Healthg%;é GLOSSARY

Professional Certificate in Consulting for Healthcare Management

Financial Management In Healthcare

Accrual Accounting

Related terms: Cash accounting, revenue recognition. Explanation: Accrual accounting records revenues and
expenses when they are earned or incurred, regardless of cash flow timing. In healthcare, this means
recognizing patient services at the point of care, not when payment is received. Example: A hospital bills an
insurer for a surgery performed in March; the revenue is recorded in March even if reimbursement arrives in
June. Practical application: Enables accurate budgeting and performance measurement across service lines.
Challenges: Requires robust data capture systems and can complicate cash flow forecasting.

Accounts Receivable (AR)

Related terms: Days sales outstanding (DSO), collection cycle. Explanation: AR represents money owed to a
healthcare provider for services rendered but not yet paid. Efficient AR management is critical for liquidity.
Example: A clinic tracks outstanding patient balances and insurer claims in an AR ledger. Practical
application: Use of electronic claim submission and automated reminders reduces DSO. Challenges: High
claim denial rates and patient financial hardship can delay collections.

Activity-Based Costing (ABC)

Related terms: Cost allocation, overhead distribution. Explanation: ABC assigns costs to services based on
the activities required to deliver them, providing a more precise view of resource consumption. Example:
Assigning nursing time, equipment use, and supplies to each surgical procedure. Practical application: Helps
identify high-cost services and opportunities for process improvement. Challenges: Data intensive; requires
detailed tracking of time and resources.

Adjusted Clinical Groups (ACG)

Related terms: Case mix index (CMI), risk adjustment. Explanation: ACG is a risk-adjustment tool that
categorizes patients based on diagnoses to predict future health service utilization. Example: Using ACG to
forecast outpatient visit volume for a primary-care network. Practical application: Supports capacity
planning and budgeting. Challenges: Relies on accurate coding; may not capture social determinants of
health.

Advance Payment

Related terms: Pre-payment, escrow. Explanation: An advance payment is a lump-sum cash receipt received
before services are rendered, often used in managed-care contracts. Example: A health system receives a
capitated payment at the start of the year. Practical application: Provides upfront capital for operational
expenses. Challenges: Requires careful forecasting to avoid shortfalls if utilization exceeds expectations.

Amortization

Related terms: Depreciation, loan repayment. Explanation: Amortization spreads the cost of an intangible
asset or loan principal over its useful life. In healthcare, it often applies to software licenses or debt.
Example: Amortizing a $5 million electronic health record (EHR) system over ten years. Practical application:
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Aligns expense recognition with benefit period. Challenges: Estimating useful life and residual value can be
subjective.

Annual Budget Cycle

Related terms: Fiscal year, budget variance. Explanation: The annual budget cycle is the systematic process
of planning, approving, and monitoring a healthcare organization’s financial plan for a twelve-month
period. Example: A hospital develops a budget in Q3, submits for board approval in Q4, and implements in
the new fiscal year. Practical application: Provides a roadmap for revenue targets and expense controls.
Challenges: Unpredictable reimbursement rates and regulatory changes can render budgets obsolete.

Accounts Payable (AP)

Related terms: Cash disbursement, vendor management. Explanation: AP represents obligations to pay
suppliers for goods and services received. Effective AP management preserves supplier relationships and
optimizes cash outflows. Example: A hospital pays for medical supplies, utilities, and consulting fees through
its AP system. Practical application: Leveraging early-payment discounts improves cost efficiency.
Challenges: Balancing timely payments with cash flow constraints.

Asset Management

Related terms: Capital assets, asset lifecycle. Explanation: Asset management involves tracking, maintaining,
and optimizing the use of physical and intangible assets to support clinical operations. Example: Monitoring
the utilization and maintenance schedule of MRI machines. Practical application: Extends asset life and
reduces downtime. Challenges: High acquisition costs and rapid technology obsolescence.

Balanced Scorecard

Related terms: Key performance indicators (KPIs), strategic alignment. Explanation: The balanced scorecard
translates an organization’s vision into measurable objectives across financial, patient, internal process, and
learning perspectives. Example: A health system sets targets for operating margin, patient satisfaction,
readmission rates, and staff training hours. Practical application: Aligns departmental goals with overall
strategy. Challenges: Selecting appropriate metrics and ensuring data integrity.

