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Already 83% outpatient, procedure volumes continue to move out of 
the hospital—Sg2 predicts 86% will be outpatient in 10 years. Because 
many of the procedures currently making the transition are critical 
to hospital margins, that small overall shift will have a major impact 
on health system profitability. Indeed, in some key service lines, the 
trickle of procedures now moving outpatient may become a torrent, 
with outflows that continue to surge among OP sites. The hospital 
outpatient department (HOPD) won’t be the final destination for 
many. Rather, ambulatory surgery centers (ASCs), office-based labs  
or physician offices will be the next stop. 

The bright spot in this gloomy picture is strong demand growth—Sg2 predicts 
outpatient procedures will increase by 19% during the next decade, with some 
experiencing triple-digit growth. There will be winners amid this transition. 

To capitalize on procedure growth, health system executives need to understand 
both their organization’s vulnerability to outpatient shift and the counterbalancing 
capabilities that will help the system retain and grow procedure volumes. 

Progressive health systems strengthen these capabilities by creating an 
appropriate procedure site footprint and ensuring all sites—inpatient and 
ambulatory—work together to optimize capacity, maintain margins and enhance 
growth. This System of CARE approach requires effective patient triage and 
navigation not only across sites but also throughout the patient’s journey from 
pre-procedure preparation to post-acute care (PAC). 

This report surveys this landscape at the service line and procedure levels. It 
presents a granular approach to analyzing vulnerable volumes, including the case 
characteristics and physician actions that foreshadow coming moves to outpatient 
sites. It highlights strategic priorities based on vulnerability and capabilities, and 
details building blocks to strengthen the System of CARE. Finally, case studies 
illustrating innovative approaches to procedure sites and strategy are presented. 

Sg2’s report Procedure Sites of the Future presents:
• Drivers of procedural shift to lower-cost sites

• An overview of procedures that have shifted, are shifting or will not shift outpatient

• In-depth exploration of key procedures in 4 important service lines

• Strategies for capturing procedure growth
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PROCEDURE GROWTH FAVORS ASCs

Inpatient procedure volumes will remain flat over the coming decade, but all ambulatory sites, including the HOPD, 
will experience robust expansion. ASCs will see the highest growth.

PROCEDURE FORECAST BY SITE OF CARE, US MARKET, 2018–2028
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Note: IP procedures defined as all major therapeutic, all minor therapeutic, and diagnostics: brain biopsy and diagnostics: diagnostic catheterization. OP procedures 
defined as all major procedures, all endoscopy, and diagnostics: diagnostic catheterization. Sources: Impact of Change®, 2018; HCUP National Inpatient Sample (NIS). 
Healthcare Cost and Utilization Project (HCUP) 2015. Agency for Healthcare Research and Quality, Rockville, MD; OptumInsight, 2016; The following 2016 CMS Limited 
Data Sets (LDS): Carrier, Denominator, Home Health Agency, Hospice, Outpatient, Skilled Nursing Facility; Claritas Pop-Facts®, 2018; Sg2 Analysis, 2018.

INPATIENT

Volumes

2018 
17M

2028 
17M

HOPD

Volumes

2018 
35M 

2028 
41M

ASC

Volumes

2018 
30M

2028 
37M

PHYSICIAN 
OFFICE

Volumes

2018 
20M

2028 
23M

Inpatient HOPD ASC Physician Office

25%

0%

17%16%
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MYRIAD ACCELERATORS DRIVE SHIFT TO  
LOWER-COST SITES 

Some of the drivers of the shift of procedures to lower-acuity, lower-cost settings are well established; others are 
more recent. There are some obstacles to this downshift, but the balance is clearly in favor of lower-cost sites.

ACCELERATORS of the Transition to Lower-Cost Sites 

RVU = relative value unit. Source: Sg2 Analysis, 2019.

IMPACT

LOW MEDIUM HIGH

Physician ownership of ASCs; physician entrepreneurship; 
physician desire for control

Emergence of physician-led supergroups offering hospital-
like administrative benefits, stability and scale

Inpatient OR capacity constraints

Growing physician experience/comfort with clinical/ 
technologic advances 

Payer pressure (varies by market and insurer)

ASC evolution (eg, venture capital investment, payers 
buying ASC companies)

Growth in number of ASCs (varies by market; overall 
growth has plateaued)

Policy initiatives that continue to increase competition 

State regulatory climates favorable to ASCs

Consumerism (cost transparency, price sensitivity, lower 
copays at lower-cost sites, convenience for patients)

Physician ownership of ASCs; physician entrepreneurship; 
physician desire for control

Emergence of physician-led supergroups offering hospital-
like administrative benefits, stability and scale

Inpatient OR capacity constraints

Growing physician experience/comfort with clinical/ 
technologic advances 

Payer pressure (varies by market and insurer)

ASC evolution (eg, venture capital investment, payers 
buying ASC companies)

Growth in number of ASCs (varies by market; overall 
growth has plateaued)

Policy initiatives that continue to increase competition 

State regulatory climates favorable to ASCs

Consumerism (cost transparency, price sensitivity, lower 
copays at lower-cost sites, convenience for patients)

Physician employment; RVU-based compensation 

Logistics/practice patterns that make physicians reluctant to 
split time between the hospital or office and a remote site

Rising patient acuity not matched by increasing payment 

Lack of effective steering mechanisms in most health plans’ 
benefit designs 

High cost of equipment and technology required for some 
procedures

Need for specialty-trained RNs and techs, who may prefer 
the richer salary and benefit package of a health system to 
that of an ASC or physician office

DRAGS on the Transition to Lower-Cost Sites 

TIMINGDRIVER
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SHIFT VARIES BY SERVICE LINE AND PROCEDURE

To plan for the impact of accelerating outpatient shift, health care executives must understand the movement of 
procedures at a granular level, because the timing and magnitude of the transition is highly variable by service line, 
procedure and market. 

Service Line

The outpatient portion of procedures currently varies from 19% to 100% across service lines, with two-thirds of 
service lines already having 85% or more of procedures performed on an outpatient basis. 

2018 PROCEDURE VOLUME BY SERVICE LINE 

Procedure 

Within service lines, some procedures have already completely shifted to outpatient settings, others are in the midst 
of that transition and the remainder will stay in the inpatient setting. The “shifting” category includes procedures that 
are key to hospital margins.

The timing, extent and final destination of procedural site shifts are driven by a unique blend of factors that may 
speed up or slow down the transition: payer actions, physician alignment, facility/location/infrastructure realities, 
technology and consumerism. And even when one of these factors threatens to push procedures to a lower-cost 
site, underlying dynamics may slow that move. For example, when CMS removes a procedure from the inpatient only 
list, the result may not be a rapid OP shift—clinical concerns and physician practice patterns may outweigh payment 
pressure and keep the procedure in the hospital. 

Note: IP procedures defined as all major therapeutic, all minor therapeutic, and diagnostics: brain biopsy and diagnostics: diagnostic catheterization. OP procedures 
defined as all major procedures, all endoscopy, and diagnostics: diagnostic catheterization. ENT = ear, nose and throat. Sources: Impact of Change®, 2018; HCUP National 
Inpatient Sample (NIS). Healthcare Cost and Utilization Project (HCUP) 2015. Agency for Healthcare Research and Quality, Rockville, MD; OptumInsight, 2016; The following 
2016 CMS Limited Data Sets (LDS): Carrier, Denominator, Home Health Agency, Hospice, Outpatient, Skilled Nursing Facility; Claritas Pop-Facts®, 2018; Sg2 Analysis, 2018. 

Obstetrics

Infectious Disease

Neurosciences
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Pulmonology
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General Surgery

Orthopedics
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Vascular
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Gynecology

Gastroenterology

Urology

ENT

Ophthalmology
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69%
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100%
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82%

90%

95%

  2018 IP Volumes

  2018 OP Volumes
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The following pages present a detailed examination of orthopedics and spine, 
cardiovascular, gynecologic, and general medicine/general surgery procedures transitioning 

now in ways that have the potential to upend traditional health system finances.

