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Today’s Goals

¢ Help you understand what to look for

in your hospital’s financial statements

¢ Help you better understand how you

get paid by Medicare, Medicaid and
others

* Help you understand some current key trends
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Health Care Finance Challenges

Health care finances are certainly different than

many industries

«  What other industry willingly accepts 20 to 30% of a bill...and is
happy?

Some unique aspects of health care finance

<+ Highly regulated by government

< Very capital intensive

< Low margins

<+ Challenge to balance community benefits with need to remain
financially viable
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Should a Hospital (even a Hospital District) Make a Profit?

* Of course — but why?
<+ Equipment and expansion
<+ Physician recruitment needs
<+ Special circumstances requiring large cash outlays
¢ How much profit is enough?
¢+ Key rating agencies (S&P, Moody’s) report average operating margins
of 1.5% to 3.0%
« Total margin (which includes investment income) should ideally be
about 1% higher than the operating margin
¢ Did you know...
«* In many years, more than 50% of hospitals lose money from
operations d
4
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Net Patient Service Revenue

0 Gross Charges

¢ The “full” charge of a provider

<+ Based on data in the Charge Description Master (CDM)
0 Contractual Adjustments

¢ The difference in the Gross Charge and the amount a provider has
contractually agreed to accept

¢+ Providers cannot attempt to collect this difference
¢+ Most often associated with Medicare, Medicaid and managed
care/commercial insurance payers
0 Bad Debts and Charity
<+ Amounts that a provider is allowed to collect but cannot or does not

¢+ Charity is usually based on documented indigent status and has little to
no collection effort

« Bad debts occur after substantial collection effort d
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Medicare Payment Methods

0 Prospective Payment System- Acute Care Hospital

< Predetermined payments based on patient acuity or groups of services
provided- DRG for Hospital IP and APC for Hospital OP

«* Most common payment method for providers like hospitals, nursing homes
and home health agencies

0 Cost based reimbursement- Critical Access Hospital
<+ Payment based on Medicare’s share of cost of providing care
¢+ Medicare only pays for allowable costs
«+ Mostly limited to rural facilities
0 Fee schedule
¢+ Much like prospective payment, but based on individual non-packaged

services
<+ Covers most physician, therapist and mid-level provider payments d
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Transition of health care payment
methods over time

Value-Based

Purchasing
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Payer Types

. Medicare is typically the largest payer in hospitals (volume and
dollars)
. Other third party payer examples would be Medicaid, Blue Cross,
Humana, other commercial insurance companies
. Other third party payers often follow or use Medicare to help in
reimbursement
. Develop other methodologies to fit their needs and budgets
- Might use DRG’s, fee for service, percentage of charges
. Increasingly looking at quality and other information to move
away from fee for service reimbursement
. Patients without insurance typically receive discount based on gross
charges
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Managed Care and Commercial Payers

¢ Rates are generally higher than
Medicare/Medicaid

“*Many hospitals make their margin in this area
¢ Typical payment methods

“*Per diem rates

++Case rates

¢ Discounts from gross charges

«+Capitation

v Limited in Texas
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Payer Mix/Insurance Market

.

N o
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Common Payment Rates as % of Gross Charges

* Medicare Inpatient
% 25% to 55% (although CAH may be over 100%)

* Medicare Outpatient

++10% to 35%
* Medicaid Inpatient

“15% to 40%
* Medicaid Outpatient

“10% - 20%
* Commercial and managed care

“30% to 65%
* Self-pay

2% to 5% d
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Charity Care and
Patient Collections
0 Much attention has been focused on hospitals’
collection policies
+¢ Provisions of Health Reform limit collection efforts
¢ Some states have challenged exempt status
0 The definition of charity care has evolved over time
0 Why you should have an effective charity policy

12
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Bad Debt Expense

0 The level of bad debt expense is highly dependent on a
hospital’s payer mix
¢ Texas hospital bad debt rates range from 13% to 25% of net
patient revenue depending on location
¢ National averages for bad debts is closer to 6%

v Texas’ uninsured patient population contributes to higher bad debt
levels

< Many patients that are classified as bad debt likely would be
charity cases if all documentation could be obtained