Benchmarking

Related terms: Best practice, performance comparison. Explanation: Benchmarking compares an
organization’s performance against peers or industry standards to identify gaps and improvement
opportunities. Example: Comparing average length of stay (ALOS) to national averages. Practical application:
Drives continuous quality and cost improvement. Challenges: Data availability, differing case mix, and
contextual factors.

Break-Even Analysis

Related terms: Contribution margin, fixed costs. Explanation: Break-even analysis determines the volume of
services needed to cover all expenses, indicating the point at which revenues equal costs. Example:
Calculating how many outpatient visits are required to cover clinic overhead. Practical application: Informs
pricing and service line decisions. Challenges: Assumes linear cost behavior, which may not hold in complex
care settings.
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Capitation

Related terms: Risk-based payment, managed care. Explanation: Capitation is a fixed
per-member-per-month (PMPM) payment to a provider for delivering a defined set of services, shifting
financial risk to the provider. Example: A primary-care practice receives $35PMPM for each enrolled patient.
Practical application: Encourages cost-effective care coordination. Challenges: Requires accurate forecasting
of utilization and robust care management.

Cash Flow Statement

Related terms: Operating cash flow, financing activities. Explanation: The cash flow statement summarizes
cash inflows and outflows across operating, investing, and financing activities, revealing liquidity health.
Example: A hospital’s cash flow statement shows cash generated from patient services, cash used for
equipment purchases, and cash raised through a loan. Practical application: Supports short-term financing
decisions. Challenges: Timing differences between revenue recognition and cash receipt can obscure true
cash position.

Charge Master

Related terms: Fee schedule, billing codes. Explanation: The charge master is a comprehensive list of billable
items, services, and procedures with associated prices used for invoicing. Example: Updating the charge
master to reflect new CPT codes for telehealth services. Practical application: Ensures consistent and
compliant billing. Challenges: Maintaining accuracy amid frequent regulatory and coding changes.

Clinical Pathway

Related terms: Care protocol, standardization. Explanation: A clinical pathway is an evidence-based,
multidisciplinary plan that outlines the optimal sequence of interventions for a specific condition. Example:
A pathway for total knee replacement defines pre-operative assessment, surgery, and post-operative
rehabilitation steps. Practical application: Reduces variation, improves outcomes, and controls costs.
Challenges: Requires clinician buy-in and periodic updates.

Cost-Benefit Analysis (CBA)

Related terms: Net present value (NPV), return on investment (ROI). Explanation: CBA compares the
monetary benefits of a project to its costs, aiding decision-making on investments. Example: Evaluating the
ROI of implementing a new patient portal. Practical application: Prioritizes projects with highest financial
impact. Challenges: Quantifying intangible benefits such as patient satisfaction.

Cost Allocation

Related terms: Indirect costs, overhead recovery. Explanation: Cost allocation distributes shared expenses
(e.G,, Utilities, administrative salaries) to individual departments or service lines based on a logical driver.
Example: Allocating IT support costs to each clinical department based on number of workstations. Practical
application: Provides a more accurate picture of departmental profitability. Challenges: Selecting
appropriate allocation bases and avoiding over-allocation.

Cost Center
Related terms: Profit center, expense management. Explanation: A cost center is a department or unit for
which costs are recorded but revenues are not directly attributed. Example: The sterile processing
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department is treated as a cost center. Practical application: Enables monitoring of expense efficiency.
Challenges: May lack incentives for cost reduction without performance metrics.

Cost-to-Serve

Related terms: Value chain, service costing. Explanation: Cost-to-serve calculates the total cost of delivering
a service to a specific patient segment, incorporating all direct and indirect expenses. Example: Determining
the cost-to-serve for high-complexity oncology patients. Practical application: Helps in pricing negotiations
and resource allocation. Challenges: Requires granular data on resource consumption.

Credit Risk

Related terms: Payer solvency, bad debt. Explanation: Credit risk assesses the likelihood that a payer (e.G,,
Insurer, patient) will fail to meet payment obligations. Example: Evaluating the creditworthiness of a new
insurance contract. Practical application: Influences contract terms and reserve setting. Challenges: Limited
public data on private payer financial health.

