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INTRODUCTION
As hospitals and health systems look to enhance their delivery 
networks, post-acute care (PAC) services  are emerging as one 
of the top emphases for improving both the quality and cost 
of the patient care experience. A well-organized and smoothly 
functioning PAC network that improves care coordination, 
quality, and outcomes, while lowering costs, is particularly 
important to health systems in the following instances:

• Under all types of quality incentive or outcomes-based 
payer requirements

• When participating in Medicare or Medicare Advantage 
bundled or capitated payments, ACOs, and other shared-
savings arrangements 

• For service line-specific comprehensive offerings, such as 
total joint replacement programs, which are designed to 
meet consumer demand, increase physician alignment, and 
differentiate the organization from regional competition

• For inclusion as a highly efficient and effective provider 
in networks that span the care continuum, from wellness 
programs to end-of-life care (network arrangements will 
“tier-out” or otherwise exclude higher-cost health systems 
by steering patients to organizations that can offer quality 
services at a lower cost) 

The Sidebar identifies some of the many benefits of a tighter link 
between hospital systems and PAC providers. 

Creating an enhanced network that ensures the right care in 
the right place, as appropriate to the patient’s condition, takes 
time; it cannot be built overnight. With the goal of helping 
organizations develop an optimized PAC network, this article 
covers the national context for post-acute care, factors critical to 
successful network development, and issues related to whether 
health systems might wish to own, partner, or contract with PAC 
providers.

THE NATIONAL POST-ACUTE CARE CONTEXT
Spending nearly $60.3 billion in 2015, Medicare is the nation’s 
largest single purchaser of PAC services,1 For the federal 
government, PAC represents a major savings opportunity, 
particularly due to the high average margins in most PAC 
settings, spending growth, and variation in care patterns cited 
by the Medicare Payment Advisory Commission.2 

Medicare margins in 2015 for skilled nursing facilities, inpatient 
rehabilitation facilities, and home healthcare agencies were 
12.6 percent, 13.9 percent, and 15.6 percent respectively.3 In 
comparison, hospital overall Medicare margins averaged -7.1 
percent in 2015 (with an “all-payer margin” of 6.8 percent).4 

Additionally, according to the Institute of Medicine, PAC 
utilization variation accounts for 73 percent of overall Medicare 
geographical spending variances.5 Such variances are associated 
with increased costs and lower quality and outcomes. 

Efforts to improve overall value of post-acute care generally have 
not been effective to date. However, bundled and episode-based 
payment models are starting to eliminate traditional setting 
silos, thereby reducing problematic care-setting transitions, 
and improving cost, service, and quality dimensions across 
ambulatory, inpatient, and PAC settings.

Health systems are well positioned to improve the overall 
value of post-acute care given: 1) their importance as the 
primary source of PAC referrals; 2) their clinical capabilities to 
direct patients to the lowest-cost, highest-quality care setting 
appropriate to the patients’ conditions; and 3) their central 
role in organizing service offerings, including both network 
development and contracting.

DEVELOPING THE NETWORK 
Four key planning activities—market assessment, network 
evaluation, network design, and consideration of strategic 
alignment options—are critical to effective post-acute network 
development and operations. A description of each follows.

Market Assessment
A thorough fact-based market assessment sets the stage for 
future PAC initiatives. Top considerations about the network 
and its current and future performance include:

Sidebar. Benefits of Close Relationships between 
Hospital Systems and Post-Acute Care Providers

• Directs the patient to the right level of care and care site

• Improves quality with better clinical communication 
across care settings, whether in a facility or home

• Improves patient/provider experiences and reduces 
costs related to uncoordinated care transitions between 
acute and post-acute care sites

• Enables differentiated programmatic offerings with 
consistent patient experience and aligned physician 
incentives across the continuum of care

• Reduces avoidable readmissions and their associated 
stress to patients and families, and financial penalties 
to hospitals

Source: Kaufman, Hall & Associates, LLC.
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Current utilization patterns and likely trends. Where patients seek 
care today and how far they are willing to travel are important 
data points. For example, in-depth analysis showed one health 
system that 90 to 94 percent of its Medicare patients seek post-
acute skilled nursing care solely within the zip code where they 
live. Patients and families typically prefer conveniently located 
facilities. This preference limits the potential skilled nursing care 
partners this hospital system might seek.

Insights about future use rates can be gained by comparing 
use of PAC services in a health system’s area to that of regional 
and national norms. Exposure to changes in incentives, such as 
site-neutral payments, and Medicare Advantage penetration, 
could put downward pressure on PAC use. For example, one 
organization learned that its inpatient rehabilitation utilization 
was 20 percent above regional levels. Significant downward 
pressure on its utilization, therefore, could be expected. This 
fact informed the outlook for the rehabilitation business line; 
more rehab units would not likely be needed.

