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Historical Perspective
Like many other businesses, the hospital business model was one in which you served the 
“community”. Effective for decades, serving the community has been the forefront of its 
brand. Without focusing on any disease in particular, the community could comfortably say 
a hospital was “theirs” because it served them. Oftentimes, they served a religious segment 
as that was the group they were surrounded by or, alternatively, the community was of an 
ethnic background as they served that particular culture and language. As time evolved and 
boundaries of faith, ethnic origin, and access due to transportation limits became less 
important, providers had to change their approach to whom and how they provided care. 

The evolution of the healthcare provider world now continues in a more competitive, 
concentrated, and complex environment. As new entrants are providing alternatives to the 
traditional hospital provider space, consumers’ expectations for service are changing with a 
focus on their needs, not the needs of the providers. Reimbursement pressures continue as 
governmental and commercial payors ratchet down on reimbursement rates. 

The Avec Group suggests that in order to address the changing landscape, a health system 
must consider a strategy of specialty care differentiation. A Specialty Care Organization (SCO) 
is a delivery system focused around a particular disease state, such as cancer or orthopedics. It 
treats medical conditions that require a particular set of skills and technology. The SCO is one 
which addresses and is recognized for having: 

• Superior clinical quality
• Cost-effective service delivery
• Excellent patient experience

A best-in-class product line is a differentiator. From a marketing standpoint, differentiation is 
what makes your brand, just as all organizations have a brand. The key, however, is having one 
which draws consumers to you versus the competition. Additionally, there is a significant halo 
effect on other services provided, elevating how the provider is viewed in a holistic view. From 
a clinical standpoint, a focus on improving quality and innovation leads to sustained clinical 
quality. Clinical quality draws the top physicians and ancillary staff because they want to be 
proud of the care given to the patient. As it relates to profitability, consumer demand will 
result in improved managed care contracting, whether it is a fee-for-service or value-based. 
Greater consumer demand yields better contract terms, inclusion in networks, and incentives 
for value-based contracts. The consumer is willing to pay a premium when there is a perceived 
value even if it is “more costly”. Finally, from a cost perspective, specialization allows for 
improved e�iciency, reduced acquisition costs for product due to higher volume purchases, 
and lower per unit overhead costs. Having a focused specialty area allows for dedicated and 
e�icient workflow, further reducing costs.

We also must address this from a different angle, such as: “What happens if an SCO is not 
developed?” Without a differentiating service, the brand will be viewed as something bland or 
vanilla in the eyes of the providers and consumers. The result has a high likelihood for a 
reduced market share, either through current competition or new entrants coming in and 
attracting your current consumers. If there is a response after a competitor takes a foothold on 
the market, it will be more costly to retake market share. 
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NorthShore University Health System (NSUHS) is an example of an organization that 
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and World Reports Annual Best Hospitals Listing(1). Additionally, the system was able to 
maintain its Moody’s Investor Service bond rating of Aa3, with a stable outlook (2). This 
occurred despite the addition of two new facilities, which had a financial statement dilutive 
effect, and the negative impact of COVID upon volumes and cost. 
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what makes your brand, just as all organizations have a brand. The key, however, is having one 
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improved e�iciency, reduced acquisition costs for product due to higher volume purchases, 
and lower per unit overhead costs. Having a focused specialty area allows for dedicated and 
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We also must address this from a different angle, such as: “What happens if an SCO is not 
developed?” Without a differentiating service, the brand will be viewed as something bland or 
vanilla in the eyes of the providers and consumers. The result has a high likelihood for a 
reduced market share, either through current competition or new entrants coming in and 
attracting your current consumers. If there is a response after a competitor takes a foothold on 
the market, it will be more costly to retake market share. 
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Necessary Components for Successful 
Specialty Care Organization 
Commitment: 
When an organization is considering the 
journey to develop an SCO, it is imperative 
that there be a long-term commitment to 
develop something special. Its success is 
contingent upon achieving three goals for 
quality, cost effectiveness, patient 
experience. If the commitment is not 
long-term and/or any of the three goals are 
compromised, it is better to stop the 
process as soon as possible, as raising 
expectations without the proper 
commitment will backfire on the 
organization. If the commitment is real, 
then the following must be addressed: 
market analysis, design, implementation, 
and operating phases. 

Market Analysis: 
As with any major business decision, the 
market must be assessed. The market 
analysis must keep in mind that a future 
SCO will be different than the competition. 
The market is chosen based upon the 
organization’s criteria, so it should include 
where it wants to be in the future, not 
necessarily where it is today. The market 
can range from its current market to an 
international market. This decision is 
critical as planning and investment must 
revolve around it. 