Debt Service Coverage Ratio (DSCR)

Related terms: Leverage, loan covenant. Explanation: DSCR measures a organization’s ability to meet debt
obligations from operating cash flow. Example: A DSCR of 1.3 Indicates cash flow exceeds debt service by
30 %. Practical application: Used by lenders to assess loan eligibility. Challenges: Sensitive to cash flow
volatility and accounting methods.

Depreciation

Related terms: Straight-line method, useful life. Explanation: Depreciation allocates the cost of a tangible
asset over its useful life, reflecting wear and obsolescence. Example: Depreciating a $2 million CT scanner
over eight years using straight-line depreciation. Practical application: Impacts taxable income and asset
valuation. Challenges: Estimating residual value and aligning depreciation with technology upgrades.

Diagnostic Related Group (DRG)

Related terms: Case mix index, prospective payment system. Explanation: DRGs classify inpatient stays into
groups with similar clinical characteristics and resource use, forming the basis for Medicare's prospective
payment. Example: A patient admitted for uncomplicated pneumonia falls into DRG 193. Practical
application: Drives hospital reimbursement and cost control strategies. Challenges: Incentivizes up-coding
and may not reflect true clinical complexity.

Direct Cost

Related terms: Variable cost, cost of goods sold. Explanation: Direct costs are expenses that can be directly

traced to a specific service or product, such as supplies used in a surgical procedure. Example: The cost of a
pacemaker implanted during cardiac surgery. Practical application: Enables precise service-line profitability

analysis. Challenges: Capturing all direct cost elements can be labor-intensive.

Discount Rate

Related terms: Cost of capital, weighted average cost of capital (WACC). Explanation: The discount rate
reflects the time value of money and risk associated with future cash flows, used in net present value
calculations. Example: Applying a 6% discount rate to a five-year project cash flow forecast. Practical
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application: Assesses investment attractiveness. Challenges: Selecting an appropriate rate for public-sector
healthcare entities.

EBITDA

Related terms: Operating income, cash flow. Explanation: EBITDA (earnings before interest, taxes,
depreciation, and amortization) measures operational profitability by excluding non-operating expenses.
Example: A health system reports EBITDA of $120 million, indicating core operating performance. Practical
application: Used by investors to compare profitability across organizations. Challenges: Can mask cash flow
issues and capital expenditure needs.

EBIT

Related terms: Operating profit, margin. Explanation: EBIT (earnings before interest and taxes) reflects
profitability after accounting for operating expenses but before financing costs and taxes. Example: EBIT of
$85 million after deducting depreciation from EBITDA. Practical application: Provides insight into operating
efficiency. Challenges: Still excludes tax impacts, which can be significant for nonprofit providers.

Economic Value Added (EVA)

Related terms: Residual income, shareholder value. Explanation: EVA measures the surplus value created
beyond the cost of capital, indicating true economic profit. Example: A hospital generates EVA of $10 million
after accounting for its WACC. Practical application: Aligns managerial incentives with value creation.
Challenges: Complex calculations and data requirements.

Electronic Health Record (EHR)

Related terms: Health information technology (HIT), interoperability. Explanation: An EHR is a digital version
of a patient’s chart that supports clinical workflow, documentation, and data exchange. Example:
Implementing a cloud-based EHR to streamline documentation across multiple sites. Practical application:
Improves care coordination and facilitates reporting. Challenges: High upfront costs, user adoption
resistance, and cybersecurity risks.

Enterprise Resource Planning (ERP)

Related terms: Integrated system, financial module. Explanation: ERP integrates core business processes—
finance, supply chain, human resources—into a single platform for unified data management. Example: A
health system deploys an ERP to consolidate budgeting, procurement, and payroll. Practical application:
Enhances data visibility and reduces duplicate entry. Challenges: Complex implementation, change
management, and customization needs.

Expense Ratio

Related terms: Operating expense ratio, cost efficiency. Explanation: The expense ratio compares total
operating expenses to total revenue, indicating how much of each revenue dollar is consumed by costs.
Example: An expense ratio of 85% means 85 cents of every revenue dollar go to operating costs. Practical
application: Benchmarks financial efficiency against peers. Challenges: Variability in cost structures across
service lines can distort comparisons.

