AAAHC (Accreditation Association for
Ambulatory Health Care), 262
AAG-HCO (Audit and Accounting Guide for
Health Care Organizations), 45-47, 59
AAPCC (average annual per capital
costs), 122
Abuse/fraud. See Fraud/abuse
ACA (allowance for contractual
adjustments), 73, 180, 189-192
Accelerated methods of depreciation, 62,
631-64
Accounting
accounting department responsibilities
regarding, 219-220
accural, 49
basic concepts of, 48—49
GAAP standards of, 3, 35, 45-47, 69-70,
159-160
See also Auditors; Cost accounting;
Financial management
Accounting department
payroll as first payment priority of,
222-223
responsibilities of, 219-221
Accounting Principles Board (APB), 45
Accounting Research Board (ARB), 45
Accounts payable, 220
Accounts receivable
RHMC budget information on, 372¢
as sensitive account, 72
Accounts receivable ratio, 97¢, 99
Accreditation Association for Ambulatory
Health Care (AAAHC), 262
Accreditation issues
JCAHO evaluation and accreditation
services, 263-264
major U.S. health care accrediting
organizations, 262-263
Accural accounting, 49
Active staff, 330e
ADA (allowance for doubtful accounts),
72-73, 180, 183-189
Adjusted patient days (APD), 103-107
Advisory Board, 102-103
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Allowance for contractual adjustment
(ACA), 73, 180, 189-192
Allowance for doubtful accounts (ADA),
72-73, 180, 183-189
The Almanac of Hospital Financial and
Operating Indicators (Ingenix), 75, 96
Ambulatory Patient Groups (APGs), 148
Ambulatory Payment Classification (APC)
system, 83-84, 130-133, 148, 395
American College of Surgeons (ACS),
6,262
American Dental Association (ADA), 262
American Health Insurance Association of
America, 122
American Hospital Association (AHA)
accreditation role of, 262
Estimated Useful Lives of Depreciable
Hospital Assets by, 62
hospital revenues (2000) reported by, 144
medical care expectations fostered by, 6
universal health care (UHC) supported
by, 461
American Institute of Certified Public
Accountants (AICPA), 45, 189
American Medical Association (AMA)
accreditation role of, 262
medical care expectations fostered by, 6
opposition to federalized health insurance
by, 122
American Osteopathic Association (AOA),
262
APCs (Ambulatory Payment Classification)
system, 83-84, 130-133, 148, 395
APD (adjusted patient days), 103—-107
Application service providers (ASPs), 333
Associate staff, 330e
Auditors
December review and approval of, 449-450
management letter comments proposed
by, 161-162
preparing for the, 70-72
See also Accounting
Average age of plant, 98¢, 102
Average annual per capital costs (AAPCC),
122



Average length of stay (days), 375376t
Average payment period ratio, 97¢, 99

Bad debts
calculation of ADA and, 183-189
financial statements on, 60—-61
RHMC preliminary budgeted (2009), 381¢
Balance sheet
described, 52-53
RHMC example of, 5356
Balanced Budget Act (BBA) [1997]
impact on Medicare by, 83-84, 121, 123
in-depth analysis of implications of,
136-138
Medicare Part A trust fund created by,
23,137
Medicare payment methodologies before
and after, 128e—129¢
See also Legislative statutes; Medicare
payments
Balanced Budget Refinement Act (BBRA)
[1999], 139-140
Barr, P, 288
Begley, S., 455
Benefactors, 52
Benefits Improvement and Protection Act
(2000), 140-141
Berger, S., 85, 153, 354
Berman, H.J., 7, 8
Billing/claims processing
MSO services for physician, 332-333
OIG work plan for, 174e—175¢
price settlement and, 8
upcoding for, 176
See also Coding systems; Contractual
adjustments; Reimbursements;
Revenue cycle management
Bond debt
selected bond repayment ratios, 75¢, 96
status reports on, 74—77¢
Bondholders, 52
Bottom-down budgeting, 230-232
Bribes, 256-257
Budget assumptions
reviewing next year’s, 296297
RHMC example of, 298299t
taking a last review of, 305-313
Budget calendar
described, 197
July operating, 229-230, 232
RHMC example of, 215¢-217¢
steps for creating, 206
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time frame for, 204, 206
volume issues of, 207-211
Budget preparation
beginning steps for, 196197, 198e-203¢
of budget results and delivery to
managers, 390-394
establishing budget calendar, 197, 204,
206, 215e-217¢
during middle months of the year,
229-252¢
presentation of budget for approval, 204,
205e
Budget variance
analysis of, 287
flexible budgeting and, 287-289
INSIGHTS automated e-mail alerts on,
286¢
parameters of, 28
Budgeting
accreditation issues related to, 262-264
patient satisfaction issues related to,
264-265
regulatory and legal environment related
to, 255-261
top-down vs. bottom-up, 230-232
See also Capital budgeting
Budgets
accounting department responsibilities
regarding, 220
capital budgeting for, 211, 213-219
information system, 362-385
operating, 280-283, 304-319
preparation of, 196206
releasing 2008 projected/2009 budgeted
worksheets to managers, 250-252¢
RHMC CEO’s memorandum to board on,
365, 366e-367¢
RHMC’s 2009 proposed, 364e
volume issues of, 207-211, 212+-213¢
Bush, G. W, 143, 454