The market analysis must focus on the 
specific demand for the higher-end 
services for different disease states the 
SCO would be provide. This analysis will 
narrow down which disease states to be 
considered, which should answer the 
question as to the competition and its 
ability to compete for the same market. 
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Lastly, the analysis is to include an honest 
assessment of the current position of an 
organization, particularly its reputation and 
standing in the provider community. An 
organization with a great reputation has a 
solid base upon which to upgrade the 
service provided, while an organization with 
a poor reputation has a much higher hurdle 
to overcome. This assessment will be critical 
for evaluating the business risk associated 
with the service to be provided. From the 
analysis, the decision as to which service to 
build an SCO is to be made.
 
Design and Organizational Capacity 
Assessment: 
Based upon the decision on which service is 
selected, the next step in the process is the 
design and organizational capacity 
assessment phase. There are multiple 
components to the design and assessment. 
During this phase, the core question that 
needs a solid answer is: “Does the 
organization have the capacity to deliver the 
designed program?” If there is an 
insurmountable gulf between design and 
organizational capacity, the organization will 
need to consider stopping the process. The 
following activities should be done 
simultaneously, and the components of this 
phase include: 

•  Governance and Leadership – This is a 
critical component to the success of an 
SCO. The governance will be unique to the 
system as it will work within the system’s 
parameters, expectations, and culture. 
Regardless of the final model selected, we 
suggest the model contain some of the 
following components: 

 •  The SCO must be viewed as a 
 unique operating unit within the larger 
 whole. There must be an 
 understanding at the design phase as 
 to what limitations and expectations 
 the larger system has for the SCO. The 
 agreement should address authority 
 for setting strategy, clinical 
 performance targets, and policy. 

 •  One imperative detail that all 
 parties must align with is the 
 expectation that the SCO goals are 
 sustainable over the long-term. The 
 marketplace and peers should see 
 the SCO as innovative and on the 
 front of the curve, not lagging in 
 the curve. 

 •  Governance should be structured 
 as a board or oversite council with 
 the powers granted. Members of the 
 board/oversite council should 
 include the physician, ancillary 
 clinical, and administrative 
 leadership. This will provide an 
 amalgam of disciplines who are able 
 to combine clinical and administrative 
 expertise to keep the SCO ahead of 
 the competition. 
  •  The board/oversite council 
  must have the authority to 
  select and be responsible for 
  the leadership of the SCO. 

 •  For both governance and leadership, 
 the SCO’s success is the primary 
 goal. Individuals who have his/her 
 personal agendas, and are not 
 aligned with the goals of the SCO, 
 are a risk to its success and should 
 be minimized. 

•  Physician Alignment – Clinical services are 
dependent upon physician involvement. In 
the case of an SCO, physician leadership in 

the Governance and Leadership roles is 
imperative. The physicians must be charged 
with assuring adherence to evidence-based 
medicine and be knowledgeable of 
cutting-edge medicine that keeps the SCO 
ahead of the competition. The SCO must also 
determine which physicians will agree to the 
expectations of the SCO. One of measure of 
the SCO’s commitment to make something 
different is the willingness to lose some 
volume from those not in alignment. 

•  Building the Specialty Care Clinical Service 
– The market assessment provided the answer 
as to the marketplace demand, competition, 
and the organization’s reputation for which 
service the SCO should be developed. The 
next step, however, will require more analysis. 
It should answer the following questions:
 •  Where is/are the services to be
 provided? As the saying goes in the 
 real estate business, “Location,
 location, location.” This also applies to 
 the delivery of healthcare services as 
 the location where services are provided
 to the patient must balance the three 
 goals of the SCO. The location(s) must 
 consider the clinical skills necessary to 
 deliver the care, accessibility for the 
 patient, and the cost effectiveness of the 
 service provided. 

 •  Who is to deliver the service? How 
 clinical excellence is obtained must 
 be answered honestly. The 
 organization must determine if it is 
 necessary to “own” all aspects of 
 care, or whether portions of care be 
 obtained by contract or a�iliation. 
 The answer must be tied to clinical 
 excellence to be achieved in the 
 most cost-effective manner. These 
 relationships may involve academic 
 medical centers, which are at the 
 forefront of medicine and most likely 
 will be necessary for the SCO. It may 

 also include other service providers 
 that can provide services that the 
 SCO does not control, like a 
 rehabilitation facility, for example. It is 
 imperative the SCO assure the 
 services provided by non-controlled 
 organizations are meeting the goals of 
 the SCO as the SCO’s brand and 
 success are tied to the care provided 
 throughout the continuum of care. 

 •  What is the financial performance? 
 There is an old saying: “No money, no 
 mission.” Based upon feedback during 
 the design phase, realistic investment 
 projections are critical, and 
 understanding the financial 
 investment is similarly critical. The 
 investment is to include two 
 components: capital and operating 
 expenses. For both, the most 
 important factor is understanding the 
 incremental nature of the investment. 
 This must answer what is necessary to 
 build and operate the SCO above and 
 beyond the current delivery of care 
 model. On the capital side, it is 
 important to know which 
 state-of-the-art technologies will be 
 necessary. The beginning of the 
 process is to utilize the market 
 information to develop patient volume 
 projections. The volume forecasts 
 should include three scenarios: low 
 success, most likely success, and high 
 success. From the volumes, the 
 revenue model can be developed. The 
 key components to the revenue model 
 must include assumptions on 
 reimbursement, payer mix, and 
 forecasts for value-based contracts 
 and resulting incentives that would be 
 achieved. The impact on managed 
 care contracting must be highlighted. 
 Based upon the market and strategic 
 expectations, contracting in the 
 fee-for-service, value-based-care, or 
 both worlds must be developed.  

