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BUSINESS CASE:

Justifying an
organization’s
expenditure based on
the positive economic
conseguences to that
organization
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OTHER CASES CAN BE MAD
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Revolves around economilc

consequences that are external
to the organization making the
investment.




THE OVERALL BENEFTS
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Relevant for Social Case

All Benefits




BENEFTS TO THE INVESTING
ORGANIZATION

External Benefits

N

&

Internal Benefits

e Internal benefits are relevant for the business case.
B le At benelits are Irrelevant for the business case but relevantiek
the social case.



-CONOMIC CONSEQUENCES

m | he business and soclal
cases Involve cost-benefit
analysis.

= Cost benefit analysis
requires that benefits must
be denominated in dollars
so that they can be
compared with the costs.




WHY MAK

= Competition often requires it

» Helpful in securing internal
resources and support

= Can enable your

organization
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- A BUSINESS CAS

= Satisfies need for accountability
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ERAMPLES: O RER CON FEXTES

Bariatric surgery
Disease (HIV) prevention programs

Person-centered care
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- Hospital Readmissions Reduction Act (HRRA)

* Value Based Purchasing (VBP)

- Accountable Care Organizations (ACO)

 Bundled Payments for Care Improvement Inrtiative

(BPCI)
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SESESINIESS CASES TYPICALLY BEGIN WITHFRE EXISHRSENESS
OF A FINANCIAL BURDEN IF NO INVESTMENT IS MADE




- XAMPLES OF ECONOMIC BURDENS
RELATED TO HEALTH CONDITIONS

= [he cost to Medicare of a hospital readmission within
30's days of discharge Is about $ | 3,000.

= More than 25% of Medicare expenditures are provided
in the last year of life.

= Cost per hospital stay for those adults that die In the
hospital 1s over $ 1 12,000.

= [he annual Medicare spending for an individual with
three or more co-morbidities and with dementia Is

about $50,000.
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SOMETIMES A BUSINESS CASE IS BUILT

AROUND THE PROSPECTS OF
GENERATING HIGHER REVENUES BY

CAPITALIZING ON A NEW OPPORTUNITY
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Due to reduced medical utilization. Cost
avoldance.
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Due to lesser penalties and higher medical
payments



SUBTRACT COSTS  (C

For a business case you must show that benefits to your
organization from the investment exceed the costs:
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Measure and add up the expected benefits in terms of cost
savings plus any revenue enhancements to get gross benefits
Estimate the total costs of the program

Subtract these costs from the gross benefits to get net benefits
Often, the net benefits are expressed as a percentage of the
program costs - and called “return on investment’ or RO, for
short

The ROl Is compared to a "hurdle” rate - a minimum
percentage that any investment must generate to be
considered

It the RO Is above the hurdle rate, then the program
investment would seem worthwhile



A SAMPLE ROI CALCULATION

Program Gross Benefit $250,000

Program Cost $200,000

Program Net Benefit $50,000

RO 25%




ROI ESTIMATES FOR TWO CARE
COORDINATION PROGRAMS

Annual Cost Annual
Per Member Savings

Program

Transitional L
Care Model $1,492 $5,334 257%
GRACE $2,201 $4,291 95%

Avalere Health LLC: Effective Management of High-Risk Medicare Populations, September 20 4.



GROUP EXERCIS

o LAB BOOK PAGE ¥

E XE@IrCISE@: your task here is to do a ROI calculation. The table below contains blanks for certain variables. However, you

have the data required to fill those in once you know the formulae.

Number of clients
Cost per client
Total care coordination program costs
Readmissions averted
Variable cost per readmission
ED Visits averted

Variable cost per ED visit

Total Benefits (Cost savings from averted readmissions and ED visits)

Net benefits

ROI (Insert % here)




DEMONS TRATION

EWSIINESS CASE FOR PERSON-CENTEREESGEE



COMMON FAILINGS IN CONDUCTING
BUSINESS CASES

= |ncluding irrelevant costs In the benefit measure
= Fallure to consider multiple periods
= Using ROl inappropriately to select between projects

= Using average rather than incremental ROl's



[ INCLUDING IRRELEVANT COSTS IN TH
BENEFT MEASURE

= |f your program reduces medical utilization, the resulting
saving (and therefore benefit) Is best measured by the
variable and not the average cost of the avoided services.

= Average cost includes fixed as well as variable costs.

= You are unlikely to be able to reduce fixed costs as
utilization falls,



FAILURE TO CONSIDER MULTIPL
PERIODS

Many programs involve delayed & continuing outcomes

Program benefits therefore are often deferred and can
extend Into the future for several years

Need to consider and add up the benefits (and costs)
over multiple periods and not just those accruing during
the period of investment

Issue: future values need to be discounted to a present
value equivalent
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= Consider mutually exclusive investments: A versus B

= You need to decide which one Is preferred



USING ROI & NET BENEFT CRITERIAYIELD
DIFFERENT CONCLUSIONS

Gross Benefit $250,000

$350,000

Cost $125,000 $200,000
ROI 1 00% /5%



INDIVIDUAL EX

o LAR BROOK PAGE 10

RC

E Xercise: Deciding between two projects: ROl versus net benefits. Below you will see the investment data for two alternative

projects that are mutually exclusive. You must decide which one to pursue. While you can certainly calculate the ROI for each, the proper
criterion for selection is which one has the larger net benefit.