Shifted Procedures 
(Predominately—90+% 

—OP Today)

Shifting Procedures  
(Will Be Predominately  

OP in 10 Years)

Procedures That Won’t Shift 
(Will Stay in IP Setting for 

Foreseeable Future) 

Cancer
Biopsy, lumpectomy, SRS,  
bone marrow transplant

Prostatectomy, mastectomy
Colon resection, lung 

resection

Cardiovascular 
Intracardiac catheter ablation, 

peripheral endovascular 
procedures

Elective diagnostic cath, PCI, 
pacemakers and ICDs

Emergent diagnostic cath

Dermatology
Benign skin lesion excision,  

Mohs surgery
Skin grafting, wound suturing

Large/invasive malignant skin 
lesion excision

Gastroenterology
Colonoscopy, upper GI 

endoscopy, hemorrhoidectomy, 
ERCP endoscopic procedures

Open and transrectal 
procedures of rectum 

Open and laparoscopic 
colectomy, complex rectal 

procedures

General Surgery
Groin hernia repair, liver  

needle biopsy

Appendectomy, abdominal wall 
hernia repair, cholecystectomy, 

thyroidectomy

Bariatric surgery, organ 
transplant

Gynecology
Hysteroscopy, colposcopy, 

endometrial ablation
Benign hysterectomy, pelvic 

floor repair
Malignant hysterectomy

Neurosciences
SRS for brain cancer, nerve blocks/ 

pain management injections
DBS for Parkinson and 

depression
Brain biopsy, cranial surgery

Orthopedics
Arthroscopy, carpal tunnel 
release, rotator cuff repair, 

trigger finger release, ACL repair

Primary knee replacement, 
primary hip replacement

Joint revisions, trauma

Pulmonology
Lung biopsy, bronchoscopy, 

pleural aspiration
Advanced lung endoscopic 

procedures
Lung resection, trachea 

procedures, VATS

Spine Pain injections
Cervical fusions, lumbar/ 
thoracic fusions, spinal 

decompression/laminectomy
Complex fusions

Urology
Cystoscopy, biopsy, vasectomy, 

endoscopic procedures of 
urethra, kidney stones

Benign prostatectomy 
Malignant prostatectomy, 
nephrectomy procedures

OP SHIFT STATUS OF SELECT PROCEDURES 

ACL = anterior cruciate ligament; cath = catheterization; DBS = deep brain stimulation; ERCP = endoscopic retrograde cholangiopancreatography; GI = gastrointestinal; 
ICD = implantable cardioverter defibrillator; PCI = percutaneous coronary intervention; SRS = stereotactic radiosurgery; VATS = video-assisted thoracic surgery.  
Source: Sg2 Analysis, 2019.
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DRIVERS OF SITE OF CARE SHIFTS FOR ORTHOPEDIC AND SPINE PROCEDURES

IP to Lower-Cost Sites

IP to Lower-Cost Sites

Orthopedics: IP to Lower-Cost Sites
Spine: Status Quo

Status Quo

Status Quo

Facility/Location/ 
Infrastructure

Physician Alignment

Technology

Payment/Payer Push

Consumerism

Note: Length of arrows/bars indicates degree of impact. Source: Sg2 Analysis, 2018.

While procedures in many other service lines have already 
moved to ambulatory settings, orthopedics and spine 
procedures are in the midst of a major OP shift. In fact, 
these will experience massive OP growth over the next 
10 years, which will necessitate capacity evaluation across 
all sites of care. Whether the transition is to the HOPD 
or an ASC will hinge in large part on physician alignment 
and their ownership of ASCs. For health systems, moving 

these cases out of the hospital means a significant hit to 
margins, but there may be reasons to take that hit: to free 
up capacity for more complex cases, to better compete 
with independent physicians or other hospitals, and/or to be 
more responsive to consumer needs. After all, it’s better to 
get some volume with a reduced margin than risk losing all 
these cases to a competitor.

2018 PROCEDURE LOCATION MIX 

Note: Analysis excludes 0–17 age group. See Appendix, page 35, for procedure definitions. Percentages may not add to 100% due to rounding. PT = physical therapy.  
Sources: Impact of Change®, 2018; HCUP National Inpatient Sample (NIS). Healthcare Cost and Utilization Project (HCUP) 2015. Agency for Healthcare Research and Quality, 
Rockville, MD; OptumInsight, 2016; The following 2016 CMS Limited Data Sets (LDS): Carrier, Denominator, Home Health Agency, Hospice, Outpatient, Skilled Nursing 
Facility; Claritas Pop-Facts®, 2018; Sg2 Analysis, 2018.

Primary Knee 
Replacement

 Primary Hip 
Replacement

Cervical Spinal Fusion

Lumbar/Thoracic Spinal 
Fusion

Spinal Decompression/ 
Laminectomy

2018 
Volumes

748K

527K

239K

254K

565K

  IP   Hospital OP   ASC

93% 3%3%

58% 7%34%

90% 3%6%

20% 17%63%

93% 3%3%

ORTHOPEDICS, SPINE PROCEDURES ON THE MOVE



Source: Sg2 Analysis, 2019. 

2018–2028 FORECAST; 
SITE OF CARE OUTLOOK

DRIVERS MAINTAINING  
THE STATUS QUO

DRIVERS MOVING  
VOLUMES TO  

LOWER-COST SITES

FUTURE LOCATION SHIFTS BY PROCEDURE

Primary knee replacement:

• IP discharges: –6%

• OP volumes: +1105%

Primary hip replacement:

• IP discharges: –1%

• OP volumes: +712%

Outlook
Overall, 53% of total joint 
replacements nationally will be OP  
in 10 years.  

• Facility capacity and operational 
feasibility may inhibit transition to 
ASC. These procedures require 
larger ORs and recovery spaces and 
availability of PT.

• High implant cost and low Medicare 
payment may limit interest in joint 
replacement for this population  
in ASCs.

• Increasing obesity rates and co-
morbid conditions will keep many 
patients in the HOPD.

• Surgeon ownership of ASCs 

• Removal of total knee 
arthroplasty from Medicare 
IP-only list leading to payer 
acceptance of joint replacement 
in ASC setting

• Bundled payment; payer  
steerage to high-value centers  
of excellence

• IP discharges: –24%

• OP volumes: +27%

Outlook
Most common spine procedure 
performed in the OP setting

• Some surgeons are more com-
fortable having hospital backup, 
including ICU and hospitalists. 

• Inadequate volumes to justify a  
half-day or all-day block at ASC

• Surgeon ownership of ASCs 

• Advances in anesthesia (eg, 
multimodal analgesia, enhanced 
recovery)

Cervical spinal fusion:

• IP discharges: –33%

• OP volumes: +90%

Lumbar/thoracic spinal fusion:

• IP discharges: –8%

• OP volumes: +211%

Outlook
Variability in procedure and patient 
complexity will result in slower 
migration of these procedures to 
the OP setting compared with more 
predictable orthopedic procedures.

• Clinical concerns and surgeon 
comfort may outweigh financial 
incentives of ASC ownership.

• Payer pressure for conservative 
management of back pain will 
increase complexity of surgical 
patients.

• High implant cost and low Medicare 
payment may limit interest in spine 
fusion for this population in ASCs. 

• Postsurgical observation 
requirements (eg, 6-hour cervical 
fusion recovery) may limit ASC 
volumes.

• High-cost technology needs (eg, 
robot, advanced imaging) will slow 
OP shift.

• Surgeon ownership of ASCs

• Advanced anesthesia and surgical 
technique (eg, long-acting 
nerve blocks, minimally invasive 
surgery) 

• Physician comfort with/clinical 
feasibility of performing single-
level fusions, which involve less 
patient trauma, in ASCs 

Primary Knee  
Replacement,  
Primary Hip  
Replacement

Spinal  
Decompression/ 
Laminectomy

Cervical Spinal 
Fusion, Lumbar/ 
Thoracic Spinal 
Fusion
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Although a solid majority of CV procedures are classified 
as OP, they have stayed on the hospital campus due to 
physicians’ desire to keep these typically high-risk cases 
close to IP resources in case of emergency. Volumes of 
lower-risk, elective cases that might be safely performed 
in ASCs or OBLs remain quite limited in all but those 
markets with an outsized CV catchment area. And only a 
small (but growing) number of markets have independent 

physician groups with the capital (either their own or 
investors’) needed to outfit a CV-focused ASC. Even 
health systems may lack the volumes to justify such an 
investment. Pushing procedures to an ASC or OBL would 
make sense only if the system has significant capacity 
constraints on campus or is aggressively pursuing CV 
bundles or other value-based models.     

DRIVERS OF SITE OF CARE SHIFTS FOR CV PROCEDURES

IP to Lower-Cost Sites

IP to Lower-Cost Sites

Status Quo

Status Quo

Note: Length of arrows/bars indicates degree of impact. Source: Sg2 Analysis, 2018.

Status Quo

Facility/Location/ 
Infrastructure

Physician Alignment

Technology

Payment/Payer Push

Consumerism

Note: Analysis excludes 0–17 age group. See Appendix, page 34, for procedure definitions. Percentages may not add to 100% due to rounding. CON = Certificate of Need;  
EP = electrophysiology; OBL = office-based laboratory; STEMI = ST-elevation myocardial infarction. Sources: Impact of Change®, 2018; HCUP National Inpatient Sample 
(NIS). Healthcare Cost and Utilization Project (HCUP) 2015. Agency for Healthcare Research and Quality, Rockville, MD; OptumInsight, 2016; The following 2016 CMS Limited 
Data Sets (LDS): Carrier, Denominator, Home Health Agency, Hospice, Outpatient, Skilled Nursing Facility; Claritas Pop-Facts®, 2018; Sg2 Analysis, 2018.

2018 PROCEDURE LOCATION MIX 

Diagnostic 
Catheterization

Percutaneous Coronary 
Intervention

Pacemakers and 
Implantable Defibrillators

Intracardiac Catheter 
Ablation

Peripheral Endovascular 
Procedures 

2018 
Volumes

1.9M

851K

600K

272K

1.1M

  IP   Hospital OP   ASC   Office

24% 74% 2%

28% 70%

14% 85%

11% 39% 49%

46% 54%

1%

CARDIOVASCULAR PROCEDURES ON THE MOVE

2%



FUTURE LOCATION SHIFTS BY PROCEDURE

• IP discharges: –5%

• OP volumes: –13% 

Outlook
• With 12 related codes now Medicare 

approved for ASC payment, this 
volume has the potential to shift 
from HOPD to ASC.