3/31/2020
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What is the Revenue Cycle?
- Fundamentals —
. Charges
. Cash
- Revenue Cycle is a combination of processes
whose end result is cash (net revenue)
d
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Who's Responsible for Revenue Cycle Process? is a
combination of processes whose end result is cash (net

revenue)
ICndiM Staff ! MDS

Clinical Staff Business
N A Office
|mishatlon - ﬂ Accounting

d
[ 4

Utilization
Review

Physicians Compliance

Department
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Key Revenue Cycle Management Indicators
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Key Performance Indicator KPI
Days from Discharge to Bill 3-5 days 12 days
Clean Claim Rate 95% 75%
Rebill % of Total Primary Claims Billed <5% No Report
Registration Accuracy Rate 97% 75%
Gross Days in A/R 40-50 days 55 days
d
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Revenue Cycle Process
= Step 1- Scheduling of an appointment or Registration
= Step 2- Need documentation of the encounter
= Step 3- Need a bill — a culmination of the information
provided by all of the above
* Demographics
¢ Payer
¢ Charges
* Certification
¢ Codes
* Bill is submitted to the payer
d
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Revenue Cycle Process
Provider receives payment, denial or a request for additional information:
- If the claim is paid
- Was it paid correctly — yes or no?
- Is there a balance? — move to the next responsible party
- If the claim is denied
- Do we have enough information to appeal?
. Request for additional information
. Do we have the additional information requested
- Ifignored
- We need to determine why
d
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Chargemaster- one of most complex master files
subject to frequent updates

. Database of code and charge information

. Maintained by Revenue Management

. Charges attach to codes (CPTs) and dollar amounts
. CPT — Current Procedural Terminology
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Salary and Benefits Expense

* Industry averages for salaries % of net revenue (before bad
debts):

“*CHIPS Urban Hospitals - 55%

“+S&P A Rated - 56%

“+S&P Small Hospitals A rated - 42%

«+Profitable hospitals range from 38% to 42%

«Districts tend to be higher
* A hospital’s structure will impact this

“»*For example, hospitals that operate the ambulance

service generally have a higher salary %

“*Hospitals with a very high percent may need to raise charges

* Employee benefits are generally 20 to 25 percent of salary costs

20
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Non-Operating Income (Expense)

¢ For non-profit hospitals, non-operating income often
includes:
“*Interest and dividend income
“»Unrealized gains and losses on investments
“»Other income and expense not directly related to operations
“»Hospitals do have some flexibility in what income or expense is
categorized here
* Governmental hospitals also included interest expense and
property tax revenues as part of non-operating income
(expense)

21

Texas Hospital Trustees [ 4




Financial Statement Audit

» What is an audit?
Ensures the financial statements are materially correct

Testing of the financial statements and required disclosures for material accuracy and
completeness

Part of planning an audit involves an assessment of internal controls related to the
financial statements

» What an audit is not:
= An examination of every transaction
»  To provide assurance of internal controls
= Designed to detect immaterial errors or fraud
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Cost Reports

. Detailed filing to Medicare showing the hospital’s revenues and
expenses

. Focus of report is on expenses and which expenses are
“allowable” for Medicare purposes

. Used to help determine Medicare rates

. Other statistical and general information included for Medicare
to evaluate the hospital
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Income Statement

2018 2017
Unrestricted Revenues, Gains and Other Support
Patient service revenue (net of contractual discounts) $ 40572289 $ 40405101
Provision for uncollectible accounts. (1.454.195) (1.545502)
Net patient service revenue less
provision for uncollectible accounts 39,118,094 38,859,599
Other 2038123 1860685
Net assets released from restrictions used for operation 41,058 32,801
Total unrestricted revenues, gains and other support 41197275 40,753,085
Expenses and Losses
Salaries and wages 18,511,917 19,987,457
Employee benefits 4319.358 4,465422
Supplies, purchased services and professional fees 15,671,786 13,952,362
Depreciation and amortization 2163734 2315196
Interest 263884 284533
Total expenses and losses. 40,930,679 41,004,970
Operating Income (Loss) 266596 (251.885)
Other Income
Contributions received 207,204
Investment return X
Gain on investments in equity investee 122854
Total other income. 850,022
Excess of Revenues Over Expenses From Continuing Ope rations 1125618

Gain From Discontinued Operations -
Excess of Revenues Over Expenses 1125618

Investment return - change in unrealized gains and losses
on other than trading securities (300,906)
Change in fair value of interest rate swap agreement (575532)