Gross Benefit $£300,000 $400,000

Cost £150,000 $225,000

Net Benefit

Fill in the blanks in the table above

Which is the preferred investment?




4. USING AVERAG
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INCREMENTAL ROI'S

ought to be!?

must use Incremental analysis

who should recelve a service

Often, the question Is how large the program’s scale

VWhen confronted with an extent or scale decision, you

Otherwise you may over-invest in the program

Example: Risk stratification of a population to determine



NUMERICAL EXAMPLE

Benefits Net Benefits

Highest Risk

(Top 10%) $ 100,000

$140,000 | $40,000

JlelopiOam 300,000 | $235000 | $35,000 | /.5%

Moderate
NSEEEEeenel $ 100,000 $95,000 -$5,000
0% Only)

The marginal rate
for an expanded
program is negative!



GROUP EXERC
o LAB BOOK PAGE 12

E Xercise: Calculating the incremental return on investment. Suppose you must decide how many seniors with multiple

chronic conditions should receive a health risk assessment. The assessment is costly to administer, but will result in lowered medical
utilization in the future. You are considering whether to provide this to both groups or just the one at the highest risk for medical
utilization. The group at more modest risk has three to four chronic conditions, and the highest risk group has four or more such
conditions. Below are the hypothetical costs and benefits associated with each of the two options - the smaller and the larger scale
interventions.

Highest risk only (4 or more) $125,000

Highest and next highest risk

3and more #0000 HRO%

Now you must fill in the blanks in the table below:

The ROI for just the highest risk group

The ROI for both groups combined

The incremental ROI for the more modest risk group




- PFUL HINTS IN CREATING A
BUSINESS CASE

Be mindful of perspective

Check for cost effectiveness: are there
better ways!?

Conduct sensitivity analysis



. BE MINDFUL OF PERSPECTIVE

R Ere may be externalities

= Not all the benefits or costs may accrue to the investing
entity

= Be sure to adopt the perspective of the investing party &
consider only the benefits and costs which are meaningful

from Its perspective

Note: External benefits may create an opportunity for an organization to seek a subsidy or
compensation from the external beneficiary of its investment.



B OHECK FOR GOSN
EercC T IVENESE

Just because you can demonstrate a high ROI, does not mean
the business case I1s compelling.

Are there other ways and means to achieve the goal!
It so, Is your Inrtiative or program the most cost effective way?

Must compare the alternatives' costs per unit outcome.



3. CONDUCT SENSITIVITY ANALYSIS

= [he values of the key variables in the business case assessment
will be subject to uncertainty and debate

= o avoid accusations that your ROl is dependent on questionable
assumptions, try a reasonable range of values

= (Can you demonstrate that even were the RO calculation to
assume pessimistic values the ROl would be favorable!?

= |f so, your business case can be considered “robust .



OV Y ANALYSIS

Pessimistic Most Probable

Gross Benefit $325,000

$350,000

Cost $225,000 $200,000

NOJ 447 /5%

= X/ATS

$37/5,000

et

Optimistic

$ 175,000

| 4%
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Instead of having a single RO, your result Is a range: 447% -
| 447

he low end represents the least ROl you will enjoy

T that low end RO Is still satisfactory, your business case Is
robust

Sensitivity analysis can help you fend off critics



ANOTHER BENEFT FROM SENSITIVITY
ANALYSIS

» Allows the quantification of the degree of influence each variable

has In shaping your result

» What percentage of the variance in the outcome stems from the

variance in each of the variables!

» [he variables with the greatest influence need to be accurately

estimatead

he values of other; less-influential variables should not be the

subject of much dispute



EVERCOMING SKEF FICTSSS

REERSifes s non-linancial outcomes
= Physician satisfaction

R il salistaction

= Use "threshold analysis™



THRESHOLD ANALYSIS

*You cannot always know the magnitude of a key input in order to calculate a RO
for an intervention.

*You can still be convincing with your business case.
*Start with a target RO

* [hen ask and answer the following question: What must be the critical magnitude
of each variable If that target Is to attained?

*Similar to breakeven analysis.

*Sometimes the result is such a plausible one that the audience for the business
case will be convinced to support you.



PLAUSIBILITY WITHOU T
OUTCOME DATA

How effective must a PCC program which costs an incremental $500 per person per year be in order to
demonstrate a favorable ROI?

* The program is designed to reduce 30-day hospital readmissions.
» Each readmission cost the MA plan $10,000.

* The program has 1,000 enrolled.

» Baseline readmission rate 1s 500 per 1000 members.

* For breakeven, readmissions would only need to fall by 50 or |10%.
» Might seem plausible.

<l



ON-LINE RESOURCE


http://zipmart.com/Brand/4/Source/1/Home/Courses?utm_source=8-12-15+%28TSF%3A+New+Resources+for+CBOs+%28Linkage+Lab%29&utm_campaign=8-12-15&utm_medium=email