• Overall percent of volume in ASCs  
in 10 years may be between 5% and 
15% nationally, with rates varying 
significantly by state due to CON laws. 

• Ambulatory capacity, patient acuity, 
local regulations may limit the 
volume shift. 

• Physician workflows and comfort 
level/risk aversion will keep 
procedures near hospital. 

• Required technology (fluoroscopy) 
is too costly for many ASCs. 

• Highly specialized nonphysician 
workforce tends to be hospital-
employed. 

• As cath lab case mix becomes 
more diverse, capacity 
constraints may push low-acuity 
volumes to ASC.  

• If entrepreneurial independent 
physicians or outside investors 
with deep pockets make 
technology investments in ASCs, 
this volume could shift.  

• IP discharges: +10% 

• OP volumes: +51%

Outlook
Not Medicare approved for ASC 
reimbursement

• Ablation often requires technologies 
(fluoroscopy, 3D mapping, cryo-/
radiofrequency ablation) that 
generally are too costly for ASCs.

• Specially trained EP staff are needed.

• Simple ablations that don’t cross 
to the left atrium could shift to 
ASC with appropriate technology 
and staffing investment.

• IP discharges: –3%

• OP volumes: +3%

Outlook
• Emergent patients (STEMIs) remain 

on the IP-only list.

•  
could shift to ASCs, moving up to 10% 
of HOPD volumes (5% of total PCI 
volumes) over the next 10 years.

• Regulations and the need for 
OR access in case of emergency 
conversion to an open procedure 
limit OP shift. 

• Cultural/physician resistance to 
adopt updated protocols and 
techniques that enable shorter 
LOS or same-day discharge slow 
migration to OP sites.

• Physician/regulatory support is 
growing for low-risk elective PCI 
in a lower-cost setting.

• Bundled payment will continue 
to expand.

• IP discharges: –5% 

• OP volumes: +28%

Outlook
• Currently Medicare approved for 

ASC reimbursement  

• Overall percent of volume in ASCs 
nationally in 10 years may be 15%  
to 25%.

• Physician employment and costly 
tech requirements keep these 
volumes firmly planted in HOPD.  

• If diagnostic cath starts to move 
to ASCs, pacemaker/defibrillator 
volumes may follow, given the 
overlap in required technology 
and equipment.

• Many of these procedures, 
especially battery changes, are 
clinically appropriate to perform 
outside of hospital.

Diagnostic 
Catheterization

Intracardiac 
Catheter 
Ablation

Percutaneous 
Coronary 
Intervention

Pacemakers 
and Implantable 
Defibrillators

• IP discharges: –2% 

• OP volumes: +25%

Outlook
Unlike other procedures experiencing 
a payment-status-only OP shift, low-
acuity peripheral atherosclerosis cases 
will increasingly be performed in a 
true off-campus ambulatory setting.

• Advances in minimally invasive, 
catheter-based procedures (eg, drug-
eluting balloon) have moved many 
complex cases from IP to HOPD 
status, where they will largely remain.

• Shift of less complex cases to 
OBL requires additional space and 
investment in imaging equipment.  

• Better reimbursement will 
support growth in the office, 
especially if more organizations 
create an ASC/OBL facility (see 
case study page 32).  

Peripheral 
Endovascular 
Procedures 

2018–2028 FORECAST; 
SITE OF CARE OUTLOOK

DRIVERS MAINTAINING  
THE STATUS QUO

DRIVERS MOVING  
VOLUMES TO  

LOWER-COST SITES

Elective PCIs with a same-day discharge 

Source: Sg2 Analysis, 2019. 
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Impactful site shifts are feasible even within clinical areas 
already squarely in the OP domain. In gynecology, in 
which 94% of procedures already are performed in OP 
settings, a dramatic shift from the HOPD will occur over 
the next decade. Select procedures are moving not to 

ASCs but instead directly to gynecologists’ offices. Chief 
driving factors include less capital-intensive technology 
and facility requirements as well as consumer preferences 
for convenient, lower-cost sites for obtaining these largely 
elective services. 

Note: Analysis excludes 0–17 age group. See Appendix, page 34, for procedure definitions. Percentages may not add to 100% due to rounding. MIS = minimally invasive 
surgery. Sources: Impact of Change®, 2018; HCUP National Inpatient Sample (NIS). Healthcare Cost and Utilization Project (HCUP) 2015. Agency for Healthcare Research 
and Quality, Rockville, MD; OptumInsight, 2016; The following 2016 CMS Limited Data Sets (LDS): Carrier, Denominator, Home Health Agency, Hospice, Outpatient, Skilled 
Nursing Facility; Claritas Pop-Facts®, 2018; Sg2 Analysis, 2018.

2018 PROCEDURE LOCATION MIX 

DRIVERS OF SITE OF CARE SHIFTS FOR GYNECOLOGIC PROCEDURES

To Lower-Cost Sites

To Lower-Cost Sites

Status Quo

Status Quo

Note: Length of arrows/bars indicates degree of impact. Source: Sg2 Analysis, 2018.

Status Quo

Facility/Location/ 
Infrastructure

Physician Alignment

Technology

Payment/Payer Push

Consumerism

Pelvic Floor Procedures 

Nonmalignant 
Hysterectomy

Hysteroscopy

Endometrial Ablation

Lumpectomy/ 
Mastectomy 

2018 
Volumes

339K

590K

676K

230K

601K

  IP   Hospital OP   ASC   Office

4% 88% 7%

65% 18% 17%

70% 14% 17%

7% 80% 12%

20% 78% 2%

GYNECOLOGIC PROCEDURES ON THE MOVE

1%

1%

1%



Sources: Intuitive Surgical website. Accessed November 2018; Sg2 Analysis, 2019. 

2018–2028 FORECAST; 
SITE OF CARE OUTLOOK

DRIVERS MAINTAINING  
THE STATUS QUO

DRIVERS MOVING  
VOLUMES TO  

LOWER-COST SITES

FUTURE LOCATION SHIFTS BY PROCEDURE

• IP discharges: –35% 

• OP volumes: +17%

Outlook
OP services will see growth due to 
demographic shifts, unmet need and 
increasing awareness.

• Specialist employment is common. 

• Aging, higher-risk patients will 
require a hospital-based setting.

• Urogynecologists are less tied to 
the hospital; a growing number 
own ASCs.

• MIS therapies for pelvic floor 
disorders are evolving.

• Gynecologists are becoming 
more subspecialized. 

• Patients favor convenient sites 
and medi-spa services for 
these highly consumer-driven 
procedures.

• IP discharges: –9% 

• OP volumes: +20%

Outlook
These are key procedures in the 
breast cancer System of CARE, 
funneling high-margin downstream 
volume (eg, radiation therapy, 
chemotherapy).

• Breast surgeons are most often 
employed.

• Higher-risk mastectomy patients 
will require IP care with post-
surgical support.

• Some mastectomies done in the 
IP OR will be classified as OP/ 
observation due to declining LOS.

• Stereotactic breast biopsy could 
move to ASCs.

• Independent breast surgeons 
could take additional 
lumpectomies to ASC.

• Consumerism makes freestanding 
cancer centers attractive.

• IP discharges: –13% 

• OP volumes: +5%

Outlook
Less invasive treatment options have 
lowered overall use rate. 

• Ob/gyns who also deliver babies 
prefer to stay close to the hospital.

• About a quarter of benign 
hysterectomies are performed using 
robotic surgery.

• Drivers include: 

 — Small but growing group of 
MIS gyn surgeons with little 
need for hospital setting

 — Improved care coordination 
and widespread adoption of 
laparoscopic procedures for 
uterine cancer

 — Emerging hysterectomy 
bundles

Hysteroscopy:

• OP volumes: +5%

Endometrial ablation

• OP volumes: +3%

Outlook
Procedures are being replaced by less 
invasive treatment, moderating overall 
procedural growth.

• Approximately 1 in 5 patients are 
too high risk to move out of the 
hospital. This proportion will fall 
slightly over the next 10 years.

• Organizational conscious-sedation 
protocols make it difficult for 
employed physicians to shift these 
procedures to office setting.  

• Employed ob/gyns must use hospital’s 
anesthesia service, which can deter 
shifting procedures to office.

• Trained medical assistants and 
anesthetists are required.

• State regulations may apply. 

• Physician desire to maximize 
volumes of office-based 
procedures and payer incentives 
for independent physicians favor 
move to office rather than ASC.

• Independent ob/gyns can contract 
with independent anesthetists.

• Equipment needed is relatively 
inexpensive or can be rented on 
a per-procedure basis.

Pelvic Floor 
Procedures 

Lumpectomy/ 
Mastectomy 

Nonmalignant 
Hysterectomy

Hysteroscopy, 
Endometrial 
Ablation 
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Encompassing a mixture of specialties, these 
procedures are at different points along the transition 
from IP to lower-cost sites. Gastroenterology and 
urology procedures already have a very prominent ASC 
fingerprint, to the financial benefit of these physicians. 
Heightened payment incentives beyond physician 
ownership will shift more of these volumes  

to lower-cost sites. Common general surgery 
procedures (eg, appendectomy, cholecystectomy, 
hernia repair) are poised to shift further to ASCs due 
to clinical advancements that make the procedures 
less emergent and relatively low technology/equipment 
barriers to entry. Finally, bariatric surgery is the 
outlier—likely to remain IP for years to come.