External Benchmark
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Related terms: Peer group, industry standards. Explanation: An external benchmark uses data from
comparable organizations to assess performance relative to the broader market. Example: Comparing
readmission rates to national averages published by CMS. Practical application: Identifies competitive
positioning and improvement targets. Challenges: Ensuring data comparability and adjusting for case-mix
differences.

Facility Utilization

Related terms: Bed occupancy, capacity management. Explanation: Facility utilization measures the extent to
which physical resources (beds, operating rooms) are occupied over a defined period. Example: A 92%
occupancy rate in inpatient beds during flu season. Practical application: Guides staffing and scheduling
decisions. Challenges: Balancing high utilization with patient safety and staff burnout.

Financial Leverage

Related terms: Debt-to-equity ratio, capital structure. Explanation: Financial leverage indicates the extent to
which an organization uses borrowed funds to finance its assets. Higher leverage can amplify returns but
also risk. Example: A health system with a debt-to-equity ratio of 1.5. Practical application: Informs strategic
financing decisions. Challenges: Over-leveraging can jeopardize solvency, especially under reimbursement
pressure.

Financial Modeling

Related terms: Scenario analysis, projection. Explanation: Financial modeling builds quantitative
representations of an organization’s financial performance to evaluate outcomes under various
assumptions. Example: Modeling the impact of a new service line on cash flow over five years. Practical
application: Supports strategic planning and investment appraisal. Challenges: Requires accurate input data
and awareness of model limitations.

Financial Statement Analysis

Related terms: Ratio analysis, trend analysis. Explanation: This analysis reviews the balance sheet, income
statement, and cash flow statement to assess financial health, profitability, and liquidity. Example:
Conducting a ratio analysis to evaluate current ratio and operating margin. Practical application: Identifies
strengths, weaknesses, and areas for corrective action. Challenges: Interpretation can be affected by
accounting policies and one-time events.

Fixed Cost

Related terms: Overhead, sunk cost. Explanation: Fixed costs remain constant regardless of service volume,
such as rent, salaries of administrative staff, and depreciation. Example: The monthly lease payment for a
medical office building. Practical application: Critical for break-even calculations and budgeting. Challenges:
Over-reliance can reduce flexibility in response to demand fluctuations.

Fund Accounting

Related terms: Restricted funds, nonprofit finance. Explanation: Fund accounting tracks assets and liabilities
by separate funds, each with its own purpose and restrictions, common in nonprofit healthcare entities.
Example: A charitable foundation fund designated for community health programs. Practical application:
Ensures compliance with donor restrictions and grant requirements. Challenges: Complex reporting and
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need for rigorous internal controls.

General Ledger (GL)

Related terms: Chart of accounts, journal entry. Explanation: The GL is the central repository for all financial
transactions, organized by accounts, serving as the basis for financial statements. Example: Posting a
revenue transaction from a patient bill to the “Patient Service Revenue” account. Practical application:
Enables accurate financial reporting and audit readiness. Challenges: Data integrity and timely posting are
essential.

Gross Margin

Related terms: Contribution margin, net profit. Explanation: Gross margin is the difference between revenue
and direct costs, expressed as a percentage of revenue, reflecting the efficiency of service delivery. Example:
A gross margin of 55% indicates that 55 cents of each revenue dollar remain after covering direct costs.
Practical application: Helps evaluate pricing and cost-control strategies. Challenges: Does not account for
fixed overhead, which can be substantial.

Health Maintenance Organization (HMO)

Related terms: Managed care, capitation. Explanation: An HMO is a type of managed-care health insurance
that provides a defined set of services through a network of providers for a fixed fee. Example: Members
must obtain care from in-network physicians to be covered. Practical application: Encourages coordinated
care and cost containment. Challenges: Limited provider choice may affect patient satisfaction.

Health Savings Account (HSA)

Related terms: High-deductible health plan (HDHP), tax-advantaged. Explanation: An HSA is a tax-free
savings vehicle that individuals can use to pay qualified medical expenses, often paired with high-deductible
plans. Example: An employee contributes $3,500 annually to an HSA for future care costs. Practical
application: Shifts cost awareness to consumers and can reduce unnecessary utilization. Challenges:
Low-income patients may be unable to contribute, creating equity concerns.