CABG (coronary artery bypass graft)
[“cabbage”], 433-442
CAP (College of American Pathologists)s,
262
Capital
affordability issue of, 113-114
information on expenditures related to, 69
physician practice management of, 327
RHMC expenses for computer installa-
tion, 3581-360¢
strategic financial planning and, 109-114
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Capital budgeting
August tasks related to, 269-280
July tasks related, 253-255
RHMC 2010 calendar for, 320e-321e
RHMC budget calendar and, 215¢-217¢
September tasks related to, 319
steps in process of, 211, 213-214,
218-219
See also Budgeting
Capital budgeting (August tasks)
assessing funding availability, 275-276¢
automatically approved capital funding
times, 277
consensus meeting for over $100,000
proposals, 278-279
consensus meetings with pool evaluators,
277-278
detailed discussion for over $100,000
proposals, 270-274
discussion of pool proposals with pool
evaluators, 274-275e
listed, 269-270
online evaluation of proposals, 277
revision of ratings on reviewer’s desktop,
279-280
Capital budgeting (July tasks)
electronic capital request form to com-
plete for, 253-254
listed, 253
reviews of proposals, 254-255
Capital expense ratio, 98¢, 102
Capital plan
on capital affordability, 113-114
example of five-year capital budget for,
110z
on facility improvements and upgrades,
111
on information technology (IT), 111
on physician medical office space, 113
on physician recruitment, 112—113
on property acquisition, 113
RHMC’s example of, 109-114
on routine capital items, 110
steps for organizing, 109
Capital structure ratios, 97e-98e, 102
Capitalization policy inconsistent with
industry standards, 61, 64—65
Cash budget
functions of, 319, 321
methods for creating, 322-323
RHMC example of, 3241325t
Cash flow to total debt ratio, 75

Cash flows
financing activities, 68¢
investing activities (increase) decrease,
68t
operating activities, 6768t
physician practice, 327
RHMC inflows and outflows (2008 and
2009), 363¢
statement of, 66, 67t—68¢
Cash on hand ratio, 97¢, 99
The Catalyst for Health Care Reform
(Deloitte report, 2006), 466
Catholic Health Association, 419-420
CD (client-server) model, 318
CDHPs (consumer-driven health plans),
150-151, 463
Celera Genomics, 453
Center for Information Technology
Leadership, 173
CEO’s memorandum to board, 365,
366e-367¢
CFO magazine, 467
CHAMPUS, 259
Charity care
described, 61
RHMC preliminary budgeted (2009), 380¢
Charting
benefits of online, 361-362
selecting information systems for online,
353-362
Chief financial officer (CFO), 7
Ciotti, V. G., 333, 354
Claims. See Billing/claims processing
Cleverly, W. O., 51, 85, 86
Clinical coding. See Coding systems
Clinical systems. See Information systems
Clinton, B., 123
Clinton, H., 461
CMI (case mix index), 108—109
CMS (Centers for Medicare and Medicaid
Services), 130, 255, 264
COBRA (Consolidated Omnibus Budget
Reconciliation Act) [1988], 416, 419
Coding systems
accuracy of physician visit coding, 176
CPT-4 (Physician’s Current Procedural
Terminology), 131, 171, 464
HCPCS (Healthcare Common Procedure
Coding System), 131, 171
ICD-9-CM, 127, 129, 171, 406, 464
RBRYVS (Resource Based Relative Value
Scale), 171



timeliness issue of, 172173
upcoding issue of, 176
See also Billing/claims processing
College of American Pathologists (CAP),
262
Commercial insurers, 91¢
Commonwealth Fund, 461
Communication
enhancing channels for physicians, 402
INSIGHTS automated e-mail alerts, 286¢
Community
financial information used by, 52
RHMC quantifiable community benefits
report, 4211423t
Computerized practitioner order entry
(CPOE), 402
Conn, J., 333
Consignment policy, 414
Consulting staff, 330e
Consumer-driven health plans (CDHPs),
150-151, 463
Contract labor, 60
Contractual adjustments
accounts on, 72
allowance for, 8, 73
APCs (Ambulatory Payment Classifica-
tion) for, 83-84, 130-133, 148, 395
calculating Medicare and Medicaid,
126-136
computation and review of, 232-236, 242
DRGs (Diagnosis Related Group), 127,
129-130
net revenue concepts and, 127,
129-133
RHMC preliminary budgeted (2009), 380¢
spreading by department, 394-395,
396t-397¢
See also Billing/claims processing;
Reimbursements; Third-party payers
Cook, B., 336
Corporate compliance
key features of plan for, 261
manager role in, 259-261
Cost accounting
calculating costs for abdomen CT scan,
291-292¢, 294
common statistical allocation bases for
indirect costs centers, 293¢
four relevant cost components to,
289-290
impossibility of determining “true” cost,
290-296
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Medicare cost report (MCR) mandate on
RCC method of, 158, 289
microcosting concept of, 291
outputs for calculating abdomen CT scan,
295t
for understanding departmental financial
performance, 294-296
See also Accounting
Cost structure
budgeting issues involving RHMC'’s, 395,
398-401
how to improve organization’s,
401411
Cost structure improvements
adopting a consignment policy, 414
attaining optimum productivity and staff-
ing levels, 409-411
enhancing communication with physi-
cians, 402
establishing in-service training, 414
implementing e-commerce, 415
obtaining best pricing for supplies and
products, 408—409
reducing utilization of services and
supplies, 404408
standardizing organization’s supplies,
402-404
Cost valuation, 49
Cost-to-charge ratio (RCC), 158
Courtesy staff, 330e
CPT-4 (Physician’s Current Procedural
Terminology), 131, 171, 464
“Critical Condition: Why Healthcare CFOs
Have the Toughest Finance Jobs in
America” (CFO magazine), 467
Current ratio, 97¢, 102
Cushion ratio, 97¢, 102

