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When was the last time your organization performed a comprehensive 
review of its payer contracts portfolio? Many providers simply sign a 
contract, load the terms into their billing systems and then fail to revisit 
them for years. This “file and forget” strategy can have profound 
consequences on your revenue stream, and in a time of increased 
mergers and acquisitions throughout the industry, this hands-off 
approach can negatively impact the value of transactions. Having a 
process in place to regularly review all the contracts in your 
organization’s portfolio is a must. 

Here are four important reasons to keep current on the contracts in your 
portfolio: 

1. Changing Market Conditions: A regular review of contracts should include an analysis
based on current market conditions. Many issues and questions arise when the market
changes. For example, is the payer a big player with the exchanges which emphasize high-
deductible plans? Has the payer entered or dropped a significant line of business such as
Medicare Advantage or Managed Medicaid? Do you have opportunities for increased
reimbursement through value-based care arrangements? Has the payer been acquired by
another entity and, if so, do you want to continue contracting with them? How much volume
is now flowing through the contract versus when it was originally signed, and does it match
the intended discounts at the time? The responses to each of these questions can greatly
impact your organization’s revenue stream.

2. Payer Consolidation: Given the pace of payer mergers, acquisitions and consolidations,
it is likely you have payer contracts on the books that are no longer valid or you are passing
along discounts to a payer you never intended. This is most often the case with preferred
provider organization, or PPO, network contracts that can be accessed by multiple payers,
often through secondary, downstream relationships. Also, the entity you originally
contracted with may have been acquired, resulting in situations where:

 You are now passing along higher discounts to a payer that previously had a relatively
small discount or you chose not to contract.

 You are now receiving lower rates as the result of a payer merger after the payers
combined rates most advantageous to them.

3. Service Mix Shifts: Shifts or changes in the overall mix of services can profoundly
impact your organization’s projected revenue. Historically, rate negotiations tended to focus
on inpatient rates given the large volume and high dollars at risk. Lower outpatient rates
were often given to achieve higher rates for inpatient. Today, in response to the transition
from fee-for-service to fee-for-value, payers and providers are shifting care to more cost-
efficient places of service such as outpatient and ambulatory care. Therefore, it is important
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for your organization to regularly review its mix of services and associated contract rates to 
maximize the revenue flowing through each contract. This review should include an analysis 
of the projected dollar volume by contract, expected versus actual discount, denial rates for 
both inpatient and outpatient, and the overall mix of services. 
 
4. Increased Patient Responsibility: The influx of high-deductible health plans has 
impacted account receivables for many organizations as more financial responsibility has 
shifted to the patient. Rates that appeared adequate just a few years ago may no longer 
cover the additional cost of collecting the increased patient deductible and coinsurance 
amounts and associated higher bad debt. In response, most organizations have had to 
invest in additional resources to improve collection efforts and manage bad debt. Therefore, 
any review and analysis of contract performance should consider how increased patient 
responsibility impacts revenue. 
 
Also, while most organizations stay on top of the contracts with their top three to five major 
payers, as much as 20 to 30 percent of commercial revenue can flow through contracts that 
fall into the “other commercial” category. A thorough contract review process incorporates 
all payer contracts in-house. 
 
In our experience, understanding the impact of the payer contract portfolio has been integral 
to the services provided to our clients. In one instance involving a hospital system acquiring 
a competitor, knowing the future impact of payer revenue flowing through the contracts was 
a strategic component of the transaction. In another instance, examining the revenue 
impact from changes in their charge master assisted a health system in determining how 
much to change its retail pricing structure. 
 
For perspective, remember a modest 5 percent change in reimbursement on a $400 million 
portfolio can improve the bottom line by $20 million, with considerably less strain to your 
organization than typical cost savings efforts. Keeping your contracts current allows your 
organization to be proactive in future managed care discussions and to focus on its 
strategic initiatives, while at the same time protecting itself from changing market conditions, 
payer consolidation, service mix shifts and increased patient responsibility, all of which can 
negatively impact the bottom line. 
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