


1. The Hospital System : Hrg
Metropolis Health System (MHS} offers co ive healtheare services. It iv g
midsize taxing district hospital; Alt ' : ' £r 10 raise revenues

MIS has taken significant steps to reduce hospital
hensive array of servicés that are ac

creased overall by only 1,000 Sl 22
surgery visits have had a1 increase of over 50,000 per year.

Anumber of programms ¢eyand facility enbancements support this major
transition in the community’s institutional health care. T hey are geared to provide
the quality, convenience, affordability, a
needs of the pe

@

Servicesbringing skilled care, therapy, and medical social services
into the home; a coy

salth and V\féiinessmcommunity health eutreach programs that
provide'educatibnal seminars on a variety of health issues, a diabetes education
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center, support services for patients with cancer, health awareness events, and

women'’s health resource center,

Occupational Health Services—helping to reduce workplace injury costs at ove
100 area businesses through consultation on injury avoidance and work-specifi
rehabilitation services. '
Recovery Services—offering mental health services, including substance abus
programs and support groups, along with individual and family counseling.

MHSs Plant

The central building for the hospital is in the center of a two square block area.
physicians’ office building is to the west. Two administrative offices, converted fro
former residences, are on one corner. The new ambulatory center, completed tw
years ago, has an L shape and sits on one corney of the western block, Alaundry an
maintenance building sits on the extreme back of the property. A four-story parkin;
garage is located on the eastern back corner. An employee parking ot sits beside th
laundry and maintenance building. Visitor parking lots fill the front eastern porto
of the property. A helipad is on the extreme western edge of the property behind th
physicians’ office building.

MHS Board of Trustees

Fight local community leaders who bring diverse skills to the board govern MHS
The trustees generously volunteer their time to plan the strategic direction of MHS
thus ensuring the system’s ability to provide quality comprehensive health care £
the community. '

MEES Management
A chief executive officer manages MHS. Seven senior vice presidents report to
CEQ. MHS is organized into 23 major responsibility centers. '

MHS Emplovees

All 500 team members employed by MHS are integral to achieving the high sta
dards for which the system strives. The gquality improvement program, reviewed a
re-established in 2005, is aimed at meeting client needs sooner, better, and mo
cost-effectively. Participants in the program are from ali areas of the system.

MHS Physicians

The MHS medical staff is a key part of MHS’s ability to provide excellence in hea
care. Over 75 physicians cover more than 30 medical specialties. The high quality
their training and their commitment to the practice of medicine are great asse
the health of the community.

'The physicians are very much a part of MHS’s drive for continual 1mpr0vem
on the quality of healthcare services offered in the community. MHS bringsinm
ical experts from around the country to provide training in new techniques, ma
possibie by MHS’s technologic advancements, MHS also ensures that physician




offered seminars, symposiums, and continuing education programs that permit
them to remain current with changes in the medical field.

The medical staff’s quality improvement program has begun a care path initiative
to track effective means for diagnosis, treatment, and follow-up. This initiative will
help avoid unnecessary or duplicate use of expensive medications or technologies.

MES Foundation
Metropolis Health Foundation is presently being created to serve as the philan-
thropic arm of MHS. It will operate in a separate corporation governed by a board of
12 community leaders and supported by a 15-member special events board. The mis-
sion of the foundation will be to secure financial and nonfinancial support for real-
1zing the MHS vision of providing comprehensive health care for the commumnity.
Funds donated by individuals, businesses, foundations, and organizations will be
designated for a variety of purposes at MHS, including the operation of specific de-
partments, community outreach programs, continuing education for employees, en-
dowment, equipment, and capital improvements.

MHS Volunieer AuxiBiary
There are 500 volunteers who provide over 60,000 hours of service to MHS each
year. These men and women assist in virtually every part of the system’s operations.
They also conduct community programs on behalf of MHS.

The auxiliary funds its programs and makes financial contributions to MHS
through money it raises on renting televisions and vending gifts and other items at
the hospital. In the past, its donations to MHS have generally been designated for

medical equipment purchases. The auxiliary has given $250,000 over the last five
VEArs.

