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Advances in Cost Accounting to Improve Margins and 

Financial Performance
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Strata: An Overview

Top 10 U.S. Hospitals 

(Newsweek) run on 

Strata

We serve 400+ 

health systems

We serve 2,000+ 

hospitals

100% focus on 

healthcare

Cloud-based 

comprehensive 

platform

100% of our 

investments help 

our customers

Planning, Analytics 

and Performance 

applications

Advisory Services 

for Advanced 

Planning, Data to 

Action, 

Collaborative 

Improvement

Over 25 years of 

experience with 

the deepest team 

in industry 

Our Customers Our Experience Our Platform Our Track Record Our Structure

Strata solutions 

ranked Best in 

KLAS since 2006

The industry’s 

highest service 

levels

Offer buyer's 

remorse clause to 

reduce your risk

Independent and 

autonomous 

company 

Within Roper 

Technologies 

(NYSE:ROP)

Roper has $50b 

market cap and 

15K employees
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Macro Economic Factors and Industry Dynamics

National shortage of healthcare 

personnel (primarily nurses and 

other skilled workers)

Labor Shortage and 

Talent Retention

Shift to lower-cost care settings 

care impact; Volumes yet to 

rebound to Pre-COVID levels

Volume Migration 

and Degradation

Governmental and commercial rate 

adjustments not offsetting inflation in 

short term

Reimbursement Fails to Keep 

Pace with Rising Cost

Two decades of continued 

consolidation resulting in larger 

and more complex organizations

Impact of Industry 

Consolidation

New business models and non-

traditional players (Amazon, 

Optum, Private Equity, etc.)

Threat from Disruptive 

Competitors

Continued shift to value; Organizations 

that have gone “at risk” are best 

positioned to weather current climate 

Evolving Payment 

Models

© 2021 Strata Decision Technology

Presentation Topics
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Topics

• Decision Support and Cost Accounting Through the Years

• Enterprise Performance Management – What Is It and Where Does Cost 

Accounting Fit In?

• Guiding Principles to Cost Accounting

• Utilizing Cost Accounting Data at Your Organization

© 2021 Strata Decision Technology

Decision Support and Cost Accounting Through the Years
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1980s

• Medicare introduces of 

DRGs as a price-setting 

system in 1983

• The need to 

understand delivery 

costs becomes more 

relevant than ever

• Introduction of 1st

Generation of Cost 

Accounting Systems –

TSI and HBOC

1 2 3
1990s

• 1st Generation of cost 

accounting systems 

implemented widely 

across the US

• Introduction of 

Decision Support: 

Applications like TSI 

and HBOC introduce 

budgeting and 

contract modeling

4
2000s

• 2nd Generation of cost 

accounting systems AND 

decision support

• On-premise applications 

like EPSi

• Platform Integration

Introduction: Cost 

Accounting, Budgeting, 

Long-Range and Strategic 

Planning, and Contract 

Modeling

2010s 

• 3rd Generation of cost 

accounting systems and 

Enterprise Performance 

Management Platforms

• Cloud-Based Platforms 

like Strata

• Post-EHR adoption and 

purposefully designed 

to better use EHR data 

for costing, modeling, 

and analysis

Evolution of Decision Support/Cost Accounting Systems
Meaningful Use and EHR Adoption

Era of EHR Data Accessibility

2009

2020s 

• 4th Generation of Cost 

Accounting Systems and 

EPM Platforms Under 

Development

• Public Cloud-Based, 

collaborative data sets, and 

Interoperable

• Scaling to meet demands of 

the industry and 

new/growing data sets

5
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Poll Question: Have you worked in financial decision support or 

with any legacy DS systems?
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Enterprise Performance Management – What Is It 

and Where Does Cost Accounting Fit In?

© 2021 Strata Decision Technology

EHR ERP
Electronic Health Record Enterprise Resource Planning 

Manages  business processes 

and transactions including 

accounting, supply chain, HR, 

etc.

Automates documentation, 

orders, clinical communication, 

billing, etc.