Healthcare Revenue Cycle

Related terms: Front-end, back-end, claim management. Explanation: The revenue cycle encompasses all
administrative and clinical processes from patient registration to final payment collection. Example: Steps
include eligibility verification, charge capture, coding, claim submission, and denial management. Practical
application: Optimizing each step reduces days in accounts receivable and improves cash flow. Challenges:
Complex coordination across departments and frequent regulatory changes.

Healthcare Utilization Review

Related terms: Prior authorization, case management. Explanation: Utilization review evaluates the
appropriateness of medical services based on clinical criteria, aiming to ensure necessity and
cost-effectiveness. Example: A case manager reviews a request for an MRI to confirm medical necessity.
Practical application: Controls unnecessary spending and aligns care with best practices. Challenges: May
create delays and affect provider satisfaction.

Hospital Acquired Condition (HAC)
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Related terms: Quality metric, pay-for-performance. Explanation: HACs are complications patients develop
during a hospital stay that were not present upon admission, such as infections or pressure ulcers. Example:
A surgical site infection identified as a HAC. Practical application: Reducing HACs improves quality scores
and avoids financial penalties. Challenges: Requires robust infection-control programs and staff education.

Hospital Compare

Related terms: Public reporting, CMS star ratings. Explanation: Hospital Compare is a public website that
provides quality and safety data on U.S. Hospitals, enabling consumers to compare performance. Example:
A patient reviews readmission rates on Hospital Compare before selecting a facility. Practical application:
Transparency drives quality improvement initiatives. Challenges: Data lag and the need to interpret metrics
correctly.

Hospital Operating Margin

Related terms: Net margin, profitability. Explanation: The operating margin reflects the proportion of
operating revenue remaining after covering operating expenses, expressed as a percentage. Example: An
operating margin of 3% indicates modest profitability. Practical application: Benchmarking against peers
informs financial health assessments. Challenges: Thin margins can limit investment capacity and increase
vulnerability to reimbursement cuts.

Incentive Compensation

Related terms: Pay-for-performance, bonus structure. Explanation: Incentive compensation aligns employee
remuneration with performance metrics, such as quality, efficiency, or revenue targets. Example: Physicians
receive bonuses for meeting patient satisfaction scores. Practical application: Motivates behavior that
supports strategic goals. Challenges: Designing fair, measurable, and non-gaming metrics.

Interest Coverage Ratio

Related terms: Earnings before interest and taxes (EBIT), debt service. Explanation: This ratio measures a
firm'’s ability to meet interest payments with its operating earnings. Example: An interest coverage ratio of
4.0 Means EBIT is four times the interest expense. Practical application: Lenders use it to assess credit risk.
Challenges: Volatile earnings can cause fluctuations in the ratio.

Inventory Turnover

Related terms: Stock management, days inventory outstanding. Explanation: Inventory turnover calculates
how many times inventory is sold and replaced over a period, indicating efficiency of supply management.
Example: A turnover of 8 suggests the pharmacy replenishes stock eight times per year. Practical
application: Reduces holding costs and waste. Challenges: Balancing sufficient stock to avoid stock-outs,
especially for critical supplies.

Joint Commission Accreditation

Related terms: Accreditation, quality standards. Explanation: Accreditation by The Joint Commission signifies
compliance with nationally recognized healthcare quality and safety standards. Example: A hospital
undergoes a comprehensive survey to maintain accreditation status. Practical application: Enhances
reputation and may influence payer contracts. Challenges: Preparation demands extensive documentation
and staff engagement.
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Key Performance Indicator (KPI)

Related terms: Metric, dashboard. Explanation: KPIs are quantifiable measures used to evaluate the success
of an organization in achieving strategic objectives. Example: Average length of stay (ALOS) is a KPI for
inpatient efficiency. Practical application: Drives data-guided decision making. Challenges: Selecting relevant
KPIs and ensuring data quality.

Leveraged Buyout (LBO)

Related terms: Private equity, debt financing. Explanation: An LBO is a transaction where a buyer acquires a
company using a significant amount of borrowed money, leveraging the target’s assets to secure financing.
Example: A private-equity firm purchases a regional hospital chain using an LBO structure. Practical
application: Can provide capital for expansion or restructuring. Challenges: High debt burden may limit
operational flexibility.