Data Advantage, 221
Death rate statistics, 126fig

Debt
bad, 60-61, 183-189, 380¢
bond, 74-77¢

payments on long-term, 69
proceeds from issuance of long-term, 69
Debt-service coverage ratio, 75, 98e, 102
Decision support
accounting department responsibilities
regarding, 221
information systems supporting enhanced,
350-351



476 Index

Decision support (continued)
reducing cost of improved clinical
systems for, 464
Deloitte (consulting firm), 466
Denials management
fraud and abuse issues related to, 173,
175-177
increasingly important issue, 173
Department managers
corporate compliance role of, 259-261
establishing in-service training of, 414
operating budget worksheets turned in by,
280-282
preparation of budget results and delivery
to, 390-394
releasing 2008 projected/2009 budgeted
worksheets, 250-252¢
See also Senior management
Departments
accounting, 219-223
budgeting/spreading contractual adjust-
ments by, 394-395, 3961397t
financial information used by, 51-52
issue of patient registration to specific,
181-183
projected open-heart surgery expenses
related to different, 446447
RHMC monthly budget spread for
radiology, 3927-393¢
Depreciation
accelerated methods of, 62, 63r-64
capitalization policy inconsistent with
industry standards method of, 61, 64—65
nonstandard estimated useful life method
of, 61, 62
statement of operations on, 61
straight-line, 62, 63t
Direct costs, 289
Disability insurance, 23
Discounts. See Contractual adjustments
Double entry, 49
DRGs (diagnostic-related groups)
ICD-9-CM codes used for, 127, 129, 171,
406, 464
Wall Street Journal article on upcoding
and, 176
Drug therapy trends, 455-456
“Dumping” practice, 419

E-commerce, 415
Electronic capital request form, 253-254
Employees. See Statfing

EMTALA regulations, 416
Entity, 48
EPAD (expenses per adjusted discharge),
103, 107-108, 400-401fig
EPAPD (expenses per adjusted patient day),
103, 107-108, 400
Equity investors, 52
ERISA (Employee Retirement Income
Security Act) [1974], 224, 352
ESRD (end-stage renal disease) coverage,
121
Estimated Useful Lives of Depreciable
Hospital Assets (2006), 62
Expense per adjusted discharge (EPAD),
103, 107-108, 400401fig
Expense per adjusted patient day (EPAPD),
103, 107-108, 400
Expenses
development of RHMC open-heart sur-
gery pro forma, 442447
EPAPD and EPAD, 400-401fig
fixed, 287-289, 290, 447
operating, 5666, 93-95, 283, 347fig
patient care supplies, 391
reduction of physician office, 326-327
related to pension, 23
RHMC monthly budget spread for
radiology department, 392¢
RHMC preliminary budgeted state-
ment of operations (2009), 307+310¢,
36813701
statement of operations information on,
57t-58¢

Facilities
capital plan on improvements/upgrades
to, 111
capital plan on property acquisition for,
112
False Claims Act (1863), 83, 257
Federal Balanced Budget Act (1997), 64
Federal Register, 159
Finance committee
annual achievements of, 450452
authority and responsibilities of, 32
example of RHMC agenda, 33e
human resource reports by, 223-224
importance of periodic review by, 34
information system budget presentation
to, 362-385
pension status and actuary report review
by, 224-226



periodic meetings held by, 32-33
preparation of 2009 operating budget for
the, 317-319
presentation of audited financial state-
ments to, 160-162
routine matters reviewed by, 34
Finance committee reports
on bond debt status, 74-77¢e
health insurance annual review, 78—79¢
special agenda items during August,
296-299¢
special agenda items during December,
448-452
special agenda items during February,
74-78
special agenda items during June,
223-226
special agenda items during
October, 385
See also Financial reporting
Financial Accounting Standards Board
(FASB), 45
Financial analysis
accounting department responsibilities
regarding, 221
budget variance, 283-287
cost accounting and analysis, 289-296
final RHMC “closing the gap” analysis of
operating budget, 312¢
open-heart surgery pro forma and
objective, 442
See also Ratio analysis
Financial management
defining, 7-8
importance of, 8-9
See also Accounting; Health care financial
management
Financial management tasks
: January: pro forma development,
15-31¢
2: January: year-end closing, 35-41e
February: preparing for the auditors,
70-72
4: February: finance committee special
reports, 74—79
5: March: capital planning, 109-114
: April: preparing the Medicare and
Medicaid cost report, 153—-160
7: April: presentation of audited financial
statements to finance committee,
160-162
8: May: calculating ADA, bad-bet
expense, and ACA, 183-191
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9: June: beginning the budget preparation/
budget calendar, 196-211