 A successful SCO should provide 
 payers its case for being cost-effective 
 with better clinical outcomes. The 
 savings to the payer should be used to 
 negotiate different reimbursement 
 terms, such as shared savings and 
 network inclusions. As noted 
 previously, the expenses related to the 
 incremental activity to operate the 
 SCO must be calculated, as the key is 
 projecting the incremental costs.

Operation Phase: 
The SCO should design its operation as a 
focused factory. A focused factory is defined 
as a provider organization that delivers 
highly specialized care for a defined and 
limited group of patients at minimal cost, 
and has a high rate of throughput. Having a 
focused factory will allow for greater cost 
management, standardization of the care 
provided centered upon evidence-based 
medicine, and address the patient’s 
experience. The key to sustaining a 
successful SCO over the long term is to 
assure the Governance and Leadership 
continually achieve the goals set out for the 
SCO. To do this, it is imperative to have a 
feedback loop to assure the SCO is 
performing. Some suggested measures are 
contained in the next section. 

Success Measures: 
There should be separate success measures 
for each of the major goals to determine the 
achievement of each. Those used by an SCO 
must be particular to its service and its 
unique goals. Listed below are illustrative 
examples, and should be considered when 
developing the measures. 

•  Market share for the service in the defined 
target market. 

•  Market share for the whole of the organization.
 

 •  This is important because the SCO 
 development is one which should 
 uplift the whole organization, not just 
 the SCO. 

•  Tracking of new customers whose first 
exposure to the organization’s services is 
through the SCO. 

•  Tracking in-network and out-of- network 
referrals is also an indicator of success.
 •  The more telling one is out-of-network 
 referrals because of the cost hurdles it 
 places on patients. 

•  Change in the retention rate for the services 
through the SCO. 
 •  An example is the number of 
 patients who receive a diagnosis of 
 cancer who seek oncology care at 
 another institution. In one example, 
 before the SCO was developed, the 
 retention rate was 35% and after the 
 development of the SCO, the cancer
 rate is 65%. It can be concluded that 
 the SCO is directly responsible for 
 the improvement. 

•  Clinical indicators relative to peers and prior 
to the development of the CSO. In addition, 
there are many published databases which 
analyze clinical performance relative to peers. 
 •  One example is the Leapfrog Group. 
 Market perceptions are ones which 
 measure how the SCO is viewed by 
 peers and in the community at large. 
 Data can be pulled from market 
 perception analyses done by a third 
 party. There are groups such as the 
 U.S. News and World Report which 
 compare the SCO to other 
 organizations for its reputation and 
 reported data. 

•  Financial performance measures should be 
compared to internal goals set for the SCO 
initially and annually thereafter as benchmark 
data is made available in the marketplace. 
 •  Two measures that are important to 
 track are ROI and overall operating 
 margin. The SCO ROI is one that looks 
 at the SCO as a standalone entity and 
 the overall operating margin includes 
 the halo effect on the whole organization.
 
•  Patient Satisfaction should be compared to 
publicly available data along with the internal 
benchmark data of improvement in the early 
phases of the SCO. 
 •  Top box performance from Medicare
 and Press-Ganey are two examples. 

Concluding Remarks: 
Despite increasing focus on health, wellness, 
and population health management, there 
will always be a need for highly specialized 
care responsive to various disease states. 
Hospitals must evaluate the competitive 
market and identify those specialty areas 
where they can build a market-recognized 
position of leadership by delivering high 
quality outcomes in a cost-effective manner. 
If effectively managed, market share will 
improve along with financial performance. 
Hospitals whose business model continues 
to follow the “be all things to all people” 
methodology is a losing proposition. The 
market has changed and will not reward the 
status quo – the SCO model addresses the 
change required.

(1) – July 27, 2021, U.S. News and World 
Report 2021-2022 Best Hospital Rankings 
(2) – March 17, 2021, Moody’s Investment 
Service
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continually achieve the goals set out for the 
SCO. To do this, it is imperative to have a 
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 marketplace and peers should see 
 the SCO as innovative and on the 
 front of the curve, not lagging in 
 the curve. 

 •  Governance should be structured 
 as a board or oversite council with 
 the powers granted. Members of the 
 board/oversite council should 
 include the physician, ancillary 
 clinical, and administrative 
 leadership. This will provide an 
 amalgam of disciplines who are able 
 to combine clinical and administrative 
 expertise to keep the SCO ahead of 
 the competition. 
  •  The board/oversite council 
  must have the authority to 
  select and be responsible for 
  the leadership of the SCO. 