Liability Management

Related terms: Debt restructuring, cash flow planning. Explanation: Liability management involves strategies
to optimize the composition, cost, and risk of an organization’s liabilities. Example: Refinancing a
high-interest loan to a lower-rate facility. Practical application: Improves financial stability and reduces
interest expense. Challenges: Market conditions and covenant restrictions can limit options.

Line of Credit

Related terms: Revolving credit, working capital. Explanation: A line of credit provides a flexible borrowing
arrangement where the organization can draw funds up to a predetermined limit as needed. Example: A
hospital maintains a $20 million revolving line of credit for short-term cash needs. Practical application:
Supports liquidity during cash-flow gaps. Challenges: Interest costs accrue on drawn amounts, and covenant
compliance must be maintained.

Liquidity Ratio

Related terms: Current ratio, quick ratio. Explanation: Liquidity ratios assess an organization’s ability to meet
short-term obligations with available assets. Example: A current ratio of 1.5 Indicates current assets exceed
current liabilities by 50 %. Practical application: Signals financial health to creditors and rating agencies.
Challenges: High cash holdings may indicate inefficient capital use.

Long-Term Care (LTC) Facility

Related terms: Skilled nursing, assisted living. Explanation: LTC facilities provide extended medical and
personal care for individuals with chronic health conditions or disabilities. Example: A nursing home offering
rehabilitation services and 24-hour nursing care. Practical application: Generates revenue through Medicaid,
Medicare, and private pay. Challenges: Regulatory compliance, staffing shortages, and reimbursement
volatility.

Margin Enhancement

Related terms: Cost reduction, revenue optimization. Explanation: Margin enhancement strategies aim to
increase profitability by improving revenue streams, reducing costs, or both. Example: Implementing
bundled payments to incentivize efficient care pathways. Practical application: Boosts operating margin
without compromising quality. Challenges: Requires cross-functional coordination and careful risk
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assessment.

Medical Billing

Related terms: Claim submission, coding. Explanation: Medical billing translates clinical services into billable
claims, applying appropriate codes and payer rules to generate reimbursement. Example: Submitting a
claim with CPT code 99213 for an office visit. Practical application: Accurate billing maximizes revenue and
minimizes denials. Challenges: Complex payer policies and frequent coding updates.

Medical Coding

Related terms: ICD-10, CPT, documentation. Explanation: Coding assigns standardized alphanumeric
identifiers to diagnoses and procedures, forming the basis for billing and analytics. Example: Using
ICD-10-CM codeE11.9 For type 2 diabetes without complications. Practical application: Enables consistent
data collection and reimbursement. Challenges: Requires ongoing training and audit to prevent errors.

Managed Care Organization (MCO)

Related terms: HMO, PPO, capitation. Explanation: An MCO contracts with healthcare providers to deliver
services to members at predetermined rates, emphasizing cost control and quality. Example: A regional
MCO negotiates a network agreement with hospitals. Practical application: Aligns incentives for efficient
care delivery. Challenges: Balancing provider autonomy with network requirements.

Mark-to-Market

Related terms: Fair value accounting, valuation. Explanation: Mark-to-market adjusts the value of assets and
liabilities to reflect current market prices, providing a realistic view of financial position. Example: Revaluing
a portfolio of investment securities at year-end. Practical application: Improves transparency for
stakeholders. Challenges: Market volatility can cause significant swings in reported equity.

Operating Expense Ratio (OER)

Related terms: Cost efficiency, expense management. Explanation: OER compares total operating expenses
to total operating revenue, indicating the proportion of revenue consumed by operations. Example: An OER
of 0.78 Means 78 % of revenue is spent on operating costs. Practical application: Benchmarking tool for
financial performance. Challenges: May obscure differences in service mix.

Operating Margin

Related terms: Profitability, net margin. Explanation: Operating margin is the percentage of revenue
remaining after deducting operating expenses, before interest and taxes. Example: A 4% operating margin
suggests modest profitability. Practical application: Indicator of core business health. Challenges: Thin
margins can limit capacity for capital projects.