Step One: BUILD A FOUNDATION
Support Clinical and Operations Workflow

HEALTHCARE IT

EPM
Enterprise Performance Management 

Step Two: DRIVE TRANSFORMATION
Create a High-Performance Organization

HEALTHCARE IQ
Health systems are now leveraging their significant 

investment in their IT foundation by deploying cloud-based 

EPMs to help their team analyze their opportunities, drive 

performance and transform their organization.

Drives your planning, analytics and performance management for the 

organization. Reduces variation, increases productivity, eliminates waste 

and helps create a high-performance healthcare organization.

All provider organizations have invested in EHRs and have 

deployed or are in the process of deploying cloud-based 

ERPs. This has provided a foundation for their team for their 

clinical, supply chain and human resource processes.

Leveraging Your Foundation to Drive Transformation
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The Gap

EHR
Electronic Health 

Record

The horizontal, 

patient/clinical view

(clinical)

Disconnect ERP
Enterprise Resource 

Planning 

The vertical, 

accounting-based 

view

(financial)

© 2021 Strata Decision Technology

The “Missing Piece”

EPM
Enterprise Performance 

Management

Combines the 

horizontal and 

vertical; Combines 

the clinical and 

financial

EHR
Electronic Health 

Record

The horizontal, 

patient/clinical view

(clinical)

ERP
Enterprise Resource 

Planning 

The vertical, 

accounting-based 

view

(financial)

Bottom line: EPM helps smart 

people make smart decisions
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How does a Healthcare EPM work?

EHR

ERP

BUILD A FOUNDATION
Support Clinical and Operations Workflow

DRIVE TRANSFORMATION
Create a High-Performance Organization

Takes financial data (ERP) 

and connects to patient 

data (EHR) -> Connecting 

the vertical and horizontal

Now with a source of truth, you can enable the planning and 

performance workflows required to become a High-Performance 

Organization

“Source of Truth”

Plan

Perform

Service Line Planning
And products, payors, physicians, etc.

Provider Modeling
Link professional and hospital settings

More Accurate, Data Driven Approach
Patient Activity Flexing – Use cost data to drive plan

Performance Management
Service Line, Product, Physician, Departmental, Labor

Revenue Analytics
Contract Analytics, Strategic Pricing, Episodes

Internal/External Comparative Analytics
Including StrataSphere Benchmarks

Enabling…A Platform

Advanced 

Costing

© 2021 Strata Decision Technology

Platform Investment: Advanced Cost Accounting

• Accurate

• Accessible
• Actionable

Cost 
Accounting

Inputs Modeling Analytics

Data Source

EMR

General Ledger

Payroll

Automation

?
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Platform Investment: Advanced Financial Decision Support

•Hospital 
Chargemaster

•Physician CPTs

•HB
•PB
•Post Acute

•Claims

•Government
•Commercial
•Payor 
Negotiations

•Accurate
•Accessible
•Actionable

Cost 
Accounting

Contract 
Modeling

Strategic 
Pricing

Episodes 
of Care

Inputs Modeling Analytics

Volumes

Cost Variation

Quality Variation

Value-Based Care

Revenue Optimization

Service Line Performance

Data Source

EMR

General Ledger

Payroll

Automation

© 2022 Strata Decision Technology

Poll Question: Raise your hand if your organization is costing 

today?
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Guiding Principles to Cost Accounting

© 2021 Strata Decision Technology

3 Guiding Principles (Decision Support) 

Accurate

• Leveraging the right 
data

• Accurate and 
Sustainable

• Automated

• Comprehensive

Accessible

• Push or Pull Model

• Enable Self Service 
Approach

• Central place for EPM

• Both Clinical + 
Financial Dashboards

Actionable

• Supports strategic 
growth

• Supports 
financial/business 
planning

• Supports cost 
management

• Supports quality 
improvement

• Supports revenue cycle 
functions

Advanced Decision Support: Accurate, Accessible and Actionable Data To Inform Decision Making
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What is L7?