 •  For both governance and leadership, 
 the SCO’s success is the primary 
 goal. Individuals who have his/her 
 personal agendas, and are not 
 aligned with the goals of the SCO, 
 are a risk to its success and should 
 be minimized. 

•  Physician Alignment – Clinical services are 
dependent upon physician involvement. In 
the case of an SCO, physician leadership in 

the Governance and Leadership roles is 
imperative. The physicians must be charged 
with assuring adherence to evidence-based 
medicine and be knowledgeable of 
cutting-edge medicine that keeps the SCO 
ahead of the competition. The SCO must also 
determine which physicians will agree to the 
expectations of the SCO. One of measure of 
the SCO’s commitment to make something 
different is the willingness to lose some 
volume from those not in alignment. 

•  Building the Specialty Care Clinical Service 
– The market assessment provided the answer 
as to the marketplace demand, competition, 
and the organization’s reputation for which 
service the SCO should be developed. The 
next step, however, will require more analysis. 
It should answer the following questions:
 •  Where is/are the services to be
 provided? As the saying goes in the 
 real estate business, “Location,
 location, location.” This also applies to 
 the delivery of healthcare services as 
 the location where services are provided
 to the patient must balance the three 
 goals of the SCO. The location(s) must 
 consider the clinical skills necessary to 
 deliver the care, accessibility for the 
 patient, and the cost effectiveness of the 
 service provided. 

 •  Who is to deliver the service? How 
 clinical excellence is obtained must 
 be answered honestly. The 
 organization must determine if it is 
 necessary to “own” all aspects of 
 care, or whether portions of care be 
 obtained by contract or a�iliation. 
 The answer must be tied to clinical 
 excellence to be achieved in the 
 most cost-effective manner. These 
 relationships may involve academic 
 medical centers, which are at the 
 forefront of medicine and most likely 
 will be necessary for the SCO. It may 

 also include other service providers 
 that can provide services that the 
 SCO does not control, like a 
 rehabilitation facility, for example. It is 
 imperative the SCO assure the 
 services provided by non-controlled 
 organizations are meeting the goals of 
 the SCO as the SCO’s brand and 
 success are tied to the care provided 
 throughout the continuum of care. 

 •  What is the financial performance? 
 There is an old saying: “No money, no 
 mission.” Based upon feedback during 
 the design phase, realistic investment 
 projections are critical, and 
 understanding the financial 
 investment is similarly critical. The 
 investment is to include two 
 components: capital and operating 
 expenses. For both, the most 
 important factor is understanding the 
 incremental nature of the investment. 
 This must answer what is necessary to 
 build and operate the SCO above and 
 beyond the current delivery of care 
 model. On the capital side, it is 
 important to know which 
 state-of-the-art technologies will be 
 necessary. The beginning of the 
 process is to utilize the market 
 information to develop patient volume 
 projections. The volume forecasts 
 should include three scenarios: low 
 success, most likely success, and high 
 success. From the volumes, the 
 revenue model can be developed. The 
 key components to the revenue model 
 must include assumptions on 
 reimbursement, payer mix, and 
 forecasts for value-based contracts 
 and resulting incentives that would be 
 achieved. The impact on managed 
 care contracting must be highlighted. 
 Based upon the market and strategic 
 expectations, contracting in the 
 fee-for-service, value-based-care, or 
 both worlds must be developed.  

 A successful SCO should provide 
 payers its case for being cost-effective 
 with better clinical outcomes. The 
 savings to the payer should be used to 
 negotiate different reimbursement 
 terms, such as shared savings and 
 network inclusions. As noted 
 previously, the expenses related to the 
 incremental activity to operate the 
 SCO must be calculated, as the key is 
 projecting the incremental costs.

Operation Phase: 
The SCO should design its operation as a 
focused factory. A focused factory is defined 
as a provider organization that delivers 
highly specialized care for a defined and 
limited group of patients at minimal cost, 
and has a high rate of throughput. Having a 
focused factory will allow for greater cost 
management, standardization of the care 
provided centered upon evidence-based 
medicine, and address the patient’s 
experience. The key to sustaining a 
successful SCO over the long term is to 
assure the Governance and Leadership 
continually achieve the goals set out for the 
SCO. To do this, it is imperative to have a 
feedback loop to assure the SCO is 
performing. Some suggested measures are 
contained in the next section. 

Success Measures: 
There should be separate success measures 
for each of the major goals to determine the 
achievement of each. Those used by an SCO 
must be particular to its service and its 
unique goals. Listed below are illustrative 
examples, and should be considered when 
developing the measures. 

•  Market share for the service in the defined 
target market. 

•  Market share for the whole of the organization.
 

 •  This is important because the SCO 
 development is one which should 
 uplift the whole organization, not just 
 the SCO. 

•  Tracking of new customers whose first 
exposure to the organization’s services is 
through the SCO. 