Outpatient Revenue Cycle

Related terms: Same-day surgery, ambulatory billing. Explanation: The outpatient revenue cycle covers all
financial processes for services delivered without inpatient admission, from registration to payment.
Example: A same-day cataract surgery center manages pre-authorization, charge capture, and claim
submission within a single visit. Practical application: Streamlined processes can reduce days in AR and
improve cash flow. Challenges: High volume and rapid turnover increase risk of coding errors.
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Overhead Allocation

Related terms: Indirect cost, cost pool. Explanation: Overhead allocation distributes shared expenses to
individual cost centers based on predetermined drivers, such as square footage or labor hours. Example:
Allocating central administrative salaries to each clinic proportionally. Practical application: Provides a
realistic view of departmental profitability. Challenges: Selecting equitable allocation bases and avoiding
double-counting.

Patient Mix

Related terms: Case mix index, payer composition. Explanation: Patient mix describes the distribution of
patients by clinical complexity, insurance type, and service intensity, influencing revenue and cost structures.
Example: A hospital with a high proportion of commercially insured patients may enjoy higher
reimbursement rates. Practical application: Guides strategic marketing and service line development.
Challenges: Shifts in demographics or payer contracts can alter mix rapidly.

Patient Satisfaction Survey

Related terms: HCAHPS, net promoter score (NPS). Explanation: Surveys capture patients’ perceptions of
care quality, influencing public reporting and reimbursement under value-based programs. Example: Using
HCAHPS scores to assess hospital performance. Practical application: Improves patient experience and can
boost incentive payments. Challenges: Survey fatigue and response bias may affect reliability.

Pay-for-Performance (P4P)

Related terms: Value-based purchasing, quality incentives. Explanation: P4P programs link provider
reimbursement to performance on predefined quality and efficiency metrics. Example: Medicare's Hospital
Value-Based Purchasing program adjusts payments based on outcomes. Practical application: Encourages
evidence-based care and cost containment. Challenges: Complex metric calculations and potential
unintended consequences.

Per-Member-Per-Month (PMPM)

Related terms: Capitation, enrollment. Explanation: PMPM is a payment model where providers receive a
fixed amount for each enrolled member each month, covering a defined set of services. Example: A health
plan pays a primary-care network $30 PMPM for each member. Practical application: Predictable revenue
stream for care management. Challenges: Accurate utilization forecasting is essential to avoid losses.

Pharmacy Benefit Management (PBM)

Related terms: Formulary, rebate. Explanation: PBMs negotiate drug prices, manage formularies, and
process prescription drug claims on behalf of insurers and employers. Example: A PBM secures a rebate for
a generic medication, reducing cost for the health plan. Practical application: Controls pharmaceutical spend
and improves formulary compliance. Challenges: Lack of transparency can obscure true cost savings.

Physical Capital Investment

Related terms: Capital expenditure (CapEx), ROI. Explanation: Physical capital investment involves spending
on tangible assets such as buildings, equipment, and technology to enhance service capacity. Example:
Purchasing a new linear accelerator for radiation oncology. Practical application: Expands clinical capabilities
and can generate additional revenue. Challenges: Long payback periods and rapid technology

Read online: https://certificates.HealthCareCourses.org.uk/glossaries/ HealthCareCourses (An LSIB brand) - 23 Jun 2026
4930850/financial-management-in-healthcare



Healthg¥e GLOSSARY

obsolescence.

Plan-Do-Check-Act (PDCA) Cycle

Related terms: Continuous improvement, quality management. Explanation: PDCA is a four-step iterative
process for testing and implementing changes, commonly used in healthcare quality initiatives. Example:
Testing a new discharge checklist (Plan), implementing it (Do), measuring readmission rates (Check), and
refining the process (Act). Practical application: Facilitates evidence-based improvements. Challenges:
Requires disciplined data collection and stakeholder engagement.

Portfolio Management

Related terms: Project selection, strategic alignment. Explanation: Portfolio management assesses and
prioritizes multiple projects or investments to align with organizational goals and resource constraints.
Example: A health system evaluates proposals for telehealth expansion, facility renovation, and IT upgrades.
Practical application: Ensures optimal allocation of capital and staff. Challenges: Balancing short-term needs
with long-term strategic vision.