Note: Analysis excludes 0–17 age group. See Appendix, page 35, for procedure definitions. Percentages may not add to 100% due to rounding.  
Sources: Impact of Change®, 2018; HCUP National Inpatient Sample (NIS). Healthcare Cost and Utilization Project (HCUP) 2015. Agency for Healthcare Research and 
Quality, Rockville, MD; OptumInsight, 2016; The following 2016 CMS Limited Data Sets (LDS): Carrier, Denominator, Home Health Agency, Hospice, Outpatient, Skilled 
Nursing Facility; Claritas Pop-Facts®, 2018; Sg2 Analysis, 2018.

2018 PROCEDURE LOCATION MIX 

DRIVERS OF SITE OF CARE SHIFTS IN MEDICINE, SURGERY

IP to Lower-Cost Sites

IP to Lower-Cost Sites

Status Quo

Status Quo

Note: Length of arrows/bars indicates degree of impact. Source: Sg2 Analysis, 2018.

Status Quo

Facility/Location/ 
Infrastructure

Physician Alignment

Technology

Payment/Payer Push

Consumerism

Upper GI Endoscopy

Colonoscopy

Appendectomy

Cholecystectomy

Hernia Repair 

Bariatric Surgery

Cystoscopy

2018 
Volumes

8.4M

16.5M

329K

1.0M

1.3M

229K

4.8M

  IP   Hospital OP   ASC   Office

43% 53% 4%

34% 65%

29% 64% 7%

9% 75% 16%

36% 59% 5%

2%85% 12%

50%34% 16%

MEDICINE, SURGERY PROCEDURES ON THE MOVE

1%



2018–2028 FORECAST; 
SITE OF CARE OUTLOOK

DRIVERS MAINTAINING  
THE STATUS QUO

DRIVERS MOVING  
VOLUMES TO  

LOWER-COST SITES

FUTURE LOCATION SHIFTS BY PROCEDURE

Upper GI endoscopy

• IP discharges: NA*

• OP volumes: +19%

Colonoscopy: 

• IP discharges: NA*

• OP volumes: 17%

Outlook
• These are consistently among the 

top 3 procedures performed in ASCs 
by volume.

• Growth will be moderated by 
precision diagnostics (liquid biopsies, 
Cologuard) replacing procedures.

• Employment among gastro-
enterologists is increasing.

• Complicated colonoscopies are 
done in the HOPD. 

• Gastroenterologists’ equity 
in ASCs is substantial; 22% of 
ASCs are gastroenterology 
focused.

• Supergroups are on the rise. 

• Funding by outside investors is 
expanding.

• These procedures appear 
on ASC-only lists in some 
commercial insurance plans. 
However, payment pressure is 
highly variable by market.

Upper GI 
Endoscopy, 
Colonoscopy 
excluding 
cancer

• IP discharges: NA*

• OP volumes: +20%

Outlook
Urologists are increasingly 
subspecializing, with some 
subspecialties more tied to the HOPD 
than others.

• Expensive equipment is needed. • Rise of supergroups supports 
shift to ASC and office.

Cystoscopy 

Appendectomy

• IP discharges: –26%

• OP volumes: +24%

Cholecystectomy

• IP discharges: –5%

• OP volumes: +12%

Hernia repair

• IP discharges: –4%

• OP volumes: +7%

Outlook
Strong OP growth provides 
opportunity for ASCs as clinical 
advancements lower procedure acuity.

• General surgeons who treat both 
inpatients and outpatients prefer 
HOPD to ASC to minimize drive 
time. 

• Need for regional/general 
anesthesia, sterile environment 
slows shift from ASC to office. 

• About 15% to 20% of appendicitis 
and cholecystectomy cases and  
10% of hernia cases are too severe 
to shift OP. 

• Drivers include:

 — Medical treatment that 
converts urgent/emergent 
appendectomy to 
laparoscopic OP procedure

 — Continued growth of 
laparoscopic and other  
MIS technologies that enable 
OP shift

 — Surgeon equity in ASCs

 — Payer/employer steerage

Appendectomy, 
Cholecystectomy, 
Hernia Repair 

• IP discharges: +11%

• OP volumes: +1%

Outlook
Although IP settings will predominate, 
all sites will see growth, particularly in 
the short-term (10% by 2023).

• High-risk patient population 
necessitates IP postsurgical support.

• Requirement for anesthesia and 
a sterile environment keeps 
procedures IP.

• Value-based care contracts 
incent the use of lowest-cost site. 

Bariatric Surgery

*NA = not available: Sg2’s Impact of Change® (IoC) forecast does not break out or forecast imaging procedures in the IP setting as they are often one of many components of the overall stay.  
Sources: Medicare Payment Advisory Commission. Report to the Congress: Medicare Payment Policy. March 2018; Dyrda L. 100 things to know about ASCs. Becker’s ASC Review. August 24, 2017; 
Sg2 Analysis, 2019.
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MARKETS VARY IN MAGNITUDE AND TIMING OF SHIFT 

The downshift to lower-cost sites also differs widely state by state and market by market, adding further complexity 
to the ambulatory procedure landscape. Sg2’s Impact of Change forecast models several market-specific factors that 
significantly affect how volumes will change locally, enabling a hyperlocalized demand forecast. 

One of these local factors is the market timing of the OP shift of primary joint replacement procedures, which are 
in rapid transition—and an important contributor to the hospital’s bottom line. Although we expect some joint 
replacement surgeries to downshift in all areas, markets will feel these effects over different time horizons.

Sources: National Conference of State Legislatures website. Accessed November 2018; Health Intelligence Company, LLC; OptumInsight; IQVIA; Sg2 Analysis, 2018.

ADOPTION OF OP TOTAL JOINT REPLACEMENT

FAST MARKETS

In fast markets, more than 10% of commercial total joint 
replacements are already performed in the OP setting. 
These markets will see an accelerated shift within the 
next 3 years. The rising influence of large independent 
physician groups, fewer roadblocks to building ASCs 
and a greater proportion of healthier commercial 
populations have contributed to the speed of change.

AVERAGE MARKETS

Average markets have 5% to 10% of commercial total 
joint replacements performed in OP sites. The bulk of 
the OP shift will happen in the next 3 to 5 years.

SLOW MARKETS

Slow markets have yet to shift their lower-acuity, 
commercial total joint replacements to the OP 
space (ie, fewer than 5% of commercial total joint 
replacements are OP). These markets may be restricted 
by CON regulations, have a more acute case mix and/
or include a high percentage of Medicare/Medicaid 
patients. OP shift in these markets is expected be more 
long-term (5 to 8 years).
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Sources: National Conference of State Legislatures website. Accessed November 2018; Health Intelligence Company, LLC; OptumInsight; IQVIA; Sg2 Analysis, 2018.

PACE OF SHIFT

Fast
National Average
Slow
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In addition to wide variation across service lines, procedures and markets, the timing and magnitude of OP shift 
differ even between hospitals within a system and, ultimately, among individual physicians. To project and prepare for 
the financial impact of a potential OP shift of the high-margin procedures that are the mainstay of the organization’s 
bottom line, health care leaders must go beyond traditional analyses and explore more granular details.

Traditional Metrics

For example, to estimate the financial impact of OP shift of total knee replacement, an executive would begin with 
traditional, backward-looking metrics: volumes, payer mix, revenue, cost and contribution margin (CM) over the past 
few years. Contribution margin will of course depend on payer mix, contracted rates and costs, but if cases begin to 
shift to a lower-acuity site, margins will likely shrink, taking a substantial bite out of hospital profit. Even the potential 
topline change from a site shift, shown below for Medicare patients only, is significant. And cases that shift to an ASC 
may be lost to the health system altogether.

IMPACT OF SITE SHIFT ON REVENUE, TOTAL KNEE REPLACEMENT

DIG DEEPER TO UNDERSTAND VULNERABLE VOLUMES 

Note: Based on national Medicare facility payment rates. Full HOPD = on-campus or excepted HOPD, ie, sites operating before December 2015 and therefore 
exempted from site-neutral payment policies. Also termed “grandfathered”; site-neutral HOPD = nonexcepted off-campus HOPD. Sources: CMS. Hospital outpatient 
prospective payment—notice of final rulemaking with comment (NFRM). Addenda A-B. November 21, 2018; CMS. Ambulatory surgical center payment—notice of final 
rulemaking with comment period (NFRM). Addendum AA. November 21, 2018; CMS. FY 2019 final rule and correction notice tables. Accessed November 2018.

IP  
(DRG 470)

Full HOPD  
(CPT 27447; APC 5115)

Site-Neutral HOPD 
(CPT 27447; APC 5115)

ASC ASC-based partial  
knee replacement  
(CPT 27446) for 

comparison

$12,149
$10,714

$4,286

$7,693

Not covered by 
Medicare in ASC

DIFFERENCE FROM IP–12%

–65%

–37%
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More Granular Metrics

Traditional pro formas are limited. To truly understand potential OP shift, executives must go deeper and determine: 

Again looking at joint replacement surgeries, the percentage of cases with a 1-day LOS is a leading 
indicator of volumes that could easily shift OP.

In this example, around 20% of cases at Hospital 1 have had a l-day LOS for the past 2 years. 

By contrast, half the cases at Hospital 2 (within the same system) have had a 1-day LOS.