Planning the Future for MHS

The MHS has identified five areas of desired service and programmatic enhance-
mentin its five-year strategic plan:

I.  Ambulatory Services

{I. Physical Medicine and Rehabilitative Services

I Cardiovascular Services

IV. Oncology Services

V. Community Health Services

MEHS has set out to answer the most critical health needs that are specific to its
community. Over the next five years, the MHS strategic plan will continue a tradition
of quality, community-oriented health care to meet future demands.

Financing the Future

MEHS has established a corporate depreciation fund. The fund’s purpose is to ease
the financial burden of replacing fixed assets. Presently, it has almost $2 million for
needed equipment and renovations.




¢ Balance Sheet (Exhibit 25-1)

¢ Statement of Revenue and Expense (Exhibit 25-2)
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it 25~1 Balance Sheet

Metropolis Health System
Balance Sheet
March 31,2

Assets

Current Assets

Cash and Cash Equivalents
Assets Whose LUse Is Limited

$1,150,000
825,000

Patient Accounts Receivable 7,400,000
{Net of $1,300,000 Allowance

for Bad Dehis)
Other Receivables 150,000

900,000
260,000

10,625,600

Inventories

Prepaid Expenses
Total Current Assets

Agsets Whose Use Is Limited
Corporate Funded

Depredation 1,950,000

Held by Trustee under Bond

Indenture Agreement 1,425 000

Total Assets Whose Use Is
Limited 2,375 000

Less Current Portion <B25,000>

Net Assets Whose Use Is

Limited 2 550,000

Property, Plant, and
Equipment, Net 19,300,000
325,000

$32,800,000

Other Assets

Total Assets

Liabilities and Fund Balance
Current Liabilities

Current Maturities of Long-Term
Debt $525,000

Accounts Payable and Accrued
Expenses

Bond Interest Payable

Reimbursement Settlement
Payable

4,960,000
300,000
100,000

5,825,000

6,000,000

Total Current Liabilites

Long-Term Debt

Less Current Portion of
Long-Term Pebt

Net Long-Term Debt

<525,000

5,475,000
Towal Liabilities 11,300,000

Fund Balances
General Fund

91,500,000
21,500,000

Total Fund Balances

Total Liabilittes and Fund

Balances $32 800,00




whibit 257 Statement of Revenue and Expense

Metropolis Health System
Statement of Revenue and Expense
for the Year Ended March 81,2

Revenue

Net patient service reveniue $34,000,000

Other revenue 1,160,000
Total Operating Revenue $35,100,000
Expenses

Nursing services $5,025,000

Other professional services 13,100,000

General services 3,200,000

Support services 8,300,000

Depreciation 1,900,000

Amortization 50,000

Interest 325,000

Provision for doubtful accounts 1,500,000

Total Expenses 353,400,000
Income from Operations $1,706,000
Nonoperating Gains (Losses)

Unrestricted gifts and memorials $20,000
Interest income __80.600

Nonoperating Gains, Net 100,000

Revenue and Gains in Excess of Expenses and Losses $1,800.000

® Statemnent of Cash Flows (Exhibit 25-3)

# Statement of Changes in Fund Balance (Exhibit 25-4)
Schedule of Property, Plant, and Equipment (Exhibit 25-5)
Schedule of Patient Revenue (Exhibit 25-6)

Schedule of Operating Expenses (FExhibit 25-7)

1 Structors

¢ Hospital Statistical Data (Exhibit 25-8)
® MHS Nursing Practice and Administration Organization Chart (Figure 25-1)
® MHS Executive-Level Organization Chart (Figure 25-2)
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Fahohit 25-3 Statemment of Cash Flows

Metropolis Health System
Statement of Cash Flows
for the Year Ended March 31,2

! Statement of Cash Flows

Operating Activities
Income from operations
Adiustments to reconcile income from operations
to net cash flows from operating activities
Depreciation and amortization
Changes in asset and liability accounts
Patient accounts receivable
Other recetvables
Inventories
Prepaid expenses and other assets
Accounts payable and accrued expenses
Reduction of bond interest payable
Estimated third-party payer settlements
Interest income received
Enrestricted gifts and memorials received

Net cash Hlow from operating activities

Cash Flows from Capital and Related Financing Activities
| Repayment of long-term cbligations