Post-Acute Care (PAC)

Related terms: Skilled nursing facility (SNF), home health. Explanation: PAC refers to services delivered after
an acute hospitalization, including rehabilitation, long-term care, and home health services. Example: A
patient discharged to a SNF for physical therapy. Practical application: Influences length of stay and
readmission rates. Challenges: Coordination across settings and reimbursement variability.

Profit Center

Related terms: Cost center, revenue attribution. Explanation: A profit center is a business unit for which both
revenues and expenses are recorded, allowing assessment of profitability. Example: A hospital’s cardiac
surgery department operates as a profit center. Practical application: Drives accountability for financial
performance. Challenges: Requires accurate allocation of shared costs.

Projected Cash Flow

Related terms: Cash budgeting, forecast. Explanation: Projected cash flow estimates future cash inflows and
outflows over a specified horizon, supporting liquidity planning. Example: Forecasting monthly cash receipts
from payer reimbursements for the next twelve months. Practical application: Identifies potential cash
shortfalls and financing needs. Challenges: Uncertainty in reimbursement timing and claim denials can
affect accuracy.

Provider Network

Related terms: Contract, credentialing. Explanation: A provider network is a group of physicians, hospitals,
and other clinicians contracted to deliver services to members of a health plan. Example: An HMO's network
includes 150 primary-care physicians and 20 hospitals. Practical application: Enables negotiated rates and
coordinated care. Challenges: Maintaining adequate access while controlling costs.

Quality Adjusted Life Year (QALY)
Related terms: Health economics, cost-effectiveness. Explanation: QALY combines quantity and quality of life
into a single metric, used to evaluate the value of medical interventions. Example: An intervention that adds
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0.5QALY at a cost of $10000 yields a cost per QALY of $20000. Practical application: Informs resource
allocation decisions. Challenges: Ethical considerations around assigning utility values.

Rate Review

Related terms: Fee schedule, contract negotiation. Explanation: Rate review assesses the adequacy of
reimbursement rates for services, often during contract renewals with payers. Example: Analyzing whether
current rates cover the cost of delivering orthopedic surgery. Practical application: Supports negotiation of
fair compensation. Challenges: Data collection and benchmarking against market rates.

Revenue Cycle Management (RCM)

Related terms: Billing, collections, denial management. Explanation: RCM encompasses the end-to-end
process of managing financial transactions from patient intake through final payment, aiming to maximize
revenue and reduce days in AR. Example: Implementing an automated denial management system to
recoup lost charges. Practical application: Improves cash flow and reduces administrative overhead.
Challenges: Integration of disparate systems and adherence to evolving regulations.

Risk Adjustment

Related terms: Hierarchical condition category (HCC), case mix. Explanation: Risk adjustment modifies
payments to account for the health status and expected resource use of a patient population, ensuring fair
compensation. Example: CMS applies HCC risk scores to calculate Medicare Advantage payments. Practical
application: Aligns reimbursement with patient complexity. Challenges: Accurate coding and documentation
are essential.

Return on Assets (ROA)

Related terms: Profitability, asset efficiency. Explanation: ROA measures how effectively an organization uses
its assets to generate earnings, calculated as net income divided by total assets. Example: An ROA of 5%
indicates $5 of profit for every $100 of assets. Practical application: Assesses operational efficiency.
Challenges: Asset intensity of healthcare can depress ROA compared to other industries.

Return on Investment (ROI)

Related terms: Financial analysis, payback period. Explanation: ROl quantifies the gain or loss generated on
an investment relative to its cost, expressed as a percentage. Example: An ROl of 12% on a $10million EHR
upgrade. Practical application: Guides capital allocation decisions. Challenges: Capturing indirect benefits
and long-term effects.

Revenue Forecasting

Related terms: Budgeting, trend analysis. Explanation: Revenue forecasting projects future income based on
historical data, payer contracts, and market trends, supporting strategic planning. Example: Using a
regression model to predict quarterly inpatient revenue.

Read online: https://certificates.HealthCareCourses.org.uk/glossaries/ HealthCareCourses (An LSIB brand) - 23 Jun 2026
4930850/financial-management-in-healthcare