WHAT PORTION OF THE IP BUSINESS IS READY TO SHIFT? 1

Outpatient shift is going to happen one way or 
another....You have to manage the financial impact.

 —VP, Ambulatory Services

TOTAL JOINT REPLACEMENT VOLUMES, 2016–2018

Hospital 1 Hospital 2

2016 2017 2018 2016 2017 2018

Total cases 489 430 420 916 921 1,036

Cases with 1-day LOS 46 102 84 371 457 530

1-day LOS cases as % of total 9% 25% 20% 41% 50% 51%
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In Hospital 1, the number of 
1-day LOS cases is relatively 
low, and the surgeon with the 
largest share of these (Dr A) 
accounted for only 38 cases 
in 2018. 

But in Hospital 2, which has 
much higher volumes, a single 
very productive surgeon (Dr 
E) was responsible for 58% of 
short-stay cases—a whopping 
310 procedures. 

Further research at this 
granular level reveals Dr E is 
approaching retirement and 
has equity in an unaffiliated 
ASC, where half of this 
physician’s procedures are 
performed. 

These individuals are key to the health system’s options for protecting volumes, revenue and margin. Is this 
practice pattern widely distributed or limited to just a few physicians? If the latter, to what degree do they 
dominate the current caseload? 

WHICH PHYSICIANS ARE DOING THE MOST CASES WITH A 1-DAY LOS?2

Potential impact 
to margin: 

Average CM/case 
for Hospital 2: $3,000 $930,000

Hospital 1

2016 2017 2018

Total cases 489 430 420

Cases with  
1-day LOS

46 102 84

1-day LOS cases 
as % of total

9% 25% 20%

Hospital 2

2016 2017 2018

Total cases 916 921 1,036

Cases with 
1-day LOS

371 457 530

1-day LOS cases 
as % of total

41% 50% 51%

Does payer mix differ between 1-day and longer cases? Are the age and comorbidities of the patients (common 
eligibility criteria for the OP setting) revealing? Chances are, those with a shorter LOS are younger, healthier 
commercial patients, which means there is even more to lose in contribution margin. 

An analysis of the potential for OP shift at this detailed level allows executives to tailor their ambulatory procedure 
strategy to the specifics of the hospital and service line. For example, in the case of Hospital 2, strategic responses 
might be to hire a surgeon to succeed Dr E and to explore partnership with the unaffiliated ASC. 

WHO ARE THE PATIENTS?3

Number %

Dr A 38 45

Dr B 19 23

Dr C 12 14

Dr D 10 12

All others 5 6

Number %

Dr E 310 58

Dr F 40 8

Dr G 38 7

Dr H 54 10

Dr I 24 5

All others 64 12

VOLUMES WITH 1-DAY 
LOS BY SURGEON, 2018

TOTAL JOINT REPLACEMENT 
VOLUMES, 2016–2018

What would be the impact of losing those 310 cases? 
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• High/growing percentage of volumes at a 
1-day LOS

• High/growing percentage of CM from 
procedures with a 1-day LOS

• Large portion of 1-day LOS volumes 
contributed by top 1 or 2 surgeons

• A well-developed System of CARE with 
ample OP procedure sites connected by 
robust, efficient triage/navigation 

• Strong physician alignment 

• Leading cost, quality and market performance 

• High patient and physician satisfaction

TO SET STRATEGIC PRIORITIES, ASSESS VULNERABILITY 
AND CAPABILITIES 

A fine-grained analysis of potential OP shift clarifies the organization’s vulnerabilities. But with OP procedures 
growing at double- or even triple-digit rates, there will be winners amid this transition. Capitalizing on this 
growth will depend on implementing strategies that address vulnerabilities but also leverage the organization’s 
counterbalancing capabilities.

STRATEGIC PRIORITIES BASED ON ORGANIZATIONAL VULNERABILITY AND CAPABILITIES

ORGANIZATIONAL VULNERABILITY 
IN THE PROCEDURE MARKET

KEY CAPABILITIES FOR CAPTURING 
PROCEDURE GROWTH

BEHIND THE MARKET

AHEAD OF THE MARKET

TIME TO GET READY

WELL PLACED FOR TRANSITION

• Leverage your unique value proposition to 
gain OP market share.

• Double down on value-based contracts 
and direct-to-employer strategy.

• Promote your capabilities to consumers.

• Maximize IP volumes for as long as possible.

• Deliberately plan your ambulatory footprint.

• Cement ties with physicians.

• Leverage your assets to gain OP market share.

• Backfill IP capacity.

• Maintain strong physician alignment.

• Expand partnerships.

• Differentiate from competitors on network 
and quality.

• Rapidly partner to shore up physician 
alignment and accelerate development  
of assets.

• Radically reduce cost structure in HOPD.

HIGH

LOW

LOW HIGH

C
ur

re
nt

 C
ap

ab
ili

tie
s

Vulnerability
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BUILDING BLOCKS  
STRENGTHEN CAPABILITIES 

While the priorities for each organization will vary depending on its vulnerability and capabilities, 
recurring themes—value (ie, cost and quality), capacity, physician alignment, partnerships—play 
out across all 4 quadrants. In fact, these recurring themes constitute interlocking building blocks 
for success in the ambulatory procedure arena. 

BOOST 
EFFICIENCY  
AND VALUE

EXPAND  
AND OPTIMIZE 

CAPACITY

STRENGTHEN 
PHYSICIAN 

RELATIONSHIPS

LEVERAGE 
PARTNERSHIPS

The following pages examine these building blocks in greater detail.  
Note, however, that the building blocks reinforce one another: boosting 
efficiency expands capacity and strengthens physician relationships;  
expanding capacity increases value; partnerships strengthen physician 
relationships and expand capacity. 
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A “focused factory” approach, already predominant in 
ASCs, can increase the efficiency of hospital-based 
procedure sites. 

• Don’t mingle IP and OP cases in the same ORs. 

• Work with physicians to develop patient selection 
guidelines and prehabilitation or other programs to 
help patients achieve optimal outcomes.

• Cluster like procedures. For example, admitting all 
total joint replacement patients on the same day  
allows for specialized OR teams, which in turn reduce 
OR times and surgeon downtime between cases. 

• Craft a predictable OR experience for surgeons  
and staff with intelligent block times, predictable 
surgery scheduling, on-time starts and short room 
turnover times. 

• Create a dedicated postsurgical staff and protocols, 
including set discharge criteria. Standardize discharge 
planning and PAC placement.

Value strengthens the organization’s market performance. 
Being a high-quality, low-cost provider attracts consumers, 
employers and payers to the health system. 

• Be prepared to demonstrate high quality across all sites 
of care, not just the IP environment. 

• Understand how the organization’s costs across sites 
compare to those of other provider systems. Promote 
lower costs to health care buyers. If necessary, be 
ready to justify higher costs. 

• Maintain a consumer focus to enhance the patient 
experience. Special parking and dedicated check-in for 
HOPD patients help replicate the convenience of ASCs. 
Attention to pre- and postoperative care promotes 
patient satisfaction—and satisfied patients are great 
ambassadors for the health system.

• Develop a pricing strategy for price-sensitive, 
shoppable procedures such as primary joint 
replacement, advanced imaging, colonoscopy, cervical 
and lumbar/thoracic spinal fusion, bariatric surgery, 
hernia repair, and hysterectomy to appeal to employers 
and patients. Sg2’s CARE Grouper identifies and 
flags these price-sensitive procedures within an 
organization’s data. This analysis can then be paired 
with the IoC forecast to model future demand based 
on increasing economic responsibility shifting to 
patients through the consumerism market factor.

• Ensure the cost structure of the HOPD, and especially 
any ASCs, is in line with payment. Capital costs for the 
facility itself and for equipment must be kept in check. 
Executives must negotiate aggressively to keep costs 
for supplies, including physician-preference items such 
as implants, at an appropriate level. ASC labor costs 
can be lower than in high-acuity facilities, given surgery 
centers’ more predictable and desirable working hours 
and environment.

BOOST EFFICIENCY AND VALUE
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DESIGN CONSIDERATIONS 
FOR NEW BUILDS

If the organization’s needs and 
opportunities justify a new facility, make 
sure it is designed to meet the needs of 
patients, physicians, staff and the health 
system for years to come.

• Build for flexibility. Consider all possible 
future uses of the facility, including the 
need to care for higher-acuity patients. 

 — When a health system in the 
Midwest built an ASC to meet 
rising demand in a market with 
aging facilities, its plan was 
eventually to transform the new 
site into a replacement hospital. 
Therefore, the building was 
designed to meet more stringent 
inpatient construction codes and 
included the infrastructure needed 
for inpatient care.  

• Plan for observation beds in any new 
procedure site.

• Understand physicians’ wants and 
needs—from site location to how 
far their patients have to walk for 
x-rays. Involve physicians in planning 
the new building, then enlist their aid 
in promoting it to patients and the 
community.

• Consider the expectations and desires 
of the nonphysician workforce for 
ease of access and an improved work 
environment including natural light and 
even views of nature.

Given the strong OP growth predicted in all service lines and at all sites 
(see page 2), an important priority of the procedural strategic plan is 
to ensure the organization has sufficient capacity at appropriate sites 
for the future. Capacity calculations must account for not only organic 
procedure growth but also increases in market share and procedural 
downshift. For example, if a CMS policy change suddenly drives some 
procedures from the HOPD to lower-cost facilities, does the health 
system have the sites to accommodate them? 

