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How Much Does That Cost? 
Ellis & Adams presents a tool to allow CCJR participating 
hospitals to achieve their goals. We are implementing 
Time-Driven Activity Based Costing (TDABC) projects in 
multiple hospital sites. TDABC is a tool to design cost 
models in environments with complex activities. In health 
care, TDABC  calculates the cost per each minute of 
resources consumed (personnel and equipment, supplies, 
etc.), making it valuable in the transition to bundled 
payments. 

 

Case 
Example: 

Graph 1. 
TDABC analysts collected 
data on the cost of supplies 
used by surgeons. Values do 
not include the cost of 
implants. Implant cost per 
surgeon were graphed 
separately.  

In May of 2015, Ellis & Adams conducted a TDABC analysis for 
total hip and knee replacement services offered by a 
community hospital in California.  

The goal was to provide costing insights by assigning 
accurate costs for both labor and supplies involved in this 
high-cost, complex procedure.  

What are Bundled 
Payments? 

Bundled payments are a 
retrospective, single payment for 
all services related to a specific 
treatment or condition.   

The challenge for hospitals is in 
understanding what it exactly 
costs to provide care for the 
particular treatment.    

Under this model, hospitals can 
receive bonus payments if 
spending falls below the target 
price in the bundled payment. 
However, hospitals are financially 
responsible for additional costs 
incurred above the target price.  

The ultimate goal is a successful 
procedure where the patient does 
not incur more costs than 
necessary.  

Comprehensive Care for Joint Replacement 
(CCJR) Initiative 
CMS will enact bundled payments for hip & knee surgeries 
beginning in January of 2015 as part of the CCJR Initiative 
for 75 geographical areas.*  

Under this proposed model, the hospital in which the hip or 
knee replacement takes place would be accountable for the 
costs and quality of care from the time of the surgery 
through 90 days after — known as the “episode” of care.   

*
Currently proposed rules. The final rules are slated to be released in October or November 2015 and take effect on January 1, 2016.  
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This method creates an elegant framework of time equations and cost drivers, 
requiring only two sets of estimates that can easily and objectively be obtained:  
1. The quantity of time required by each personnel in providing service to a patient. 
2. The price incurred by the organization for each resource (labor, supply, equipment 

cost, etc.) involved in the patient process.  
 
TDABC can be further expanded to incorporate activities from additional services that 
remain a core part of the pre- and post-patient care services (i.e. follow-up care 
activities, rehabilitation services, and/or joint ventures with neighboring care sites). 
Additionally, TDABC analysis can also be an essential tool to anticipate savings when 
deciding to implement new processes or negotiating purchasing agreements. 
 
The CCJR initiative will require hospitals to perform a holistic review on the cost and 
quality outcomes for their hip & knee replacement care episodes. TDABC is a tool 
growing in popularity because of its value to provide quick and detailed preparation for 
bundled payments.  

Findings: 

1. Discovered cost outliers and variations in the average cost of supplies used by 
different surgeons (Graph 1). A deep dive can lead to answers in asking: 

- What factors are responsible for higher and lower costs for the same 
procedure?  

   - Does this variation have any effect on the quality of the surgery procedure?  

2.  Discovered labor time variation is based on the number of personnel involved and 
differences in patient characteristics. Further analysis can point to specific 
factors accounting for the labor time variations.  

3.  Using the labor time values and financial data, TDABC analysts calculated capacity
-cost rate (CCR) values for each personnel involved. The CCR values were used to 
calculate the cost for each minute of personnel time used during patient-related 
activities. Findings were used to provide recommendations on how to improve 
labor productivity. 

Graph 2.  
TDABC analysts collected 
the labor time taken to 
perform each process by 
all personnel involved. 
Graph lines represent 
scenarios where labor 
time was high, median, and 
low for all services 
performed in hip & knee 
surgeries.  
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Contact Us 

Give us a call for more 

information about our 

services and products.  

Ellis & Adams, Inc 

2407 South Congress Ave. 

Suite E130 

Austin, Tx 78704 

(610) 805-1172 

info@ellisandadams.com 

Visit us on the web at 

www.ellisandadams.com 
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CMS Resources for More Information on CCJR: 

Comprehensive Care for Joint Replacement Model: Provider and Technical 

Fact Sheet. (July 9, 2015) <http://innovation.cms.gov/Files/fact-

sheet/Comprehensive-Care-for-Join-Replacement-Technical-Fact-

Sheet.pdf> 

 Comprehensive Care for Joint Replacement Model: Frequently Asked 

Questions. (July 9, 2015) <http://innovation.cms.gov/Files/x/

Comprehensive-Care-for-Join-Replacement-External-FAQs.pdf> 

Additional resources can be found at http://innovation.cms.gov 

 

 

 

 

 

This brief is for information purposes only. To learn more or commission a 

study at your organization, you can contact an Ellis & Adams associate at 

info@ellisandadams.com or call 610-805-1172.  

© Ellis & Adams, Inc. All rights reserved  
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