Net assets released from restriction used for purchase
of property and equipment
Distributions to noncontrolling interest
Change in defined benefit pension plan gains and losses
Contributions and grants for the acquisition of property
Change in Unrestricted Net Assets
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Assets
2018 2017
Current Assets
Cash and cash equivalents $ 5519523 s 3643100
Patient accounts receivable
net of allowance; 2016 - $11,340,000, 2015 - $12,530,000 4,220095 5,182,460
Other receivables 386,596 257,895
Estimated amounts due from third-party payers 97,636 51,703
Supplies 560,656 577,824
Prepaid expenses and other 502,082 584,126
Total current assets 11,286,588 10,297,108
Assets Limited As To Use
Internally designated 8,447,912 8,441,741
Externally restricted by donors and grantors 200833 225526
Held by trustee 176,599 534,465
Externally restricted by state statute 215724
9,041,068
Long-Term Investments 1,361,960 1345750
Investments in Equity Investee 579.722 518,905
Property and Equipment, At Cost
Buildings, land and land equipment 13,614,642 12533350
Equipment 23,490,136 22,450,849
Construction in progress 237,852 1.525.396
37,342,630 36,518,505
Less accumulated depreciation 716, 20,037,535
16,481,060
Other Assets 221757 M
Total assets $ s
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Liabilities and Net Assets
2018 2017
Current Liabilities
Line-of-credit borrowings $ 290,958 $ 290,958
Current maturities of long-term debt 472475 596,554
Accounts payable 1472832 1819555
Accrued expenses 2,999,030 3,052,132
Estimated amounts due to third-party payers 450414 537121
Total current liabilities 5,685,709 6,296,320
Other Liabilities 1,579,603 1,089,044
Accrued Pension Liability 1,629,034 1131710
Long-Term Debt 8,045392 8,549,885
Interest Rate Swap Agreement 140,649 83,116
Deferred Compensation 362,201 398536
Total liabilities 17,442,678 17548611
Net Assets
Unrestricted 22592970 22,328,639
Temporarily restricted 212913 233,257
Permanently restricted 161,226 168,347
Total net assets 22,967,109 22730243 4
Total liabilites and net assets $ 40409787 $ 40278854
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Cash and Investments

* Hospitals cash and investments are reported in various
areas on the balance sheet

<+ Unrestricted amounts are shown as “Cash and cash equivalents” and
“Investments”

<+ Restricted amounts (including board designated investments) may be shown as
“Assets limited as to use”

¢ Cash and Investment restrictions often relate to
malpractice funds, donor restricted funds and funds
restricted under debt agreements

¢ Cash is generally measured by the number of days
cash on hand (that is, how many days of operating
expenses are in the bank) r
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Accounts Receivable

¢ Accounts Receivable - the second most important asset on the
books

* Measured based on days
«»Days in Gross Receivables

v'How fast are accounts cleared from the
books?

«»Days in Net Receivables

v'How conservative or aggressive are our
allowances?

¢ Compare these measures to a benchmark each month; look for
trend changes and differences compared to your peers.
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Property and Equipment

¢ The largest asset for many hospitals is its investment in property
and equipment

¢ Assets are added to the balance sheet based on their cost, and
then depreciation is expensed over time based on the assets’
estimated useful life

¢ Health care technology changes rapidly, often requiring significant
investments in new facilities, equipment or information technology
systems

29
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Long-term Debt and Leverage

¢ Long-term debt is measured using:
<+ Debt-to-capitalization ratio (35% is Moody average, lower is better)
<+ Cash-and-investments to debt (157% is Moody average, higher is better)
<+ Debt Service Coverage (5.1 is Moody average, higher is better)

e Debt pros and cons
< Debtis often a necessity to modernize the facility and maintain liquidity
<+ High debt levels can create high fixed costs, limiting operating options
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Current Trends
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2/3 of Medicare spending is for people
with 5 or more chronic conditions
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Chronic Care Management

. Chronic disease is a Iong—lasting condition that can be

controlled but not cure

. Condition is expected to last at least 12 months or until death

of patient

. Examples of chronic conditions (not all inclusive)
- Alzheimer’s disease & related dementia

. Asthma
- Cancer

. Chronic Obstructive Pulmonary Disease

. Diabetes
- Heart failure
- Hypertension
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Healthcare is Changing!
The Future of Healthcare is Based on Value
ACA brought Medicaid Expansion, Health Insurance Exchanges, ACOs and other initiatives
Moving from pay for volume to pay for value - better care, better population health, lower cost
Government - Commercial Payors - Consumers.... all want the new system and not going back
Hospitals and their medical providers struggle with the changes
Texas Hospital Trustees .y
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What’s going on with the 1115 Waiver

. Changes to definition of Uncompensated Care/ Charity Care
Policy Impacted by Changes

- Funding is expected to be lower state-wide due to this
change

« CHAT Ruling update

- Prior Year DY2-6 Audits
- DSRIP Funding

- MFAR Update

3/31/2020
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Summary
¢ We discussed revenues and revenue processes
in more detail than expenses on the Income
Statements
¢ We discussed the Balance Sheet at a really high
level
* The Healthcare Financial Challenge is really
understanding how you get paid and why does
it change year over year
d
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Questions and Answers
Deborah Whitley— BKD, LLP
dwhitley@bkd.com
254.776.8244
d
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