• Strengthen the System of CARE so that all sites work together  
to maximize capacity, maintain margins and enhance growth.  
(See Partnership Bolsters Atrium Health’s Spine System of CARE, 
Increasing Hospital and ASC Volumes, page 28.) 

• Ensure effective patient triage and navigation not only across sites but 
also throughout the patient’s journey from pre-procedure preparation 
to post-acute care. In this, health systems have an advantage in that 
they likely already have the infrastructure, staff and processes in place 
for seamless integration across the care continuum. 

EXPAND AND OPTIMIZE CAPACITY

Make [new facilities] as 
flexible as possible because you 
don’t know how you will be 
reimbursed in the future.

 —Scott Lindvall, Vice President,  
 HGA Architects and Engineers
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BUILDING BLOCKS STRENGTHEN CAPABILITIES 
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To optimize the capacity of the procedural footprint, understand the key considerations for each site.

ASC: REDEFINE AS AN EXTENSION OF THE 
HEALTH SYSTEM, NOT A COMPETITOR

• As procedures continue to transition to ASCs, having 
equity in these sites keeps the health system in the 
game. (See UnityPoint Health - Trinity JV With  
Surgery Center Enlarges IP and OP Capacity, page 
30.) And a trusted brand that spans sites and services 
gives health systems a competitive advantage over 
nonaffiliated ASCs. 

• Location is another key consideration. 

 — Some commercial real estate firms have 
algorithm-based tools to analyze geographies 
and demographics from a retail perspective. 
Overlaying this analysis with a mapping of current 
facilities and projected demand growth could 
indicate attractive locations for new ASCs. 

 — It’s best to keep the ASC within 10 miles—
preferably closer—of an acute care hospital. 

 — With ASCs’ average commercial payer mix at 65%, 
local demographics often are an important factor in 
site selection to attract consumers most receptive 
to care at these locations as well as a favorable 
payer mix. 

INPATIENT OPERATING ROOM: BACKFILL 

• Health systems whose ORs are at capacity can 
take advantage of the OP downshift by replacing 
lower-acuity, shorter-stay procedures with higher-
complexity, higher-acuity cases appropriate to the IP 
setting. (See Advocate Aurora Health Builds ASCs to 
Address Capacity, Access, Consumerism, Growth, 
page 29.) 

• Shifting cases OP may also allow more efficient 
operation of the IP OR, perhaps reducing staff 
overtime and/or increasing quality scores by getting 
critical patients into the OR faster.

• Newly available OR time could be leveraged to 
strengthen relationships with surgeons. For example, if 
block time is underutilized, physician liaison or business 
development teams could shop that time to splitters 
who send 50% to 75% of their cases elsewhere and/or 
to those who formerly were strong users but whose 
activity has dropped off. 

HOPD: MIND THE GRANDFATHER REQUIREMENTS

• In addition to maximizing HOPD efficiency, 
organizations must keep in mind the regulations 
affecting off-campus HOPDs. In past years, health 
systems could acquire off-campus facilities and convert 
them to HOPDs. With CMS’s adoption of site-neutral 
payment policies, this is no longer possible. Therefore, 
the reduced payment rates must be factored into any 
new acquisitions. 

• These policies also limit expansion of grandfathered 
off-campus HOPDs (sites operating before 
December 2015 and therefore excepted from site-
neutral payment). Before renovating or expanding 
grandfathered off-campus HOPDs, organizations must 
consider whether the change will result in the facility 
losing its excepted status—and what the financial 
consequences of that loss would be. 

OFFICE-BASED LAB: MAXIMIZE SPECIALIST TIME 

• OBLs often face capacity constraints and long wait 
times for appointments. Workforce solutions may ease 
backlogs and allow specialists to be more productive. 
(See McLeod Health Expands PA Role to Ease 
Capacity Constraints and Unleash Growth, page 31.) 
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BUILDING BLOCKS STRENGTHEN CAPABILITIES 

Any ambulatory procedure strategy depends on positive relationships with physicians. Procedure volumes across the 
health system are in large part the sum of physician choices to use the system’s facilities. As illustrated in the example 
on pages 17 and 18, even a single surgeon can have a huge financial impact. 

• Explore the full range of physician alignment models—
everything from gainsharing to employment—to 
determine which structures best reinforce the 
organization’s ties with the physicians who perform 
procedures and with referring physicians. Also, weigh 
the sustainability of the relationship—some alignment 
vehicles, such as medical directorships, are more 
short-term; others, like clinically integrated networks, 
are a longer-term commitment. 

• Watch for and respond to competitor actions or 
new market entrants that could jeopardize existing 
relationships.

• At the service line level, understand individual 
physicians’ volumes, practice patterns, age and 
motivators. 

• Keep physicians loyal by making their lives easier.  
The efficiency efforts discussed earlier help to  
cement allegiance. 

• Consider whether big-ticket incentives make sense. 
For example, a health system seeking to build up its 
spine program lured a new spine surgeon with an 
income guarantee—and the purchase of a surgical 
robot. Such extreme measures won’t be needed in 
most cases, but it’s worth examining the trade-offs 
between sweeteners for physicians and the health 
system’s procedural margins.

• Finally, don’t forget the top of the funnel: referring 
physicians. Are affiliated physicians actually keeping 
patients within the system? Leakage can mean big 
dollar losses.

STRENGTHEN PHYSICIAN RELATIONSHIPS

ANALYTICS REVEAL POTENTIAL ALIGNMENT/PARTNERSHIP OPPORTUNITIES

To better understand the outpatient spine market, the 
hypothetical Aurelia Health System examined the IP and 
OP market share of various physician practices. Using Sg2’s 
Ambulatory Market Strategist (AMS) for OP volumes and 
state data for IP discharges, Aurelia executives learned that 
independent physician groups Neurosurgery and Spine 
Associates and Prairieland SpineCare Group accounted for 
the majority of spinal fusion procedures. Aurelia’s employed 
spine surgeons and a variety of other practices with smaller 
shares of the market made up the remainder (see Step 1: 
Initial Patient Evaluation in the graph on the next page). 

The next step was to explore the practice patterns of 
the 2 predominant groups. Using Sg2 Patient Flow™, the 
health system’s leaders learned nearly all Neurosurgery 
and Spine Associates’ patients are undergoing surgery in IP 
settings, mostly at Aurelia Hospital (see Step 2: Surgery). 
By contrast, Prairieland SpineCare Group has already 

transitioned to a more OP-focused practice pattern, with 
half of its spine procedures now performed in OP settings. 
While a majority of this group’s IP spine procedures are 
coming to Aurelia Hospital, competitor hospitals make up 
a substantial portion. More important, all this group’s cases 
being performed in the ASC setting are being done at 
Prairieland’s own ASC. 

Armed with these data, Aurelia is better prepared to 
consider future alignment and partnership opportunities. 
Although Neurosurgery and Spine Associates is fairly well 
aligned with Aurelia, the health system is at risk if this group 
begins to shift cases OP. Aurelia may want to consider more 
formal partnerships with them—perhaps a joint venture 
(JV) on an ASC. This will take time, however. In the near-
term, a strategy to become Prairieland SpineCare Group’s 
preferred hospital partner for IP and HOPD cases will be 
key to sustain market share.
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For organizations that have determined one or more 
ASCs should be part of their procedure site footprint, 
partnerships are essential. 

• Whether buying an existing ASC or building a new 
one, partnership is likely a requirement. Commonly, 
this means entering into a 3-member joint venture 
involving a medical group, an ASC management 
company and the health system. 

• Terms of the agreement should include incentives 
for the physician partners to keep the ASC busy. 
However, equity itself helps to foster efficiency, as the 
physician owners are accountable to each other for 
cost-effective operation.

• Some health system executives have noted that physician 
partners with their own ASCs skim the most financially 
favorable cases for their independent ventures, leaving 
less lucrative cases to their hospital JVs. Agreement 
terms must be structured to guard against this pitfall.

In the larger context of ambulatory procedure strategy, 
partnerships may have additional goals—addressing 
capacity constraints, bringing competing medical groups 
together, or defending against a potential maneuver by a 
specialty group or competitor health system. (See Dual-
Function Center Aligns Independent Cardiologists With 
Health System, page 32.) But whatever the goal of the 
alliance, partnerships should be:

• Firmly grounded in strategy

• Based on a gap analysis of the current System of CARE 
and an evaluation of the market

• Planned, negotiated, executed and managed 
systematically 

LEVERAGE PARTNERSHIPS

We are exploring a joint venture with cardiologists for either peripheral 
vascular disease or a cath/EP lab. We look at it as a physician 
engagement strategy and will give up some revenue for that.

 —Chief Strategy Officer

STEP 1: INITIAL PATIENT EVALUATION 
Practice

STEP 2: SURGERY 
Site of Care %

All Other  
Spine Practices

Aurelia Health 
Spine Surgeons

Neurosurgery and 
Spine Associates

Prairieland 
SpineCare Group

29%

12%

22%

37%

Inpatient 90%

HOPD 10%

ASC 0%

Aurelia Hospital 60%

Competitor A 25%

Competitor B 15%

Aurelia Hospital 70%

Competitor A 20%

Competitor B 10%

Prairieland ASC 100%

SAMPLE AMS AND PATIENT FLOW ANALYSIS: SPINE PROCEDURE MARKET

Inpatient 50%

HOPD 20%

ASC 30%



Health systems around the country have already begun 
using these building blocks to strengthen their capabilities 
for capturing procedure growth, as illustrated by the case 
studies on the following pages. 