10: June: capital budgeting, 211-219

11: June: finance committee special
agenda items, 223-226

12: July: budget preparation continued,
229-252¢

13: July: capital budgeting, 253-255

14: August: capital budget, 269-280

15: August: operating budget, 280-283

16: August: budget variance analysis,
283-287

17: August: flexible budgeting,
287-289

18: August: cost accounting and analysis,
289-296

19: August: finance committee special
agenda items, 296-299¢

20: September: operating budget,
304-319

21: September: capital and cash budgets,
319-323

22: October: finance committee special
agenda items, 385

23: December: getting ready for year-end
reporting, 431-432

24: December: finance committee special
agenda items, 448-452

25: December; review of malpractice
insurance coverage, 448-449¢

26: December review and approval of
auditors and fees, 449450

Financial planning

accounting department responsibilities
for, 220

capital plan relationship to strategic,
109-114

converting strategic vision into reality,
8688

five-year projections for, 84—88

IT strategic plan initiatives for,
349-351

projecting operating expenses, 93-95

RHMC strategic, 88-95, 371t-372t

steps in strategic, 85-86

Financial reporting

basic accounting concepts using for,
48-49

GAAP standard for, 3, 35, 45-47

objectives of, 47-48

RHMC 2007 health insurance informa-
tion, 79¢

See also Finance committee reports
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Financial statements
analysis of sensitive accounts in, 72-74
balance sheet, 52-56
basic health care organization, 50t
use of information from, 51-52
notes to the, 69-70
presentation to the finance committee of
audited, 160-162
statement of cash flows, 66, 67t-69
statement of changes in unrestricted net
assets (or equity), 66, 67¢
statement of operations, 56-66
Fitch, 75, 144, 180, 221
Five-year strategic financial plan, 84-88
501(c)(3) status, 7
Fixed costs/expenses
cost accounting of, 290
projected open-heart surgery, 447
Flexible budgeting, 287-289
Follow-up care, 177
Food and Drug Administration, 455-456
Foster, G., 287, 288
Fraud/abuse
kickbacks, bribes, and rebates, 256-257
as physician practice management issue,
327
related to billing, 173, 175-177
Social Security Act (1965) provisions
on, 256
Fringe benefits
calculating changes in, 240
costs of, 23-24e, 60, 105-106¢, 107¢
projected open-heart surgery expenses
related to, 446
RHMC budget information on, 373¢, 381¢
RHMC calculation of, 241¢
See also Nonsalary assumptions;
Salaries
FTEs (full-time equivalents)
described, 22
FTEs per APD ratio, 103-107
operating budget worksheets on,
280-281
revenue per FTP, 103, 108
review of salary using measurement of,
236-237
RHMC budget information on, 373¢, 381¢
See also Staffing
Fuhrmans, V., 173
“The Future of Medicine: How Genetic
Engineering Will Change Us in the Next
Century” (Time magazine), 453-454

GAAP (generally accepted accounting
principles)
AAG-HCO presentation of, 45—47
conservative approach in booking
revenues required by, 159-160
health care financial management use of,
3,35
notes to financial statements required by,
69-70
Gapenski, L. C., 15
Gardner, J., 175
GDP (gross domestic product)
comparing international health care
percentages of, 6
definition of, 4
health care’s percentage of, 4, 6, 125
Gene therapy trends, 453-455
Genomic medicine trends, 453-455
Gibson, R. P, 354
Governing board, 51
Government health care organizations, 46
GPOs (group purchasing organizations), 409
Great Society programs, 123
Gross charges, 8
Gross revenues
computation of, 232-236
projected RHMC cardiac procedures,
4341441t
review of, 242

Hall, M., 84
Halloween metaphor, 389-390
HCFA (Health Care Financing Administra-
tion), 171, 255
HCPCS (Healthcare Common Procedure
Coding System), 131, 171
Health care
benchmarking companies specializing,
399-400
defining the nature of, 4, 6
GDP percentage spent on, 4, 6, 125
general macro trends of, 453456,
457t-458¢
potential IT spending in, 348fig
projections on national expenditures of,
456
supply chain management in, 411-415
universal health care (UHC) trends of,
461-462