•  Tracking in-network and out-of- network 
referrals is also an indicator of success.
 •  The more telling one is out-of-network 
 referrals because of the cost hurdles it 
 places on patients. 

•  Change in the retention rate for the services 
through the SCO. 
 •  An example is the number of 
 patients who receive a diagnosis of 
 cancer who seek oncology care at 
 another institution. In one example, 
 before the SCO was developed, the 
 retention rate was 35% and after the 
 development of the SCO, the cancer
 rate is 65%. It can be concluded that 
 the SCO is directly responsible for 
 the improvement. 

•  Clinical indicators relative to peers and prior 
to the development of the CSO. In addition, 
there are many published databases which 
analyze clinical performance relative to peers. 
 •  One example is the Leapfrog Group. 
 Market perceptions are ones which 
 measure how the SCO is viewed by 
 peers and in the community at large. 
 Data can be pulled from market 
 perception analyses done by a third 
 party. There are groups such as the 
 U.S. News and World Report which 
 compare the SCO to other 
 organizations for its reputation and 
 reported data. 

•  Financial performance measures should be 
compared to internal goals set for the SCO 
initially and annually thereafter as benchmark 
data is made available in the marketplace. 
 •  Two measures that are important to 
 track are ROI and overall operating 
 margin. The SCO ROI is one that looks 
 at the SCO as a standalone entity and 
 the overall operating margin includes 
 the halo effect on the whole organization.
 
•  Patient Satisfaction should be compared to 
publicly available data along with the internal 
benchmark data of improvement in the early 
phases of the SCO. 
 •  Top box performance from Medicare
 and Press-Ganey are two examples. 

Concluding Remarks: 
Despite increasing focus on health, wellness, 
and population health management, there 
will always be a need for highly specialized 
care responsive to various disease states. 
Hospitals must evaluate the competitive 
market and identify those specialty areas 
where they can build a market-recognized 
position of leadership by delivering high 
quality outcomes in a cost-effective manner. 
If effectively managed, market share will 
improve along with financial performance. 
Hospitals whose business model continues 
to follow the “be all things to all people” 
methodology is a losing proposition. The 
market has changed and will not reward the 
status quo – the SCO model addresses the 
change required.
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Commitment: 
When an organization is considering the 
journey to develop an SCO, it is imperative 
that there be a long-term commitment to 
develop something special. Its success is 
contingent upon achieving three goals for 
quality, cost effectiveness, patient 
experience. If the commitment is not 
long-term and/or any of the three goals are 
compromised, it is better to stop the 
process as soon as possible, as raising 
expectations without the proper 
commitment will backfire on the 
organization. If the commitment is real, 
then the following must be addressed: 
market analysis, design, implementation, 
and operating phases. 

Market Analysis: 
As with any major business decision, the 
market must be assessed. The market 
analysis must keep in mind that a future 
SCO will be different than the competition. 
The market is chosen based upon the 
organization’s criteria, so it should include 
where it wants to be in the future, not 
necessarily where it is today. The market 
can range from its current market to an 
international market. This decision is 
critical as planning and investment must 
revolve around it. 

The market analysis must focus on the 
specific demand for the higher-end 
services for different disease states the 
SCO would be provide. This analysis will 
narrow down which disease states to be 
considered, which should answer the 
question as to the competition and its 
ability to compete for the same market. 
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Lastly, the analysis is to include an honest 
assessment of the current position of an 
organization, particularly its reputation and 
standing in the provider community. An 
organization with a great reputation has a 
solid base upon which to upgrade the 
service provided, while an organization with 
a poor reputation has a much higher hurdle 
to overcome. This assessment will be critical 
for evaluating the business risk associated 
with the service to be provided. From the 
analysis, the decision as to which service to 
build an SCO is to be made.
 
Design and Organizational Capacity 
Assessment: 
Based upon the decision on which service is 
selected, the next step in the process is the 
design and organizational capacity 
assessment phase. There are multiple 
components to the design and assessment. 
During this phase, the core question that 
needs a solid answer is: “Does the 
organization have the capacity to deliver the 
designed program?” If there is an 
insurmountable gulf between design and 
organizational capacity, the organization will 
need to consider stopping the process. The 
following activities should be done 
simultaneously, and the components of this 
phase include: 

•  Governance and Leadership – This is a 
critical component to the success of an 
SCO. The governance will be unique to the 
system as it will work within the system’s 
parameters, expectations, and culture. 
Regardless of the final model selected, we 
suggest the model contain some of the 
following components: 

 •  The SCO must be viewed as a 
 unique operating unit within the larger 
 whole. There must be an 
 understanding at the design phase as 
 to what limitations and expectations 
 the larger system has for the SCO. The 
 agreement should address authority 
 for setting strategy, clinical 
 performance targets, and policy. 

 •  One imperative detail that all 
 parties must align with is the 
 expectation that the SCO goals are 
 sustainable over the long-term. The 
 marketplace and peers should see 
 the SCO as innovative and on the 
 front of the curve, not lagging in 
 the curve. 