● Provides the industry’s first cost accounting roadmap to 

help hospitals and healthcare delivery systems access 

accurate cost data

● Helps organizations benchmark their current cost 

accounting capabilities against peers

● Provides a framework for overall performance 

improvement and understanding the total cost of care

Advanced Decision Support: Accurate, Accessible and Actionable Data To Inform Decision Making

© 2021 Strata Decision Technology

The HFMA-Strata L7 Cost Accounting Maturity Model

COMPREHENSIVE:

Scope and Use of Cost

ACCURATE: 

Components of Cost Model

All Services Provided to Patients & Members Established 

Data Standardization & Mature Data Governance

Real Time Cost Utilization & Predictive Analytics

Levels 1-6

+ Use of Patient-Specific Timestamp Detail to allocate >35% of Variable Direct Labor Cost + Rebates are Applied at the Patient Level for every applicable Supply or 

Drug

+ Cost for Professional Services Using Patient-Specific Time Stamp Detail to allocate >25% of Direct Labor Cost

+ Integrating Outside Medical Expense Claim Detail + Cost at a Real Time/Near Real Time Basis

7

All Services Provided to Patients 

Established Data Standardization & Mature Data 

Governance

Patient Utilization, Pop Health & VBC Analytics

Levels 1-5

+ Use of Patient-Specific Timestamp Detail to allocate >25% of Variable Direct Labor Cost + Payor Discount Programs (e.g.: 340B) Reflected in Drug and Supply Cost

+ Cost for Professional Services Using Timestamp Detail to allocate >5% of Direct Labor Cost6

Hospitals + Physician Groups + Post-Acute Care

Established Data Standardization & Mature Data 

Governance

Patient Utilization, Pop Health & VBC Analytics

Levels 1-4

+ Use of Patient-Specific Timestamp Detail to allocate >15% of Variable Direct Labor Cost + Patient-Specific Acquisition Cost for Non-Chargeable Supplies at Item 

Level + Patient-Specific Acquisition Cost to allocate >75% of Direct Drug Cost

+ Labor Cost for Professional Services Attributed Directly to Providers. 

+ Comprehensive Use of Activity Codes Identifying Variation Not Captured by the CDM 

5

Hospitals + Physician Groups

Established Data Standardization & Mature Data 

Governance

Hospital & Professional Service Line Analytics

Levels 1-3

+ Use of Patient-Specific Timestamp Detail to allocate >5% of Variable Direct Labor Cost + Patient-Specific Acquisition Cost to allocate >75% of Supply Direct Cost + 

Patient-Specific Acquisition Cost to allocate >50% of Direct Drug Cost

+ Cost for Professional Services Based on 80% CMS RBRVS and 20% Directly to Providers. 

+ Limited Use of Activity Codes Identifying Variation Not Captured by the CDM 

4

Hospitals + Physician Groups

Expanding Data Governance

Hospital & Professional Service Line Analytics

Levels 1-2

+ Use RVUs to allocate >75% of Variable Direct Labor Cost + Patient-Specific Acquisition Cost to allocate >50% of Direct Supply Cost + Standard Cost, RVU or 

Percentage Markup to allocate >25% of Direct Drug Cost

+ Cost for Professional Services using CMS RBRVS + Cost is Maintained on a Monthly Basis3

Hospitals + Physician Groups

Foundational Data Governance

Hospital Service Line Analytics

Level 1 

+ Use RVUs to allocate >50% of Variable Direct Labor Cost + Standard Cost, RVU or Markup to allocate >25% of Direct Supply Cost

+ Cost for Professional Services Utilizing RCC

+ Detailed Cost Components for Supply and Labor  
2

Limited to Hospitals & No Data Governance

Utilization Driven Analytics

Use RVUs to allocate >25% of Variable Direct Labor Cost + Use RVUs to allocate >50% of Direct Supply/Drug Cost

+ Simultaneous Overhead Allocation + Cost is Maintained on a Semi-Annual Basis1
Limited to Hospitals & No Data Governance

Used for Medicare Cost Reporting Only

Use a Basic RCC Methodology for Labor, Supply/Drug, and Overhead Expenses

0
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What is your organization’s L7 score?