Additionally, changes in medical technology may substantially 
reduce skilled nursing and home care usage. One example 
is less invasive techniques that enable additional orthopedic 
procedures to take place in outpatient settings with outpatient 
physical therapy follow-up.

Referral sources and the health system’s relative importance to 
PAC providers. Major referral pathways differ by provider type 
and primary service area. Skilled nursing facilities typically rely 
more heavily on referrals from acute care facilities; home health 
agencies draw more heavily from physician referrals. A health 
system’s importance to key regional PAC providers and analysis 
of competitors in the region inform the conversation about the 
level of motivation to put in place a “preferred” relationship.

Quality and costs of regional providers. Performance of a health 
system’s owned assets can be compared to that of regional post-
acute providers using criteria such as collaboration with the 
health system, quality, outcomes, costs, communication, ease 
of access, responsiveness, and other measures. An opportunity 
analysis typically includes financial quantification of PAC 
improvements in each dimension. For example, a partnership 
with a home health agency with more effective operations can 
reduce the number of patients that need to be readmitted to the 
hospital. Projections can quantify savings from lower hospital 
penalties for 30-day readmissions. 

Network Evaluation
Data-driven network evaluation typically includes the following 
items.

Identification of needs and gaps in the current post-acute network. 
Gaps may include care of particularly vulnerable individuals, 
such as older patients with psychiatric diagnoses and needs, and 
“pain points” such as long-term ICU utilization. Challenges may 
include care management of high-acuity patients and clinical 
conditions, standardization of care pathways, appropriate use 
and distribution of services, quality and consumer experience, 
financial and operational performance, and willingness of local 
PAC providers to collaborate. Modality gaps in the current 
network may include an aligned skilled nursing network and/
or other PAC modalities. IT connectivity typically is a significant 
consideration due to the need to monitor results and identify 
areas requiring continued improvement.

Appropriate patient placement. Placement should be in the 
lowest-cost setting appropriate to the patient’s condition, 
without barriers or delays, as achieved through consistent 
and comprehensive discharge planning and coordination with 
PAC providers. Care navigators ensure that care planning 
commences upon hospital admission and that overall patient 
and family experience, quality of care, and use of assets are 
optimized. Patient and family support needs must be identified 
and planning and education provided to the family. For example, 
some families may not be aware that home healthcare personnel 
can perform many of the functions provided in skilled nursing 
facilities, thereby allowing the patient to receive care at a lower 
cost in his/her home. Level of success of hospital discharge 
planning for the right level of care in the right place can be 
assessed against benchmarks.

PAC spending reduction opportunities are significant with 
active management that drives utilization to the correct PAC 
modality. Figure 1 illustrates how one health system identified 
the cost differential between patients with secondary behavioral 
health diagnoses and those without such diagnoses. The former 
incurred $2.7 million more costs in the inpatient setting than 
the latter. The ability to place such high-cost patients in a more 
appropriate setting in a timely manner, such as a long-term 
acute care hospital or skilled nursing facility, could result in 
material savings. 

Numerous private equity-sponsored companies operate a 
business model based on right care/right place. Similar to the 
role played by a pharmacy benefit manager with prescription 
drugs, the firms function as post-acute care managers, 
contracting with hospitals and insurers to coordinate their PAC 
needs. They typically embed care managers and use analytical 
technology to connect patients to the most appropriate care at 
a reduced cost. Average costs per member per month for long-
term acute care, skilled nursing, and inpatient rehabilitation can 
be 50 percent less than the national fee-for-service average. 
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Particularly important would be standardization of referral 
pathways to high-performance providers in PAC modalities 
across the submarkets, and right-sizing utilization of specific 
bed types, such as memory care beds in skilled nursing facilities. 
Expectations of PAC partners for areas such as protocols, patient 
placement guarantees, and communication should be articulated 
and can be incorporated in alignment agreements. 

Strategic priorities must be based on a strong business case that 
will best position the organization for success under current and 
proposed value-based care and payment initiatives.

Numerous highly advanced, forward-thinking health systems 
are achieving such results as well through use of care managers 
and analytical technology.

Identification of strategic priorities. Based on market, network, 
and internal fact bases, strategic priorities can be identified and 
quantified. 

For example, for a health system that owns numerous skilled 
nursing and inpatient rehabilitation facilities, the market 
assessment and planning process pointed to three strategic 
priorities in both clinical and operational areas (Figure 2). 