Health care financial management
building a framework for, 3—4
finance committee and board role in,
32-34
implications of information systems for,
345-349
looking into the future of, 452-467
setting prices component of, 8
six major objectives of, 9
year-end closing and, 35—41e,
431-432
See also Financial management
Health Care Financing Administration
(HCFA), 171, 255
Health care industry
dramatic growth of, 4, 6
financial scope (1960-2004) of, 5fig, 6
GDP percentage related to, 4, 6, 125
Halloween metaphor of, 389-390
payer trends of, 456, 459-462
revenues (1997-1998) of, 139fig
Health care information systems. See
Information systems
Health care organizations
AAG-HCO definition of three types
of, 46
basic financial statements of, 50¢
benchmarking, 399-400
benefits of tax status for, 415-419
corporate compliance by, 259-261
cost structure of, 395, 398411
HMOs (health maintenance organiza-
tions), 8, 91¢, 931, 149
MCOs (managed care organizations),
8, 149-153, 262, 264, 460, 461
physician hospital organization (PHO),
10, 330
SNF (skilled nursing facility), 134
See also Hospitals
Health Insurance Portability and Account-
ability Act (HIPAA), 83, 175, 257,
351-353
See also Insurance
Health, United States, 2006, 4
Healthcare Informatics magazine, 465
Heathcare Fraud and Abuse Control
Program, 175
Hill-Burton Act, 416, 418
HIPAA (Health Insurance Portability and
Accountability Act), 83, 175, 257,
351-353
HMOs (health maintenance organizations)
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payer mix assumptions on, 91¢
reimbursements plans for, 149
summary of discounts on gross charges
of, 93¢
as third-party payers, 8
See also Managed care
Home health agency (HHA), 10
Home health services
BBA impact on reimbursement of, 138
national health care expenditures
projected for, 456
Horngren, C. T., 287, 288
Hospital Corporation of America (HCA),
418
Hospital Outpatient Prospective Payment
System (HOPPS), 83
Hospital Statistics 2001, 144
Hospitals
AHA reporting on revenue of, 144
concept of virtual, 464
“dumping” practice by some, 419
health care statistics (2006) related to, 4
macro and payer trends impacting,
462-464
managed care reimbursement of, 148
median operating margins and net mar-
gins (2001-2006) of, 145fig
Medicare and Medicaid cost reports on,
153-160
national health care expenditures projec-
tion for, 456
Oryx standard for, 263-264
physician practice management company
(PPMC) owned by, 336-341
“skimming” practice by some, 419
See also Health care organizations
HSAs (health savings accounts), 143
Human Genome Project, 453454, 455
Human resource committee
reports by, 223-224
review of operating budget and package
for, 313-317
“Hurdle rate,” 15, 23

ICD-9-CM codes (International Classification
of Diseases), 127, 129, 171, 406, 464

In-service training, 414

Income statement. See Statement of
operations

Independent practice association (IPA), 10,
329-330
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Indirect costs (overhead), 289
Information systems
computerized practitioner order entry
(CPOE), 402
CS (client-server) model, 318
efforts to reduce cost of improved, 464
HIPAA implementation issues for,
351-353
LAN system, 318
medical databases, 465
selection of a new health care, 353-362
strategic plan initiatives on, 349-351
trends for new types of, 465
Information systems initiatives
integrating data and reporting to support
decision making, 350-351
maximizing IT infrastructure/delivery
capabilities, 351
systems to support clinical process man-
agement/data access, 349-350
Information systems selection
benefits of improvements to clinical
systems, 357, 360-362
features and functions issues, 354-357
financial implications of, 357
most important application areas to
consider, 356fig
overview of considerations for, 353-354
Information technology (IT)
capital plan on, 111
capital to fund acquisition of, 327
implementing e-commerce using, 415
implications for health care financial
management, 345-349
potential spending in health care on,
348fig
RHMC capital expenses for computer
installation, 358t-360¢
spending as percentage of operating costs,
347fig
strategic plan initiatives for, 349-351
trends of health care, 464—465
virtual hospital concept using, 464
Y2K scare (2000) for, 111, 351
Ingenix, 75, 96, 221
Inpatient volume
approval of projected/budgeted, 210-211,
212t
assumptions, 89
gross revenue per case, 378t
RHMC proposed budget (2009) on,
3751376t

RHMC’s actions to counter dwindling,
13-15
INSIGHTS automated e-mail alerts, 286¢
Institute of Medicine, 402, 461
Insurance
annual review of, 78=79¢
consumer-driven health plans (CDHPs),
150-151, 463
disability, 23
ESRD (end-stage renal disease) coverage
by, 121
as fringe benefit expense, 23
opposition to federalized, 122
professional liability self-insurance status,
448, 449¢
RHMC 2007 information on, 78-79¢
universal health care (UHC) trends and,
461-462
verification of, 169
workers compensation, 917
See also Health Insurance Portability and
Accountability Act (HIPAA); Third-
party payers
Interim Payment System (BBA), 83
Internal rate of return (IRR)
“hurdle rate” established for, 15, 23
pro forma development using, 15-16
International Classification of Diseases
(ICD-9-CM codes), 127, 129, 171,
406, 464
Inventory management
just-in-time, 413
review of, 297
Investment bankers, 52
Investor-owned health care enterprises, 46
IPA (independent practice association), 10,
329-330
IRS Form 990 report, 419-424