© 2021 Strata Decision Technology

Advanced Decision Support: Automated Activity-Based Costing

Understand true cost 

of services based on 

actual utilization of 

resources

Provider compensation modeling

Time-Driven Costing

Acquisition cost of supplies and implants

Cost of drugs including 340B, GPO, WAC

Robotic-assisted procedures

Automated data feeds 

from EHR clinical 

applications allow for 

automated activity-

based costing

Advanced Decision Support: Increased accuracy via patient-specific costing methods

Special Populations: Covid-19, Transplants, etc.
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Automated Statistics

Workflow-Based Engine

Data Science Normalization

Pre-Built Validation Reports

GL Reconciliation Diagnostics

Data Notifications

Automated Definition Files

Exception Identification

Pre-Built Validation Reports

Embedded Data Dictionary

Advanced Decision Support: Efficient Maintenance

Data Maintenance Costing Maintenance

Decision support analysts spend more time developing 

reports and dashboards and drawing insights with the 

data

Advanced Decision Support: Easy Maintenance and Increased Focus on Analytics

© 2021 Strata Decision Technology

Accurate

• Leveraging the right 
data

• Accurate and 
Sustainable

• Automated

• Comprehensive

Accessible

• Push or Pull Model

• Enable Self Service 
Approach

• Central place for EPM

• Both Clinical + 
Financial Dashboards

Actionable

• Supports strategic 
growth

• Supports 
financial/business 
planning

• Supports cost 
management

• Supports quality 
improvement

• Supports revenue cycle 
functions

3 Guiding Principles (Decision Support) 

Advanced Decision Support: Accurate, Accessible and Actionable Data To Inform Decision Making
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Advanced Decision Support: Support All Types of Analytics

In System Central Team

Finance System 

Drives All 

Analytics

Finance System 

for Analytics, with support 

from Central Team

Central Team 

for Analytics, Some Published 

from Finance System

Central Team 

Drives for 

Analytics

Advanced Analytics 

Visualizations and Data Exploration Data Extraction

Connections Data File Drop

Decision Support Data

Advanced Decision Support: Supporting Your Analytic Strategy & Needs

© 2021 Strata Decision Technology

Data to Action: Democratizing Data Outside of Finance

Decision 
Support

Tool

Rollout and Sustain

Analytics Design

Define Future State Educate & Prepare

What, Who, How, 

When, Where 

Communicate expectations, 

equip with costing and analytics 
acumen

Reports and dashboards 

tailored to financial and 
strategic goals

Working with Ops Leaders on cost data 

to enhance trust and validation beyond 
Finance & DS Team

Data Readiness

Publish analytics to non-

Finance users and leverage 
cost data in business 
decision making

Advanced Decision Support: Supporting Your Analytic Strategy & Needs
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Poll Question: Is your organization investing in cloud analytics 

tools or data warehouse platforms?

© 2021 Strata Decision Technology

Accurate

• Leveraging the right 
data

• Accurate and 
Sustainable

• Automated

• Comprehensive

Accessible

• Push or Pull Model

• Enable Self Service 
Approach

• Central place for EPM

• Both Clinical + 
Financial Dashboards

Actionable

• Supports strategic 
growth

• Supports 
financial/business 
planning

• Supports cost 
management

• Supports quality 
improvement

• Supports revenue cycle 
functions

3 Guiding Principles (Decision Support) 

Advanced Decision Support: Accurate, Accessible and Actionable Data To Inform Decision Making
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Utilizing Cost Accounting Data at Your Organization

© 2021 Strata Decision Technology

Advanced Decision Support: Enablement Checklist

D. Margin Management

 Service Line Management

 Cost savings governance

 Comparative Cost analytics

 Episode Analytics (Care 

Pathway)