Cash Flows from Investing Activities

Purchase of assets whose use is limited

Equipment purchases and building improvements
Net Increase (Decrease} in Cash and Cash Equivalents

Cash and Cash Equivalents, Beginning of Year

Cash and Cash Equivalents, End of Year

$1,700,000

1,950,000

250,000
<B0,000>
<50,000>
<h(,000>
<400,000>
<25,000>
<75,000>

80,606

20,000

$3.350,000
<b00,000>
<100,000>

<2,000,000>
$750,000

460,600

$1,150,000




t 24 Statement of Changes in Fund Balance

Metropelis Health System
Statement of Changes in Fund Balance
for the Year Ended March 31,2

General Fund Balance April 1, 2 $19,700,060

Revenue and Gains in Excess of Expenses and Losses 1,800,000

General Fund Balance March 31, 2 $21.500,000

w5

Exbibil 25-5 Schedule of Property, Plant, and Equipment

Metropolis Health System
Schedule of Property, Plant, and Equipment
for the Year Ended March 31,2

Buildings and Improvements $14,700,000
Land Improvements 1,104,600
Equipment 28,800,000

Total $44,700,000
L.ess Accurnuiated Depreciation (26,1060,000)

Net Depreciable Assets $18,6060,000
Land 486,000

Construction in Progress 220,000

Net Property, Plant, and Equipment $19.300.000
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Euhibit 258 Schedule of Patient Revenue

H
i

Metropolis Health System
Schedule of Patient Revenue
for the Year Ended March 31,2

Patient Services Revenue
Routine revenue $9,850,000
Laboratory 7,875,000
Radiology and {IT scanner 5,825,000
OB-nursery 450,000
Pharmacy 3,175,000
Emergency service 2,200,000
Medical and surgical supply and IV 5,050,000
Operating rooms 5,250,006
Anesthesiology 1,600,000
Respiratory therapy 900,000
Physical therapy 1,475,000
ERG and EEG 1,050,000
Ambulance service 900,000
Oxygen 575,000
Home health and hospice 1,675,000
Substance abuse 375,600
QOther 775,000

Subtotal $48,500,000

Less allowances and charity care wM—,:’i*f)OJOOO

MNet Patient Service Revenue $534,000,000




of Operating Expenses

Metropolis Health Systern
Schedule of Operating Expenses
for the Year Ended March 81,2

Nursing Services General Services

Routine Medical-Surgical $3,886,000 Dietary $1,055,000

Operating Roomn 360,000 Maintenance 1.600,000

Intensive Care Units 395,000 Lavmndry 295,000

OB-Nursery 150,000 Housekeeping 470,000

Other 300,000 Security 56,000

Total $5,025,000 Medical Records 330,000

Toial $3,200,000

Other Professional Services

Laboratory $2.875,000 Support Services

Radiology and CT Scanner 1,700,000 General $4,600,000

Pharmacy 1,375,600 Insurance 240,000

Emergency Service 450,000 Payroll Taxes 1,130,000

Medical and Surgical Supply 1,800,000 Employee Welfare 1,960,000

Operating Rooms and Other 430,000
Anesthesia 1,525 000 Total $8,800,000

Respiratory Therapy 525,000

Physical Therapy 760,000 Depreciation 1,900,000

EXGand EEG 185,000 Amortization 503,000

Ambulance Service 80,000

Substance Abuse 460,000 Interest Expense 225,000

Home Health and Hospice 1,295,000

Other 130,006 Provision for Doubtful

Total $13,100.000 Accounts 1,500,000

Total Operating Expenses  $3%,400,000
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t 255 Hospital Statistical Data

Inpatient Indicators:

Patient Days
Medical and surgical
Obstetrics
Skilled nursing unit

Admissions
Adult acute care
Newborn
Skilled nursing unit

Discharges
Adult acute care
Newhorn
Skilied nursing unit

Metropolis Health System

Schedule of Hospital Statistics
for the Year Ended March 31,2

Average Length of Stay (in days)

Finance
Information

Departmental Volume Indicators:

51,480

Respiratory therapy treatments
34,650~

Physical therapy treatments

Laboratory workload units
{in thousands)