CASE STUDIES

Boost Efficiency  
and Value

Expand and  
Optimize Capacity

Strengthen Physician 
Relationships

Leverage  
Partnerships

Partnership Bolsters Atrium Health’s Spine System of CARE, Increasing Hospital and ASC Volumes x x x x Page 28
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BUILDING BLOCKS FOR STRENGTHENING CAPABILITIES



Atrium Health (formerly Carolinas HealthCare System), with 46 hospitals across 3 states, leveraged a 70-year 
relationship with a neurosurgery group to create a high-quality System of CARE for spine patients that includes a 
successful ASC.

• Recognizing potential growth in spine centers, Atrium 
Health and Carolina Neurosurgery & Spine Associates 
(CNSA) launched an ASC joint venture to gain first-
mover advantage in their market and expand into OP 
spinal fusion procedures.

• The JV is a 50-50 partnership. Equal representation 
on its executive board allows Atrium operational 
oversight (staffing, billing, accounting).  

• CNSA employees are “leased” to the ASC and report 
to the physicians, which adds accountability and 
encourages collaboration.

• The facility includes 2 ORs, 2 procedure rooms and  
10 private patient rooms, with expansion underway. 

Spine Program Differentiators

• High quality, efficiency and lower cost for surgical services  

• Clinically integrated network with strong emphasis on 
alignment. Many CNSA surgeons have director-level 
positions at Atrium Health’s Neuroscience Institute.

• Data-driven outcome tracking (eg, quality, transfer, 
complications, return to work) with recognition in 
published reviews 

• High patient satisfaction scores. “Hotel feel” room  
design, individual bays and private rooms for all  
patients, 3-hour postprocedure stay for spine fusion 
patients, 23-hour stay for more complex patients,  
and postdischarge follow-up by nurses all bolster  
patient satisfaction.

Keys to Success

• Evidence-based site of care criteria for patient selection

• Shift of appropriate cases from the hospital to the ASC, 
easing capacity strains in the inpatient OR

• Efficiency and cost containment 

• Emphasis on patient experience
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Source: Sg2 Interview With Atrium Health, March 2018.

Results

• Initially there was concern that the 
ASC would cannibalize hospital 
volumes. Instead, the 3-site approach 
(inpatient OR, HOPD, ASC) enables 
overall growth for spine surgery and 
neurosurgery. Appropriate patient 
volumes went up in both the ASC 
and the hospital, which takes on more 
complex cases.

• The Pacific Business Group on Health 
(PBGH) selected the Atrium Health–
CNSA partnership for a national 
spine bundle. PBGH represents large 
employers including Bank of America, 
Boeing, Chevron, Microsoft, Walmart 
and the University of California as well 
as the California Public Employees’ 
Retirement System. 

Partnership Bolsters Atrium Health’s Spine System of 
CARE, Increasing Hospital and ASC Volumes

CASE
STUDY
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Advocate Aurora Health Builds ASCs to Address 
Capacity, Access, Consumerism, Growth

Over the past 5 years, Aurora Health Care (now part of Advocate Aurora Health), has made ASCs a key component 
of its ambulatory strategy. This approach advances multiple system goals:

• Extending the life of existing IP facilities by adding lower-cost ambulatory sites

• Preparing for market growth and the needs of employers

• Managing access to and capacity of tertiary facilities by decanting ambulatory surgeries from the system’s tertiary 
care hospital, thereby freeing up resources for high-acuity cases

• Expanding access to convenient, lower-cost, consumer-centric care in an ambulatory environment 

Four ASC projects across the organization’s geography in eastern Wisconsin and northern Illinois illustrate how 
Advocate Aurora Health is meeting these objectives with retrofits and new builds in different markets.

Aurora Germantown Health Center

• In this suburban area northwest of Milwaukee, Aurora 
converted an existing administrative facility into a new 
76,000-square-foot health center. It encompasses 
an ASC with 6 ORs plus cancer, cardiovascular, 
orthopedics and women’s health services. The health 
center has been open for 2 years and has experienced 
significant growth (both volume and revenue) year 
over year.

Aurora Health Center Southern Lakes 

• In this more rural area, Aurora executives were  
faced with 2 aging hospitals. But rather than 
overbuilding IP space for the future, they opted 
to create a new environment for ambulatory care 
while retaining and distributing care across the new 
ambulatory facility and the 2 existing facilities. 

• This 142,000-square-foot health center features  
5 ORs and 6 procedure rooms to support 
general surgery, orthopedics, ophthalmology, pain 
management and gastroenterology services. In  
addition to same-day surgery, the site includes 
a comprehensive breast health center with 
chemotherapy and 3D mammography. 

• The Southern Lakes facility has also been open  
for 2 years and is hitting all growth projections.

Southern Milwaukee County 

• Under construction is a $55.5 million, 130,000-square-
foot health center in a growing retail development in 
Greenfield, WI. The objectives for this facility are to 
improve access for patients in the area and to decant 
lower-acuity ambulatory volumes from the system’s 
tertiary hospital in Milwaukee in order to free up 
capacity there for truly tertiary services. 

• This site will consist of an ASC and a medical office 
building (MOB) and will offer services in general 
surgery, orthopedics, pediatrics, gastroenterology, pain 
management and urology. With OP imaging, sports 
health and rehab, and a pharmacy, the complex will be 
a specialty hub. It is expected to open in mid-2019.

Pleasant Prairie

• An additional ASC-MOB project underway near the 
Illinois-Wisconsin border addresses 2 different drivers: 
a growing market with nearby employers, including 
Amazon and Uline, experiencing significant expansion, 
and a hospital functioning at or near capacity. The site, 
near the interstate connecting Milwaukee to Chicago, 
has space for future expansion.

• The new $130 million, 100,000-square-foot complex 
will house general surgery, orthopedics and urology, 
along with primary and specialty care, rehab, imaging, 
lab, occupational health, and a pharmacy. It is 
tentatively scheduled to open in 2020. 

Sources: Sg2 Interview With Advocate Aurora Health, February 2019; Aurora Health Care website. Accessed February 2019.

CASE
STUDY
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UnityPoint Health - Trinity operates 4 full-service hospitals in Illinois and Iowa and performs more than 
1,000 hospital-based inpatient and outpatient joint replacement procedures annually. In addition, more than 
2,000 additional total joint replacement surgeries have been done at Trinity’s Mississippi Valley Surgery 
Center (MVSC)—an ASC developed as a joint venture of Trinity, community orthopedic surgeons and 
Surgical Care Affiliates—since the program’s inception.

• Outpatient joint replacement at Trinity began as an initiative of a single high-volume joint replacement 
surgeon over 10 years ago. Today, 85% of patients are discharged directly home the day after surgery at 
Trinity’s Bettendorf, IA, hospital campus. MVSC’s early entry into the outpatient joint replacement surgery 
space allowed for program differentiation among patients and payers. 

• The ASC now accounts for a third of the system’s elective total joint replacement surgeries.

• The forecasted growth of total joint replacement surgery, along with the removal of total knee 
replacement from the CMS inpatient-only list in 2018, prompted an expansion that nearly doubled 
overnight bed capacity at the ASC. Hospital leadership, who serve on the ASC board and partner with 
surgeons on growth and patient experience strategies for both the ASC and hospital care sites, supported 
the expansion and recognized the need to increase the physician workforce to accomplish growth. 

*DRG 470, elective cases only.
Source: Sg2 Interview With UnityPoint Health, October 2018.

UnityPoint Health - Trinity JV With Surgery 
Center Enlarges IP and OP Capacity

CASE
STUDY

Results

Growth in the surgery center did not result in hospital inpatient volume declines. Instead, both the hospital 
and the ASC witnessed strong expansion.

5-YEAR INCREASE

Trinity Bettendorf*
41%

Mississippi Valley Surgery Center
178%

Overall
69%
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This 7-hospital system in northeast South Carolina was facing a logjam in its outpatient cardiology sites. Worst hit  
was the OP electrophysiology clinic, where existing patients were waiting 8 weeks for an appointment and no new 
patient slots were available. The EP physician was scheduling 45 to 50 clinic patients per day, but wait times averaged 
an hour or more and patient satisfaction was taking a hit. Bottlenecks affected other cardiology services  
as well: time-pressed physicians often left documentation incomplete, leading to annual losses topping $200,000. 

Solutions

• McLeod made the strategic decision to revamp its workforce, implementing a care team model. 

• A physician assistant (PA) already on staff received disease-specific training to expand skills beyond device checks. 

• The PA performs patient visits independently in the EP clinic.

• Physician time was freed up to devote an extra day each week to the hospital-based EP lab.

• Physicians and the PA were included in revenue sharing.

• Recruitment of a second PA is underway. 

Sources: Sg2 Interviews with McLeod Health, February 2017 and April 2018.

Results

Physician daily patient 
load was reduced from 

approximately

50 to 35.