 •  Governance should be structured 
 as a board or oversite council with 
 the powers granted. Members of the 
 board/oversite council should 
 include the physician, ancillary 
 clinical, and administrative 
 leadership. This will provide an 
 amalgam of disciplines who are able 
 to combine clinical and administrative 
 expertise to keep the SCO ahead of 
 the competition. 
  •  The board/oversite council 
  must have the authority to 
  select and be responsible for 
  the leadership of the SCO. 

 •  For both governance and leadership, 
 the SCO’s success is the primary 
 goal. Individuals who have his/her 
 personal agendas, and are not 
 aligned with the goals of the SCO, 
 are a risk to its success and should 
 be minimized. 

•  Physician Alignment – Clinical services are 
dependent upon physician involvement. In 
the case of an SCO, physician leadership in 

the Governance and Leadership roles is 
imperative. The physicians must be charged 
with assuring adherence to evidence-based 
medicine and be knowledgeable of 
cutting-edge medicine that keeps the SCO 
ahead of the competition. The SCO must also 
determine which physicians will agree to the 
expectations of the SCO. One of measure of 
the SCO’s commitment to make something 
different is the willingness to lose some 
volume from those not in alignment. 

•  Building the Specialty Care Clinical Service 
– The market assessment provided the answer 
as to the marketplace demand, competition, 
and the organization’s reputation for which 
service the SCO should be developed. The 
next step, however, will require more analysis. 
It should answer the following questions:
 •  Where is/are the services to be
 provided? As the saying goes in the 
 real estate business, “Location,
 location, location.” This also applies to 
 the delivery of healthcare services as 
 the location where services are provided
 to the patient must balance the three 
 goals of the SCO. The location(s) must 
 consider the clinical skills necessary to 
 deliver the care, accessibility for the 
 patient, and the cost effectiveness of the 
 service provided. 

 •  Who is to deliver the service? How 
 clinical excellence is obtained must 
 be answered honestly. The 
 organization must determine if it is 
 necessary to “own” all aspects of 
 care, or whether portions of care be 
 obtained by contract or a�iliation. 
 The answer must be tied to clinical 
 excellence to be achieved in the 
 most cost-effective manner. These 
 relationships may involve academic 
 medical centers, which are at the 
 forefront of medicine and most likely 
 will be necessary for the SCO. It may 

 also include other service providers 
 that can provide services that the 
 SCO does not control, like a 
 rehabilitation facility, for example. It is 
 imperative the SCO assure the 
 services provided by non-controlled 
 organizations are meeting the goals of 
 the SCO as the SCO’s brand and 
 success are tied to the care provided 
 throughout the continuum of care. 

 •  What is the financial performance? 
 There is an old saying: “No money, no 
 mission.” Based upon feedback during 
 the design phase, realistic investment 
 projections are critical, and 
 understanding the financial 
 investment is similarly critical. The 
 investment is to include two 
 components: capital and operating 
 expenses. For both, the most 
 important factor is understanding the 
 incremental nature of the investment. 
 This must answer what is necessary to 
 build and operate the SCO above and 
 beyond the current delivery of care 
 model. On the capital side, it is 
 important to know which 
 state-of-the-art technologies will be 
 necessary. The beginning of the 
 process is to utilize the market 
 information to develop patient volume 
 projections. The volume forecasts 
 should include three scenarios: low 
 success, most likely success, and high 
 success. From the volumes, the 
 revenue model can be developed. The 
 key components to the revenue model 
 must include assumptions on 
 reimbursement, payer mix, and 
 forecasts for value-based contracts 
 and resulting incentives that would be 
 achieved. The impact on managed 
 care contracting must be highlighted. 
 Based upon the market and strategic 
 expectations, contracting in the 
 fee-for-service, value-based-care, or 
 both worlds must be developed.  

 A successful SCO should provide 
 payers its case for being cost-effective 
 with better clinical outcomes. The 
 savings to the payer should be used to 
 negotiate different reimbursement 
 terms, such as shared savings and 
 network inclusions. As noted 
 previously, the expenses related to the 
 incremental activity to operate the 
 SCO must be calculated, as the key is 
 projecting the incremental costs.

Operation Phase: 
The SCO should design its operation as a 
focused factory. A focused factory is defined 
as a provider organization that delivers 
highly specialized care for a defined and 
limited group of patients at minimal cost, 
and has a high rate of throughput. Having a 
focused factory will allow for greater cost 
management, standardization of the care 
provided centered upon evidence-based 
medicine, and address the patient’s 
experience. The key to sustaining a 
successful SCO over the long term is to 
assure the Governance and Leadership 
continually achieve the goals set out for the 
SCO. To do this, it is imperative to have a 
feedback loop to assure the SCO is 
performing. Some suggested measures are 
contained in the next section. 

Success Measures: 
There should be separate success measures 
for each of the major goals to determine the 
achievement of each. Those used by an SCO 
must be particular to its service and its 
unique goals. Listed below are illustrative 
examples, and should be considered when 
developing the measures. 