EXGs

CT scans

MRI scans

Emergency rcom visits

Ambulance trips

Home Health visits

Approximate number of employees
(FTE)

Director
of
Nurses

Systams
Support

Ambuiatory
Mursing

Medicat
Surgicat
Emergency
Nursing

Pediatric
MNursing

Women's
Heaith

1 Dialysis

-1 Oncelogy

-1 Cardiac Rehab

T

{ Medical

H

iia Emergency I

Children's MedicineJ

Health
&
Development

{ Pediairic Mecﬁicinej

1 MHS Nursing Practice and Administration Organization Chart.
f Resource Group, Lid., Dallas, Texas.
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Samnple Hospital is another facility within the Metropolis Health System. Sample Hospital
has recently been acquired by Metropolis. It is a 100-bed hospital that has been losing”
money steadily over the last several years. The new chief financial officer (CFQ) has de-
cided to use benchmarking as an aid to turn around Sample’s financial situation. Bench-
marking will iflusirate where the hospital stands in relationship to its peer group.

The CFO orders two benchmarking reports: one for the hospitals that are 100 beds or
less and one for all hospitals, no matter the size. The 100-beds-or-less report will aliow di-
rect comparability for Sample, while the all-hospital report will give a universal or overall
view of Sample’s standing. Both reports appear at the end of this case study. Exhibit 25-4-1
is the benchmark data report for Sample General Hospital compared with hospitals less
than 100 beds, whereas Exhibit 25-A-2 is the benchmark data report for Sample General
Hospital compared with all hospitals.

When the reports arrive, the CFO writes a description of how the data are arranged so
that his managers will better understand the information presented. His description in-
cludes the following points: ‘

1. The percentile rankings are intended to present the hospital’s performance ranked
against all other performers in the comparison group. Whether the hospital’s actual
performance is good or bad depends on the statistic being evaluated.

The first column, Jabeled “Annual Average Year 1,” provides a historical trend of ac-
tual performance of the hospital in the previousyear. It is provided for reference only
so that the reader can see the frend over time.

The column labeled "1 Year 27 represents the first quarter of the current vear.
These are the most recent data that this service has been provided for Sample Hos-
pital and are the data used in the comparison columms that follow.

The column labeled “Benchmark: bith Percentile” represents the 50th percentile of all
of the hospitals in the comparisen group that supplied data for the individual line item.
The “Variance” column compares the data from Q1 Year 2 of Sample Hospital with
the 50th percentile information from the entire comparison group.

The column labeled “%ile Range” indicates where Sample Hospital’s individual score
fell within a percentile range.
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Hxhibiz 85-4-1 Hospital Swatistical Data

Benchmark Data Report
Sample General Hospital
Compared to Hospitals of Less Than 100 Beds

Current Quarter Bench

Annual Average O 1
Year 1 Year 2 50%ile Variance 'Ry

Severity/Length of Stay

Average Length of Stay 3.80 301 4.66 -0.15
Case Mix Index (A}l Patients) 1.02 1.04 1.04 0.005
Case Mix Index (Medicare) 1.24 1.26 1.18 0.07
Productivity/Labor Utilization
FTE per Adjusted Occupied Bed 511 4.68 4.44 0.24
Paid Hours per Adjusted Patient Day 29.12 26.67 25.3 1.87
Paid Hours per Adjusted Discharge 11663 104.19 1095  -5.32
Salary Cost per Adjusted Discharge $2,638  $2510 32,510 $0
Costs & Charges
E Cost per Adjusted Patient Day $1,704  $1,608 %1448 %161
Cost per Adjusted Discharge $6,467  $6,282 45009 $373

Cost per CMI (All Pat.) Adj. Drischarge  $6,328  $6,041  $5,837 $204
Cost per CMI (All Pat.) Adjusted

Patient Day $1,667 %1546  $1,408 $1390
Supply Cost per Adjusted Discharge $£1,046 $068 8867 $i01
Supply Cost per CMI (All Pat.} Adj.