JCAHO (Joint Commission), 263-264

Johnson, L. B., 120, 122, 123

Just-in-time (JIT) inventory management,
413

Kaiser Commission on Medicaid and the
Uninsured, 142

Kaiser Family Foundation, 122

Kalb, C., 455

Kaufman, K., 84

Kickbacks, 256-257



“KiddieCare,” 142
Kotulak, R., 453
Kukla, S.F.,, 7, 8

Legislative statutes
Balanced Budget Refinement Act (BBRA)
[1999], 139-140
Benefits Improvement and Protection Act
(2000), 140-141
COBRA (Consolidated Omnibus Budget
Reconciliation Act) [1988], 416, 419
ERISA (Employee Retirement Income
Security Act) [1974], 224, 352
False Claims Act (1863), 83, 257
Federal Balanced Budget Act (1997), 64
Health Insurance Portability and Account-
ability Act (HIPAA), 83, 175, 257,
351-353
Hill-Burton Act, 416, 418
Medicare Modernization Act (MMA)
[2003], 84, 122, 143146, 459
Medicare Prescription Drug Improvement
and Modernization Act (2003), 121
Sarbanes-Oxley Act (SOX) [2002],
160-161
Social Security Act (1965), 120, 256
See also Balanced Budget Act (BBA)
[1997]; Regulatory/legal environment
Length of stay ratio, 103, 108-109
Liabilities
balance sheet listing, 55¢
professional liability self-insurance for,
448-449¢
Liquidity ratios, 97e, 98, 99, 102
Long-term debt, 69
Long-term debt to capitalization ratio,
75, 97e, 102

Malpractice insurance coverage, 448—449¢
Managed care
definition of, 92
future trends of, 459-461
maximization of net revenue function
of, 22
net revenue concepts of, 146-153
reimbursement and payment controls
of, 13
reimbursement of hospitals and physi-
cians under, 148-153
revenue negotiation for follow-up, 177
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RHMC’s inroads toward using, 10, 12—13

summary of discounts on gross charges
of, 93¢

in the United States (1976-2005), 147fig

utilization controls used for, 12-13

See also HMOs (health maintenance
organizations)

Managed care organizations (MCOs)
accreditation of, 262, 264
Medicare/Medicaid patients enrolled in,

460, 461
patient registration issue for, 182
system of reimbursements for, 149—153
as third-party payers, 8

Management
characteristics of financial, 7-9
different components of, 6-7

Management service organization (MS)
billing and collection services of,

332-333
described, 329
referral services of, 331-332

Managers. See Department managers

Margin target, 93-94

Massachusetts universal health care (UHC),

462
Matching, 49
Materials
consignment policy for purchasing, 414
just-in-time inventory management of,
413

obtaining best pricing for supplies,
products, and, 408—-409

reducing utilization of services, supplies,
and, 404-408

review of management/inventory, 297

standardizing organization’s, 402—404
McCafferty, J., 467
MedAssets, 409
Medicaid
calculating contractual adjustments by,
133-136

expenditures and enrollees (1972-2003)
of, 124fig

fraud/abuse of, 173, 175-177, 256-259

Hill-Burton Act impact on, 418

history of, 120-123

impact on health care industry growth
by, 4

impact on provider net revenues by,
123-125

impact on RHMC revenues, 125-126
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Medicaid (continued)
Joint Commission accreditation role for,
263-264
Medicare, 22
patients enrolled in managed care
programs, 460, 461
payer mix assumptions on, 91792
RHMC patient revenue, 377t-380¢
summary of discounts on gross charges
of, 93¢t
as third-party payer, 8
Medicaid contractual adjustments
net revenue concepts and, 127, 129-133,
133-136fig
recipients and payments by category
(2003), 136fig
recipients by category (1972-2003) and,
135fig
Medicaid cost report
major elements and index of worksheets
for, 154e
preparation of the, 153-155
ratio of costs to charges, 158-160
stepdown method of cost findings for,
155, 156¢-157¢
Medical databases, 465
Medical executive committee
(MEC), 88
Medicare
calculating contractual adjustments by,
126-136
capitalization policy used by, 64—-65
expenditures and enrollees (1967-2005)
of, 124fig
fraud/abuse of, 173, 175-177,
256-259
future trends of, 456, 459
Hill-Burton Act impact on, 418
history of, 120-123
impact on health care industry growth
by, 4
impact on provider net revenues by,
123-125
impact on RHMC revenues, 125-126
Joint Commission accreditation role for,
263-264
maximization of net revenue function
of, 22
as non-cost-based, 64
patient registration issue for, 182
patients enrolled in managed care
programs, 460, 461