•  Market share for the service in the defined 
target market. 

•  Market share for the whole of the organization.
 

 •  This is important because the SCO 
 development is one which should 
 uplift the whole organization, not just 
 the SCO. 

•  Tracking of new customers whose first 
exposure to the organization’s services is 
through the SCO. 

•  Tracking in-network and out-of- network 
referrals is also an indicator of success.
 •  The more telling one is out-of-network 
 referrals because of the cost hurdles it 
 places on patients. 

•  Change in the retention rate for the services 
through the SCO. 
 •  An example is the number of 
 patients who receive a diagnosis of 
 cancer who seek oncology care at 
 another institution. In one example, 
 before the SCO was developed, the 
 retention rate was 35% and after the 
 development of the SCO, the cancer
 rate is 65%. It can be concluded that 
 the SCO is directly responsible for 
 the improvement. 

•  Clinical indicators relative to peers and prior 
to the development of the CSO. In addition, 
there are many published databases which 
analyze clinical performance relative to peers. 
 •  One example is the Leapfrog Group. 
 Market perceptions are ones which 
 measure how the SCO is viewed by 
 peers and in the community at large. 
 Data can be pulled from market 
 perception analyses done by a third 
 party. There are groups such as the 
 U.S. News and World Report which 
 compare the SCO to other 
 organizations for its reputation and 
 reported data. 

•  Financial performance measures should be 
compared to internal goals set for the SCO 
initially and annually thereafter as benchmark 
data is made available in the marketplace. 
 •  Two measures that are important to 
 track are ROI and overall operating 
 margin. The SCO ROI is one that looks 
 at the SCO as a standalone entity and 
 the overall operating margin includes 
 the halo effect on the whole organization.
 
•  Patient Satisfaction should be compared to 
publicly available data along with the internal 
benchmark data of improvement in the early 
phases of the SCO. 
 •  Top box performance from Medicare
 and Press-Ganey are two examples. 

Concluding Remarks: 
Despite increasing focus on health, wellness, 
and population health management, there 
will always be a need for highly specialized 
care responsive to various disease states. 
Hospitals must evaluate the competitive 
market and identify those specialty areas 
where they can build a market-recognized 
position of leadership by delivering high 
quality outcomes in a cost-effective manner. 
If effectively managed, market share will 
improve along with financial performance. 
Hospitals whose business model continues 
to follow the “be all things to all people” 
methodology is a losing proposition. The 
market has changed and will not reward the 
status quo – the SCO model addresses the 
change required.
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experience. If the commitment is not 
long-term and/or any of the three goals are 
compromised, it is better to stop the 
process as soon as possible, as raising 
expectations without the proper 
commitment will backfire on the 
organization. If the commitment is real, 
then the following must be addressed: 
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and operating phases. 
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As with any major business decision, the 
market must be assessed. The market 
analysis must keep in mind that a future 
SCO will be different than the competition. 
The market is chosen based upon the 
organization’s criteria, so it should include 
where it wants to be in the future, not 
necessarily where it is today. The market 
can range from its current market to an 
international market. This decision is 
critical as planning and investment must 
revolve around it. 

The market analysis must focus on the 
specific demand for the higher-end 
services for different disease states the 
SCO would be provide. This analysis will 
narrow down which disease states to be 
considered, which should answer the 
question as to the competition and its 
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Lastly, the analysis is to include an honest 
assessment of the current position of an 
organization, particularly its reputation and 
standing in the provider community. An 
organization with a great reputation has a 
solid base upon which to upgrade the 
service provided, while an organization with 
a poor reputation has a much higher hurdle 
to overcome. This assessment will be critical 
for evaluating the business risk associated 
with the service to be provided. From the 
analysis, the decision as to which service to 
build an SCO is to be made.
 
Design and Organizational Capacity 
Assessment: 
Based upon the decision on which service is 
selected, the next step in the process is the 
design and organizational capacity 
assessment phase. There are multiple 
components to the design and assessment. 
During this phase, the core question that 
needs a solid answer is: “Does the 
organization have the capacity to deliver the 
designed program?” If there is an 
insurmountable gulf between design and 
organizational capacity, the organization will 
need to consider stopping the process. The 
following activities should be done 
simultaneously, and the components of this 
phase include: 

•  Governance and Leadership – This is a 
critical component to the success of an 
SCO. The governance will be unique to the 
system as it will work within the system’s 
parameters, expectations, and culture. 
Regardless of the final model selected, we 
suggest the model contain some of the 
following components: 

 •  The SCO must be viewed as a 
 unique operating unit within the larger 
 whole. There must be an 
 understanding at the design phase as 
 to what limitations and expectations 
 the larger system has for the SCO. The 
 agreement should address authority 
 for setting strategy, clinical 
 performance targets, and policy. 

 •  One imperative detail that all 
 parties must align with is the 
 expectation that the SCO goals are 
 sustainable over the long-term. The 
 marketplace and peers should see 
 the SCO as innovative and on the 
 front of the curve, not lagging in 
 the curve. 