Discharge $1,024 $931 £829 $1o2
Gross Charges per Adiusted Discharge $12,987 $14,155 $12.,5%6  $1,620
Deductions Percentage 0.40% b58.46% B1LO4%  7.42%

Net Charges per Adjusted Discharge $6,112  $5.880  $5,920  ($49)
Net Charges per Adjusted Patient Pav  §1,610 $1,6505 $1.494 82

Udlization
Average Daily Census 43.15 46.36  37.69 B.67 6570
Cecupancy Percent 41.09% 46.36% 57.66% -11.30% 10-15
Outpatient Charges Percent 53.15% 54.02% 50.14% 3.88% 5560
Beds in Use 160 100 66 34 90-95
Adjusted Occupied Beds 922 10082 7205  28.76 75-80
Total Patient Days Exchading Newborns 3,936 4,172 3,392 780 85-70
Total Discharges Excluding Newborns 1,636 1,068 751 317 80-85

Newborn Days as a % of Total Patient
Days 6.95%  540% 461% 0.79% 60-65




{ Hospital Statistical Data {continued)

Current Quarier Benchmark

Annual Average (1 Yorle
Year ! Year 2 50%ile Variance Range

thancial Performance—Profitability Ratios
“Operating Margin ~2.26  -3.18 195  -518 15-20
Profit Margin —-2.26 ~3.18 206 524 20-25
Return on Total Assets
(Annualized) (%) -2.37% -358% 1.22% -4.80% 20-25
Return on Equity {Annualized) (%) ~6.56% -11.19%  4.61% -15.80% 15H-20

Tnancial Perforraance—Liquidity Ratios
Current Ratio 1.28 —0.71 15-20
Quick Ratio 0.54 ~0.99  15-20
Net Days in Patdent AR {Days) 50,73 : ~2.86 4045

Financial Performance—Leverage and Solvency Ratios
Total Asset Turnover—Annualized 1.07 0.14 6570
Current Asset Turnover—Annualized 3.21 0.08  5B0-55
Equity Financing .38 -0.15  25-30
Long-Term Debt to Equity 0.77 0.28 7075

For example, review the average length of stay information for hospitals less than 100
eds in Exhibit 25-A-1. For the Q1 Year 2, Sample Hospital has a length of stay of 3.91 ver-
us a benchmark comparison number of 4.06, a favorable performance against the 50th
ercentile by 0.15 (the —0.15 indicates an amount under the 50th percentile that, in the
ase of average length of stay, would be favorable). This performance places the hospital’s
core in ihe 35th to 40th percentile of all respondents,

As the CFQ already knows, Sample Hospital &s in trouble, In most cases, the facility is ei-

ther at or below (worse than) the 50th percentile information. Most of the labor produc-
ivity measures are in the 60th to 65th percentile range, with the cost information in the
ame relative range. This indicates that Sample is spending more than the peer group for
labor and supplies. The utilization statistics also present a dismal picture.

Fach statistic has to be evaluated against what it means to the institution before a con-
clusion can be drawn. For example, the occupancy percentage for Sample is 46.36% versus
the 50th percentile of 57.66. This places Sample in the 10th to 15th percentile range for the
comparison group of hospitals less than 100 beds. In terms of utilization, the CFO knows
that a facility should be in the 80th to 85th percentile range to use all of its assets effectively.

What other statistics should the CFO review to assure that a higher occupancy percent-
age is beneficial to the hospital? The answer is average length of stay. Sample Hospital has
a length of stay of 3.81 (as discussed earlier), which is favorable compared with the peer
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Exhibit 25-A-7 Hospital Statistical Data

Benchmark Data Report
Sample General Hospital
Compared to All Hospitals

Current Quarter Benchmark

Annual Average 1 Yot
Year 1 Year 2 50%ile Variance Range

Severity/Length of Stay
Average Length of Stay 5.80 3.91 .91
Case Mix Index (All Patients) 1.02 1.04 -.103
Case Mix Index (Medicare) 1.24 1.26 —{}.118

Producuvity/Labor Utilization
FTE per Adjusted Occupied Bed 5.11 4.68 487 019
Paid Hours per Adjusted Patient Day 29.12 26.67  27.77 -1.1
Paid Hours per Adiusted Discharge 110.53 10419 134.6 -30.41
Salary Cost per Adjusted Discharge 52,658  $2,510  $2927 (417

Costs & Charges

Cost per Adjusted Patient Diay $1,704 $1,608 §1,530 378
Cost per Adjusted Discharge $6,457  $6,282  $7,234 ($1,001)
Cost per CMI (All Pat.) Adj. Discharge £6,828  $6,041  $6,115 {$74)
Cost per CMI (All Pat.) Adjusted

Patient Day $1,667  $1,546  $1,268 £278
Supply Gost per Adjusted Discharge $1,046 $o68  $1.250  ($282)
Supply Cost per CMI (All Pat.)