McLeod Health Expands PA Role to Ease Capacity 
Constraints and Unleash Growth

CASE
STUDY

Average new 
patient slots per day 

increased from

0 to 5.

A new EP lab 
opened as a result of 
increased demand.

The care team model 
is to be expanded 

across other 
subspecialties. 

EP lab volumes

year over year
20%

Follow-up appointments 
are scheduled within

14 days.

Wait times fell from

60 to 30
minutes.

New patients are 
scheduled within

7 days.

EP physician revenue

              28%
PA revenue

              85%



Confidential and Proprietary © 2019 Sg2 | Sg2.com32

A hospital system in the West partnered with cardiologists in its market in a joint venture to build a procedure 
center that will function as both an ASC and an office-based lab.

Goals

The health system’s strategic priorities in the JV were to:

• Improve alignment with the two-thirds  
of cardiologists in their market who  
are independent

• Reduce congestion in the hospital cath lab

• Diversify the health system’s portfolio

• Improve physician and patient satisfaction

• Forestall a move by for-profit ASC chains 

• Prepare for future payment policies requiring  
lower-cost settings

Ownership and Operation

• The facility (1 cath lab and 1 procedure room, plus recovery bays and office space) and equipment will be owned  
by physicians and a management services organization.

• The center will operate at an ASC level of performance but can “step down” to the OBL level several days per week  
based on OBL reimbursement for some vascular procedures.

• Patients will be referred by cardiologists or the hospital.

• Physicians will work block schedules.

Pro Forma 

• The market is predicted to yield 3,500 eligible cases, made up 
of pacemaker implants, implantable loop recorder insertion 
and diagnostic cath procedures (appropriate on ASC days) and 
endovascular cases (appropriate on OBL days).

• Of these, 800 to 1,000 cases are likely to shift to the ASC/OBL. The 
remainder will likely stay in the hospital cath lab due to physician 
employment, payer considerations and/or geographic barriers. 

• The JV allows the health system to capture some margin from 
these procedures, while strengthening physician alignment in  
the market.

Source: Sg2 Interview, July 2018.

3,500  
Eligible Cases

800 to 1,000 
Cases

Shift to the 
ASC/OBL

CASE
STUDY

Dual-Function Center Aligns Independent 
Cardiologists With Health System
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If we don’t do this first, the physicians will 
do it on their own with a for-profit chain.

 —Service Line Executive
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APPENDIX: PROCEDURE DEFINITIONS

Diagnostics: diagnostic catheterization. 
Adults only, all service lines.

Diagnostics: diagnostic catheterization. 
Adults only, all service lines.

Major therapeutic: percutaneous 
coronary intervention. Adults only, all 
service lines.

Procedures—major: percutaneous 
coronary intervention. Adults only, all 
service lines.

Major therapeutic: pacemakers and 
ICDs. Adults only, all service lines.

Procedures—major: pacemakers and 
implantable defibrillators. Adults only, all 
service lines.

Major therapeutic: intracardiac catheter 
ablation. Adults only, all service lines.

Procedures—major: intracardiac 
catheter ablation. Adults only, all 
service lines.

Major therapeutic: endovascular 
procedure—peripheral. Adults only, all 
service lines.

Procedures—major: endovascular 
procedure—peripheral. Adults only, all 
service lines.

IP DEFINITION OP DEFINITION

Diagnostic 
Catheterization

Percutaneous Coronary 
Intervention

Pacemakers and ICDs

Intracardiac Catheter 
Ablation

Endovascular Procedure— 
Peripheral

Major therapeutic: hysterectomy. Adults 
only, gyn service line only.

Procedures—major: hysterectomy. 
Adults only, gyn service line only.

Hysterectomy

—
Endoscopy: endoscopy.* Adults only, gyn 
service line only.

Hysteroscopy

—
Endoscopy: endometrial ablation. Adults 
only, gyn service line only.

Endometrial Ablation

Major therapeutic: mastectomy. Adults 
only, women’s health and cancer service 
lines only.

Procedures—major: lumpectomy/
mastectomy. Adults only, women’s health 
and cancer service line groups only.

Lumpectomy/Mastectomy

CARDIOVASCULAR

GYNECOLOGY

Major therapeutic: major therapeutic.* 
Adults only, Pelvic Floor Disorders CARE 
Family only. 

Procedures—major. Adults only, Pelvic 
Floor Disorders CARE Family only. Pelvic Floor Procedures

*Includes volumes not otherwise categorized as an Sg2 procedure. 
Sources: Sg2 CARE Grouper, 2019; Sg2 Analysis, 2019.
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Major therapeutic: primary knee 
replacement. Adults only, all service lines.

Procedures—major: primary knee 
replacement. Adults only, all service lines.

Major therapeutic: primary hip 
replacement. Adults only, all service lines.

Procedures—major: primary hip 
replacement. Adults only, all service lines.

Major therapeutic: cervical spinal fusion. 
Adults only, all service lines.

Procedures—major: cervical spinal 
fusion. Adults only, all service lines.

Major therapeutic: lumbar/thoracic spinal 
fusion. Adults only, all service lines.

Procedures—major: lumbar/thoracic 
spinal fusion. Adults only, all service lines.

Major therapeutic: spinal 
decompression/laminectomy. Adults 
only, all service lines.

Procedures—major: spinal 
decompression/laminectomy. Adults 
only, all service lines.

IP DEFINITION OP DEFINITION

ORTHOPEDICS/SPINE

NA
Endoscopy: upper GI endoscopy. Adults 
only, all service lines.

Upper GI Endoscopy

NA
Endoscopy: colonoscopy and endoscopy: 
screening colonoscopy. Adults only, all 
service lines.

Colonoscopy

Major therapeutic: hernia repair. Adults 
only, all service lines.

Procedures—major: hernia repair. 
Adults only, all service lines.

Hernia Repair

Major therapeutic: cholecystectomy. 
Adults only, all service lines.

Procedures—major: cholecystectomy. 
Adults only, all service lines.

Cholecystectomy

Primary Knee 
Replacement

Primary Hip 
Replacement

Cervical Spinal Fusion

Lumbar/Thoracic 
Spinal Fusion

Spinal Decompression/ 
Laminectomy

NA
Endoscopy: cystoscopy. Adults only, all 
service lines.

Cystoscopy

MEDICINE/SURGERY

Major therapeutic: appendectomy. 
Adults only, all service lines.

Procedures—major: appendectomy. 
Adults only, all service lines.

Appendectomy

Major therapeutic: bariatric surgery. 
Adults only, all service lines.

Procedures—major: bariatric surgery. 
Adults only, all service lines.

Bariatric Surgery
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Sg2 RESOURCES 

Sg2 Consulting

Sg2 Strategy Consulting offerings include Future System of CARE, Value-Based Care Strategy, Physician Alignment 
Strategy and Service Line Optimization.  

Sg2 Resource Kits 

• Ambulatory Strategy 

• Building a System of CARE

• Enhancing the Quality, Cost and Efficiency of Care

• Physician Alignment and Workforce

• Post-Acute Care

Sg2 Reports 

• High-Acuity Facilities of the Future: Redefining Hospital Demand

• Low-Acuity Sites of the Future: Reconfiguring the Primary Care Puzzle

• Physician Alignment: Making the Right Match

• Pricing Strategy

• Employer Contracting: Strategies for Netting Commercial Revenue and Volumes

• Diving Into Bundled Payment: Prioritizing Clinical Products

• Strategic Partnerships for Tomorrow’s Health Care

Sg2 Analytics

Sg2 Consulting

Sg2 Strategy Consulting offerings include Future System of CARE, Value-Based Care Strategy, Physician Alignment 
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Sg2 Resource Kits 

• Ambulatory Strategy 

• Building a System of CARE

• Enhancing the Quality, Cost and Efficiency of Care

• Physician Alignment and Workforce

• Post-Acute Care
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• Pricing Strategy
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Sg2 Analytics

https://intel.sg2.com/resource-types/resource-kits/2015/2/Ambulatory%20Strategy%20Resource%20Kit/
https://intel.sg2.com/resource-types/resource-kits/2012/3/building-a-system-of-care/
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https://intel.sg2.com/resource-types/resource-kits/2012/9/physician-alignment/
https://intel.sg2.com/resource-types/resource-kits/2015/10/Post-Acute%20Care%20Resource%20Kit/
https://intel.sg2.com/resource-types/publications/2018/1/high_acuity_facilities_of_the_future_redefining_hospital_demand/
https://intel.sg2.com/resource-types/publications/2018/10/Low_Acuity_Sites_of_the_Future_Reconfiguring_the_Primary_Care_Puzzle/
https://intel.sg2.com/resource-types/publications/2017/9/physician-alignment-making-the-right-match/
https://intel.sg2.com/resource-types/publications/2016/6/Sg2-Report-Pricing-Strategy/
https://intel.sg2.com/resource-types/publications/2018/5/Employer_Contracting_Strategies_for_Netting_Commercial_Revenue/
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https://intel.sg2.com/resource-types/publications/2017/2/Strategic_Partnerships/
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Anticipate the Impact of Change 

Sg2, a Vizient company, is the health care industry’s premier authority on health 
care trends, insights and market analytics. 

Our analytics and expertise help hospitals and health systems achieve sustainable 
growth and ensure ongoing market relevance through the development of an 
effective System of CARE.
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