Pay for Performance program of, 264
payer mix assumptions on, 91792
PPS-exempt from, 10
RHMC patient revenue, 377t-380¢
summary of discounts on gross charges
of, 93¢
as third-party payer, 8
Medicare Advantage (formerly
Medicare+Choice), 122, 139, 143
Medicare contractual adjustments
APCs (Ambulatory Payment Classifica-
tion) system and, 83-84, 130-133,
148, 395
DRGs (Diagnosis Related Group) reim-
bursement and, 127, 129-130
net revenue concepts and, 127, 129-133
Medicare cost report (MCR)
implications and sensitivity of,
158-160
major elements and index of worksheets
for, 154e
preparation of the, 153-155
ratio of costs to charges, 158-160
RCC cost accounting method mandated
by, 158, 289-290
stepdown method of cost findings for,
155, 156¢-157¢
Medicare Modernization Act (MMA)
[2003], 84, 122, 143-146, 459
Medicare Part A
BBA creation of trust fund for,
23,137
coverage under, 121
predicted actuary-based insolvency of,
459
Medicare Part B, 121
Medicare Part C, 122
Medicare Part D, 122
Medicare payments
BBRA impact on, 139-140
BIPA impact on, 140-141
contractual adjustments of, 83—84,
129-133, 137
methodologies used for, 128e—129¢
MMA impact on, 84, 122, 143-146
See also Balanced Budget Act (BBA)
[1997]
Medicare Prescription Drug Improvement
and Modernization Act (2003), 121
Microcosting, 291
Model Hospital Compliance Plan, 260
Model Laboratory Compliance Plan, 260
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Moody’s, 75, 221
MRI service
financial/volume assumptions for
proposed, 17t-21t
revenues/expenses assumption for
proposed, 25t-31¢

National Center for Health Statistics
(NCHS)
on declining number of hospital beds in
U.S., 462
on Medicare/Medicaid patients enrolled in
managed care programs, 460
on percent of U.S. GDP spent on health
care, 6
statistical records kept by, 4
National Committee for Quality Assurance
(NCQA), 262, 264
Net assets
balance sheet listing, 55¢
statement of changes in unrestricted,
66, 67t
Net margin ratio, 97¢, 99
Net present value (NPV), 15-16
Net revenue concepts
managed care, 146-153
Medicaid, 127, 129-133, 133-136fig
Medicare, 127, 129-133
Newsweek, 454, 455
Nonoperating income
RHMC preliminary budgeted statement of
operations (2009), 310z, 370¢
statement of operations information on,
58t
Nonsalary assumptions
review of 2008 budgeting income state-
ment and revision of, 243-250
review of salary and, 236-237, 240, 242
RHMC review of, 2381239t 241¢
See also Fringe benefits
Nonstandard estimated useful life, 61, 62
Not-for-profit organizations, 46
Notes to financial statements, 69—70
Nowicki, M., 9

Occupational Health and Safety Administra-
tion laws, 259
OIG (Office of Inspector General)
Medicare cost report audits by, 260
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work plan designed by, 173, 174e—175e,
257-259
Old-age survivor and disability insurance
(OASDI), 23
Olivier, M., 453
Online documentation (charting)
benefits of, 361-362
selecting information systems for,
353-362
Open-heart surgery pro forma
background information on, 432-433
development of volume and revenue for,
433477
financial conclusions on open-heart sur-
gery program, 447-448
Operating budget
final “closing the gap” analysis of RHMC,
312¢
final review and approval of, 313-317
operating budget worksheets returned by
managers, 280-282
preparation of 2009 budget to finance
committee, 317-319
proposed budget reviewed by vice presi-
dents, 282-283
RHMC 2010 calendar for, 320e-321e
taking last review of budget assumptions/
semifinal approval of, 305-313
See also Statement of operations
Operating expenses
estimated IT spending as percentage of,
347fig
manager actions affecting bottom line,
283
projecting, 93-95
statement of operations on, 56-66
Operating margin
3RHMC radiology department, 92+~393¢
ratio of, 97¢, 99
Operating ratios
EPAD (expenses per adjusted discharge),
103, 107-108, 400-401fig
EPAPD (expenses per adjusted discharge),
103, 107-108, 400
FTEs per APD, 103-107
length of stay, 103, 108-109
revenue per FTP, 103, 108
RHMC use of, 105-109
Oryx, 263-264
Outpatient volume
approval of projected/budgeted, 210-211,
213¢
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Outpatient volume (continued )
assumptions of, 89
RHMC proposed budget (2009) on,
375377t

Patient admissions
registration issue of, 181-183
RHMC proposed budget (2009) on, 375¢
Patient care supplies, 391
Patient satisfaction, 264-265
Patient throughput concept, 334-336
Patients
average length of stay (days), 375+-376¢
charity care provided to, 61
“dumping” of non-insured, 419
gross revenue per day, 378t-379¢
gross revenue percentage by
payer, 377t
HIPAA privacy protections for, 83, 175,
257, 351-353
registration of, 181-183
RHMC budget information on, 373¢
“skimming” services to less-than-full-
paying, 419
total patient days, 376¢
See also Volume
Pay for Performance program, 264
Payer mix
comparing RHMC to national averages
on, 119-120¢
described, 90-91¢
reviewing revenues and validation of, 242
See also Third-party payers
Payroll, 220, 222-223
Pearman, W. A., 120
Pension
example of actuarial report on status of,
225e
expenses related to, 23
finance committee review of, 224, 226
Performance monitoring, 177-180
Physician hospital organization (PHO), 10,
330
Physician office
additional issues of managing, 327
expense reduction issue of managing,
326-327
revenue enhancement issue of managing,
326
visits to, 89-90, 176, 334-336
Physician practice
hospital-owned PPMM and, 336-341