Adj. Discharge $1,024 $031  $1.,069  {$138)
Gross Charges per Adjusted

Discharge $12,0987 $14,155 $17,196 ($3,041)
Deductions Percentage 0.40% 58.46% 56.31% 2.15%
MNet Charges per Adjusted Discharge $6,112 B5.880  $7.419 ($153%
Net Charges per Adjusted Patient Day  $1,610  $1,505  $1,529 {$24)

Uiilization

Awverage Daily Census 43.15 46.56 14298 -96.62
Occupancy Percent 41.09% 46.36% 69.58% -23.02%
Outpatient Charges Percent 53.15% 54.02% 39.64% 14.38%
Beds in Use 100 160 206 -106
Adjusted Gecupied Beds 92.2  100.82 2259 -125.09
Total Patient Days Excluding Newborns 3,936 4,172 12,868 -B,6496
Total Discharges Excluding Newborns 1,036 1,068 2506 -1,438
Newborn Days as a % of Toral

Patient Days 6.95%  5.40% 452% 087%
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Zh-A-2 Hospital Statistical Data {continued)

Current Quarter Benchmark |

Annual Average Q1 Toile
Year 1 Year2  50%ile Variance Range

Financial Performance—FProfitability Ratios
Operating Margin -2.26 -3.18 445  -7.63 10-15
Profit Margin -2.26 -3.18 = 466 784 10-15
Return on Total Assews
(Annualized) (%) -2.37% ~358% 4.04% -7.62% 10-15
Return on Equity (Annualized) (%) ~0.56% -11.19%  8.46% -19.65%  5-10

Financial Performance—Liquidity Ratios
Current Ratio 1.28 2.2 -1 10-15
Quick Rado 0.54 174 -118  5-10
MNet Days in Patient AR (Days) 50.73 . BB.76 677  25-30

Financial Performance—Leverage and
Solvency Ratios
Total Asset Turnover—Annualized 1.67
Current Asset Turnover—Annualized 3.21
Equity Financing 0.58
Long-Term Debt to Equity 0.77

group, but an occupancy rate that is 11.30% below the 50th percentile for the peer group
f hospitals less than 100 beds. If these two statistics are observed in combination, one
uld say that Sample efficiently manages its patients, but just does not have enough of
em.
Other statistics bear the same message. The hospital is not profitable, and much of the
oblemn is because the cost of running the institution exceeds the availability of patients to
y the hills, In other words, all institutions have core staffing requirements, and within a
ertain range of volume, most costs are fixed. Sample has 100 beds in use while the 50th
ercentile for its peer group shows 66 beds in use. Sample’s plant is too big for its patient
lume. These circumstances can mean the hospital is heading for disaster.
8o what happened to Sample Hospital? As you can surmise from the data, the previous
ar {labeled “Year 17 on Exhibits 25-A-1 and 25-A-2) was not favorable. Three years previ-
8, the institution was losing money at a rate of over $1 miflion per month. The next two
ars showed improvement (even though the data still show concern), and the improve-
ient trend continued through the year labeled “Year 2” on Exhibits 25-A-1 and 25-4-2. By
$ing benchmarking data (and a lot of other analysis), management was able to determine
d address many issues that forced this facility to perform below market averages. By im-
Toving quality, managing costs, and controlling productivity, the hospital was able to
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stabilize its financial position. In addition, with creative management and attention to bot
clinical quality and customer service, the occupancy percentage rose to above the 50th pe;
centile. Finally, the operating margin improved dramatically. In the first quarter of year ¢
the margin was minus 3.18. By the end of year 3, results showed a positive margin of greate
than 2.5%, a dramatic turnaround. Benchmarking assisted in this turnaround by showin
inanagement where the need for improvement was greatest.