 •  Governance should be structured 
 as a board or oversite council with 
 the powers granted. Members of the 
 board/oversite council should 
 include the physician, ancillary 
 clinical, and administrative 
 leadership. This will provide an 
 amalgam of disciplines who are able 
 to combine clinical and administrative 
 expertise to keep the SCO ahead of 
 the competition. 
  •  The board/oversite council 
  must have the authority to 
  select and be responsible for 
  the leadership of the SCO. 

 •  For both governance and leadership, 
 the SCO’s success is the primary 
 goal. Individuals who have his/her 
 personal agendas, and are not 
 aligned with the goals of the SCO, 
 are a risk to its success and should 
 be minimized. 

•  Physician Alignment – Clinical services are 
dependent upon physician involvement. In 
the case of an SCO, physician leadership in 

the Governance and Leadership roles is 
imperative. The physicians must be charged 
with assuring adherence to evidence-based 
medicine and be knowledgeable of 
cutting-edge medicine that keeps the SCO 
ahead of the competition. The SCO must also 
determine which physicians will agree to the 
expectations of the SCO. One of measure of 
the SCO’s commitment to make something 
different is the willingness to lose some 
volume from those not in alignment. 

•  Building the Specialty Care Clinical Service 
– The market assessment provided the answer 
as to the marketplace demand, competition, 
and the organization’s reputation for which 
service the SCO should be developed. The 
next step, however, will require more analysis. 
It should answer the following questions:
 •  Where is/are the services to be
 provided? As the saying goes in the 
 real estate business, “Location,
 location, location.” This also applies to 
 the delivery of healthcare services as 
 the location where services are provided
 to the patient must balance the three 
 goals of the SCO. The location(s) must 
 consider the clinical skills necessary to 
 deliver the care, accessibility for the 
 patient, and the cost effectiveness of the 
 service provided. 

 •  Who is to deliver the service? How 
 clinical excellence is obtained must 
 be answered honestly. The 
 organization must determine if it is 
 necessary to “own” all aspects of 
 care, or whether portions of care be 
 obtained by contract or a�iliation. 
 The answer must be tied to clinical 
 excellence to be achieved in the 
 most cost-effective manner. These 
 relationships may involve academic 
 medical centers, which are at the 
 forefront of medicine and most likely 
 will be necessary for the SCO. It may 

 also include other service providers 
 that can provide services that the 
 SCO does not control, like a 
 rehabilitation facility, for example. It is 
 imperative the SCO assure the 
 services provided by non-controlled 
 organizations are meeting the goals of 
 the SCO as the SCO’s brand and 
 success are tied to the care provided 
 throughout the continuum of care. 

 •  What is the financial performance? 
 There is an old saying: “No money, no 
 mission.” Based upon feedback during 
 the design phase, realistic investment 
 projections are critical, and 
 understanding the financial 
 investment is similarly critical. The 
 investment is to include two 
 components: capital and operating 
 expenses. For both, the most 
 important factor is understanding the 
 incremental nature of the investment. 
 This must answer what is necessary to 
 build and operate the SCO above and 
 beyond the current delivery of care 
 model. On the capital side, it is 
 important to know which 
 state-of-the-art technologies will be 
 necessary. The beginning of the 
 process is to utilize the market 
 information to develop patient volume 
 projections. The volume forecasts 
 should include three scenarios: low 
 success, most likely success, and high 
 success. From the volumes, the 
 revenue model can be developed. The 
 key components to the revenue model 
 must include assumptions on 
 reimbursement, payer mix, and 
 forecasts for value-based contracts 
 and resulting incentives that would be 
 achieved. The impact on managed 
 care contracting must be highlighted. 
 Based upon the market and strategic 
 expectations, contracting in the 
 fee-for-service, value-based-care, or 
 both worlds must be developed.  

 A successful SCO should provide 
 payers its case for being cost-effective 
 with better clinical outcomes. The 
 savings to the payer should be used to 
 negotiate different reimbursement 
 terms, such as shared savings and 
 network inclusions. As noted 
 previously, the expenses related to the 
 incremental activity to operate the 
 SCO must be calculated, as the key is 
 projecting the incremental costs.
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The SCO should design its operation as a 
focused factory. A focused factory is defined 
as a provider organization that delivers 
highly specialized care for a defined and 
limited group of patients at minimal cost, 
and has a high rate of throughput. Having a 
focused factory will allow for greater cost 
management, standardization of the care 
provided centered upon evidence-based 
medicine, and address the patient’s 
experience. The key to sustaining a 
successful SCO over the long term is to 
assure the Governance and Leadership 
continually achieve the goals set out for the 
SCO. To do this, it is imperative to have a 
feedback loop to assure the SCO is 
performing. Some suggested measures are 
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 •  The more telling one is out-of-network 
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 •  An example is the number of 
 patients who receive a diagnosis of 
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