Figure 1: Impact of Behavioral Health Diagnosis on Inpatient Cost and Length of Stay
Note: Based on Kaufman Hall analysis of Medicare claims data for patients transferred to a post-acute care setting at the end of the inpatient stay. 
Source: Kaufman, Hall & Associates, LLC

 
Medicare 

Cases
ALOS Days 

Avg. Total 
Cost

Avg. Per 
Diem Cost

Cost Impact 
vs. Base 

Population

Cases Without Behavioral Health 
Diagnosis

12,578 3.4 $9.6 K $1.8 K 

Behavioral Health Comorbidity 167 3.7 $10.6 K $2.9 K $0.2 M

Psychoses Comorbidity 721 9.5 $13.0 K $1.3 K $2.5 M

Figure 2. Strategic Priorities for Post-Acute Network Development
Source: Kaufman, Hall & Associates, LLC

Priority Area Opportunity Summary

PAC Operating Structure
Allow partners to coordinate and collaborate on PAC care delivery across markets through 
committees such as quality, operations, and medical management

Service Distribution
Evaluate opportunities to right-size utilization of specific bed unit types within SNF or other PAC 
setting (e.g., use of long-term, memory disorder beds, etc.)

Cost Reduction Identify opportunities to improve operational performance

PAC Referral Management
Standardize referral pathways to high-performance, efficient providers, as appropriate; enhance 
utilization of system-owned PAC businesses for appropriate levels/types of care

Discharge Planning/ 
Care Navigation

Standardize inpatient discharge planning protocols across key clinical conditions; implement best 
practices related to referrals, case management, patient follow-up, and other practices; ensure 
access to right sites of care/setting for difficult-to-place patients

“SNFist”/Extensivist Program
Use hospitalists and advanced care practitioners to design a SNFist/extensivist/transitionalist 
program to manage and coordinate patient care outside the hospital

O
pe

ra
ti

on
al

 F
oc

u
s

Cl
in

ic
al

 F
oc

u
s



Optimize Your Post-Acute Network 5© Copyright 2017 by Kaufman, Hall & Associates, LLC

Network Design
Proactive network design and performance management 
planning builds on the market assessment and evaluation. The 
first building block involves quantification of the size, scale, and 
geography required for the health system’s post-acute network. 
This is based on current and projected utilization/demand trends, 
which influence the size and scope of network components. 

Network design is further informed by analyses of patient flows, 
competition, and how competitive dynamics may influence the 
distribution and strategic position of network components. For 
example, value-based exposure in the marketplace, consumerism, 
and managed care design (i.e., Medicare Advantage vs. a 
commercial ACO), will impact utilization of network components.

Distribution and strategic positioning of specific network 
components involve consideration of a range of strategic 
options. Health systems should not allow their networks to form 
haphazardly, but rather, identify priorities and gaps early in order 
to direct resources to where they are most needed. 

Consideration of Strategic Alignment Options
As with partnership possibilities in all healthcare sectors, a range 
of alignment options are available to health systems and PAC 
providers. An organization’s overall strategy for improving its 
post-acute network should be shaped by competitive dynamics 
in its local market, the strength of the existing PAC services, and 
the organization’s relative essentiality in that market. 

A hybrid of arrangements will be required of most health systems 
(Figure 3). Options include ownership and management of PAC 
assets, joint venture/management services partnerships with 
external PAC providers, development of a preferred/affiliated 
network, and sale of PAC assets to another provider. The broadest 
possible range of potential partners should identified, and their 
capabilities evaluated related to fit with, and supplement to, the 
health system’s abilities.

Health systems can pursue multiple options simultaneously, 
depending upon the post-acute business. Owning everything 

Figure 3. Strategic Options for Post-Acute Care Network Development
Source: Kaufman, Hall & Associates, LLC

PAC Modality

Skilled Nursing

Hospice

Home Health

Geri-Psychiatry

Inpatient Rehab

Long-Term
Acute Care

Strategic Options

Build

Buy

Partner

Hybrid
Approach

Strategic Options Discussion

What is our vision for PAC delivery across 

modalities?

What are our PAC goals and objectives 

(e.g., align with system vision and 

mission, enhance quality of care, improve 

financial performance, etc.)?

What option(s)/path(s) best meet our 

goals and objectives?

Is there a single path across all modalities 

that achieves our vision?

Does our vision require our pursuit of 

multiple paths across modalities?
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rehabilitation facility. This can be a big value driver for payers, 
providers, and patients. 