C. Advanced Decision Analytics

 Analytics Design

 Analytics Configuration

 Analytics accessibility

 Analytics accountability

 Patient Activity Planning

B. DS Design

 Cost Model Design

 Service line attribution

 Patient data summarization

 Episodes Design

 Net Revenue Model Design

 DS Model Configuration

 DS Model

 Analytics & reporting

 Metric & KPI

Well-defined processes and functions

Team  & Governance

A. High Integrity Data

 GL alignment: exp/rev/stats

 Chart of Accounts clarity

 CDM size & accuracy review

 Encounter data

 Data Integration

Well-defined processes and functions 

for cost savings and value creation

Apply DS insights and analytics to complex 

and strategic decision-making

Cost model reflects organizational priorities 

and enables cross-facility comparison

Source data for DS is accurate, 

comprehensive and well-governed

Strengthening data and teams to pave the way for enterprise-wide Decision Support 

Advanced Decision Support: Services can enable better adoption and utilization of data and insights
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Stakeholder 

Engagement

• Finance/DS is engaged throughout the 

design sessions

• Partner with DS team to aggregate 

upstream inputs to inform cost model 

configuration requirements

Finance & Decision Support

• Collect executive & strategic use cases for cost 

development, cost allocation and reporting 

• Understand accountability and financial metric expectations 

to inform upstream cost model design decisions

Executives

• Educate & align on service line attribution, accountability 

and financial metric guidance from executives

• Gather use cases for margin & cost analysis

• Identify org-specific needs for specificity and granularity

Service Line Leaders

• Educate on inputs from executives and SL leaders that 

impact revenue and expense across labor, supply and other 

cost categorizations 

• Advocate for increased accuracy and reliability with 

advance costing methodologies reflective of current 

operations

Financial & Clinical Operators

Operational 

DS Analytics

Advanced Decision Support: Organizational Awareness

© 2021 Strata Decision Technology

Advanced Decision Support: Automatically Identify Cost Savings 
Opportunities

Identification of 

Variation-Based 

Savings Opportunities
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Poll Question: Is your organization performing and tracking cost 

savings initiatives? What percentage of initiatives are not achieving 

targets?

© 2022 Strata Decision Technology

The Challenge: Improve Margin and Sustain the Gain 

Doing Math

85%

Taking Action

15%

Labor Intensive = Less Time to Take Action 

55%

44%

44%

27%

26%

Difficult to Quantify & Track

Savings

Difficult to Keep Track of

Projects

Lack of Accountability

Projects Don't Produce REAL

savings

No Staff to Lead Projects

Source: Strata Decision Survey (n=100 providers)

Lack Accountability for Results & Not Sustainable  

83% 
Of organizations report that Financial Improvement Initiatives are NOT 

achieving targets and financial performance is at risk 

WHY EFFORTS TO ACHIEVE FINANCIAL IMPROVEMENT UNDER DELIVER

Lack Single Source of Truth 



4/7/2023

18

© 2022 Strata Decision Technology

Advanced Decision Support: Analytics & Insights

Service Line Performance Payer Negotiations Revenue Optimization

Downstream AnalysisQuality Variation Benchmarking

Care Pathway Variation Physician Variation Service Line Investment

Advanced Decision Support: Not just cost, but full margin impact of performance

© 2022 Strata Decision Technology

Advanced Decision Support: Analytics & Insights

Service Line Performance Payer Negotiations Revenue Optimization

Downstream AnalysisQuality Variation Benchmarking

Care Pathway Variation Physician Variation Service Line Investment

Advanced Decision Support: Not just cost, but full margin impact of performance
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Poll Question: Covid patients excluded, what percent the median 

cost per IP case increased since 2019?

© 2022 Strata Decision Technology

Costs increases continue to outpace revenue increases

• Inpatient Costs have been 

increasing every year for 

the past four years

• Revenues have not 

increased at the same rate 

as costs

• Organizations must 

continue to manage their 

costs

N = 277 StrataSphere Hospitals

2019 > 2022 Median Cost per IP Case Increase:

24%
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39

Thank you!

If you have any questions – feel free to stop by Strata’s 

table or email me at:

jgoodman@stratadecision.com


