cause	 Unplanned	 Readmission:	 Hospital-Wide	 All-Cause	
Unplanned	 Readmiss ion	 (NQF	 #1789)

X

28
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A	couple	of	options

How	do	we	divvy	up	the	pie?

– Traditional	FFS
– Fixed	payment
– Lower	fixed	payment	and	
share	in	any	profit	margin

• Should	the	anesthesiologist		be	
allowed	to	share	in	potential	
reward?

• Does	the	anesthesiologist	want	
to	assume	any	risk?