For example, approximately 40 percent of Medicare beneficiaries 
who are discharged from an acute-care hospital use post-acute 
services.6 One study indicated that 41 percent of a system’s 
Medicare patients entered skilled nursing facilities as the first site 
of care after hospital discharge, while 37 percent accessed home 
health services7 (Figure 4). Medicare payment per discharge from 
a freestanding skilled nursing facility was approximately $16,000 
to $22,000 in 2015; average payment per episode for home health 
care was approximately $2,700.8 If fewer discharged Medicare 
patients entered skilled nursing facilities and more accessed 
home health services, a hospital could reduce Medicare costs by 
$13,000 to $19,300 per discharged patient. 

Many health systems own a piece of a home health business, 
often through joint venture arrangements whereby the health 
system retains a minority interest. The traditional driver was to 
improve financial performance of the home health business, but 
with many such arrangements, the existing business still lacks 
the operational expertise that yields efficiently provided services.

The current driver for ownership is more strategic in nature: 
health systems want to control the home health business to 
ensure the intellectual capital and capabilities necessary to 
reduce higher-cost facility-based utilization and drive quality 
improvements and outcomes.

typically is not a desired or viable option, as discussed below. 
The business case for a health system venture with a PAC provider 
must be based on quantitative and qualitative analyses of the 
following:

• Geographic coverage and access offered by the PAC provider
• The PAC provider’s ability to ensure the efficient delivery of 

required care
• Management factors, such as depth and breadth of the 

management team
• The strategic-financial impact of a collaborative or ownership 

arrangement

Whichever alignment option is pursued, these selection criteria 
are the same.

WHICH PIECES SHOULD HEALTH SYSTEMS 
OWN?
Kaufman Hall generally does not recommend health system 
ownership of all PAC assets. Incentives will change as payment 
models evolve, but having an effective home health/hospice 
business is emerging as a likely “must have” for many health 
systems in order to manage PAC utilization. “Must have” may 
involve ownership or joint venture partnerships. As appropriate 
to the needs and conditions of a patient, health systems may be 
able to use home health services to reduce utilization that would 
otherwise go to a more costly skilled nursing facility or inpatient 

Higher LowerIntensity of Service

SHORT-TERM
ACUTE CARE
HOSPITALS

LONG-TERM
ACUTE CARE
HOSPITALS

INPATIENT
REHAB

SKILLED
NURSING
FACILITIES

OUTPATIENT
REHAB

HOME 
HEALTH

CARE

Patients’ first site of
discharge after acute

care hospital stay

Patients’ use of site
during a 90-day episode

2%

2%

10%

11%

41%

52%

9%

21%

37%

61%

Figure 4. Medicare Patient Use of Post-Acute Services during an Episode of Care
Source: Gage, B., Morley, M., Spain, P., Ingber, I.: “Examining Post-Acute Care Relationships in an Integrated Hospital System.” Waltham, MA: RTI International, 
2009. http://aspe.hhs.gov/health/reports/09/pacihs/index.shtml.
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For example, eight-hospital Allegheny Health Network (AHN), 
with its own home health and hospice assets in western 
Pennsylvania, partnered via a joint venture with Celtic Healthcare, 
a comprehensive home health and hospice organization in 
November 2014.9 They created a fully integrated post-acute service 
provider, operating under the AHN brand and managed by Celtic’s 
nationally recognized support service and leadership team. The 
newly formed joint venture became the second largest provider 
of home care and hospice services in western Pennsylvania. 
One year later, a program launched by AHN (Healthcare@Home) 
announced a 5 percent decrease in hospital readmissions within 
a month of discharge among AHN’s home care patients—from 19 
percent to 14 percent. This improvement yielded approximately $5 
million in savings from avoided hospital readmissions.10

A Sidebar provides key considerations for owning, partnering, 
or contracting.

GOING FORWARD
Post-acute services must be included in the strategic-financial 
plans of hospitals and health systems going forward. Through 
detailed market assessment and planning, and proactive network 
design, organizations should determine where they can have a 
material effect on the quality and cost of post-discharge patient 
care in their communities. They then should focus on those 
areas to develop and maintain an aligned post-acute network. 
Building a sustainable PAC network involves detailed analyses, 
coordination of program development and contracting initiatives, 
due diligence in evaluating potential partners, and exploration of 
an appropriate range of alignment options. Partnerships with PAC 
providers likely will be the most viable and fiscally smart option 
pursued by proactive health systems during the next decade.

Sidebar: Own, Partner, or Contract?

Key considerations include:
• Financial results and/or return-on-investment 

opportunity for existing operations

• Quality and management of existing regional PAC 
providers

• Excess or lack of capacity in specific modalities

• State of owned and regional PAC facilities

• PAC provider openness to collaboration

• Health system skills and expertise in post-acute care

• Competing strategic and capital priorities 

Source: Kaufman, Hall & Associates, LLC
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