importance of managing, 323, 326
management service organization (MSO)
and, 331-333
office management of, 326-327
patient throughput concept of, 334-336
PPM management of, 333
PPMC management of, 328-330, 333,
335-341
from PPMC to MSO, 328-330
Physician practice management company
(PPMC)
functions/services provided by, 328-330,
333, 335-336
hospital-owned, 336-341
Physician practice management (PPM), 333
Physician visits
accurate coding for, 176
patient throughput issue during, 334-336
steps taken by physician during, 334
volume assumptions regarding, 89-90
Physicians
capital plan on medical office space for,
113
capital plan on recruitment of, 112-113
enhancing communication with, 402
managed care reimbursement of, 148—153
MSO referral services for, 331-332
RHMC categories of medical staff, 330e
volume issues related to, 208-209
See also Staffing
Physician’s Current Procedural Terminology
(CPT-4), 131
Pool evaluators
consensus meetings with, 277-279
discussion of pool proposals with,
274-275
list of RHMC, 275¢
online evaluation of proposals by, 277
POSs (point-of-service organizations)
future trends in offerings of, 460
reimbursement plans for, 150
as third party payer, 8
PPMC (physician practice management
company)
functions and services offered by,
328-330, 333, 335-336
hospital-owned, 336-341
PPOs (preferred provider organizations)
payer mix assumptions on, 91¢
reimbursement plans for, 150152
summary of discounts on gross charges
of, 93¢
as third party payer, 8



PPS (prospective payment system),
10, 259
Premier, 221, 409
Price settlement, 8
Pro formas
described, 15
NPV and IRR included in, 15-16
revenue and expense assumptions of,
22-24
volume assumptions of, 16, 22
Pro formas examples
analysis of fringe benefits percentage, 24e
proposed MRI service: on financial and
volume assumptions, 17¢-21¢
proposed MRI service: on revenues and
expenses, 25t-31¢
proposed open-heart surgery, 432-448
Professional liability self-insurance, 448,
449¢
Profitability ratios, 97¢, 98, 99
Property acquisition plans, 112
Provider Reimbursement Manual Section
115, 160
Provision staff, 330e
Purchases services, 60

Rating agencies
financial information used by, 52
Fitch, 75, 144, 180, 221
Moody’s, 75, 221
Standard & Poor’s, 75, 221

Ratio analysis
average age of plant, 98¢, 102
average payment period, 97e, 99
bonding-related ratios, 75e¢, 96
capital expense, 98e, 102
current ratio, 97e¢, 102
cushion ratio, 97¢, 102
days cash on hand, 97e, 99
days in accounts receivable, 97¢, 99
debt-service coverage, 98e, 102
financial planning and use of, 95-96
long-term debt to capitalization, 75, 97e,

102
Medicare cost report, 158-160
net margin, 97e, 99
operating margin, 97¢, 99
operating ratio formulas used in, 103—109
operating ratios for, 103-109
RHMC financial statistics and ratios
(2006), 100t-101¢

See also Financial analysis
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Ratio of cost to charges (RCC), 158,
289-290
RBRVS (Resource Based Relative Value
Scale), 171
RCC (ratio of costs to charges), 158,
289-290
Rebates, 256-257
Referral services, 331-332
Regulatory/legal environment
accreditation issues related to,
262-264
additional rules and regulations for, 259
corporate compliance and, 259-261
importance of, 255
Medicare/Medicaid fraud and abuse, 173,
175-177, 256-259
See also Legislative statutes
Reimbursements
accounting department responsibilities
regarding, 221
APCs (Ambulatory Payment Classifica-
tion) system for, 83-84, 130-133,
148, 395
coding systems used for, 127, 129, 131,
171-173
financial planning and assumptions on
rates of, 91-93¢
Interim Payment System of BBA, 83
for managed care organizations (MCOs),
149-153
Medicare Modernization Act (MMA)
[2003] impact on, 84
Medicare PPS (prospective payment
system) for, 127-133
projected RHMC cardiac procedures,
4341441t
See also Billing/claims processing; Con-
tractual adjustments; Third-party payers
Resource Based Relative Value Scale
(RBRVS), 171
Revenue cycle management
ACA (allowance for contractual adjust-
ments), 73, 180, 189-192
ADA (allowance for doubtful accounts),
72-73, 180, 183-189
description and goals of, 166-167
eight areas of importance listed for,
167-180
elements of a complete revenue cycle,
168fig
patient registration impact on,
181-183
See also Billing/claims processing
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Revenue cycle management areas
: preregistration, precertification, and
insurance verification, 169
: coding and reimbursement: documenta-
tion capture and review, 169-171
: coding and reimbursement: coding,
171-172
4: coding and reimbursement: timeliness,
172-173
5: denials management, 173
6: denials management: fraud and abuse
issues related to billing, 173, 175-177
7: follow-up: managed care arrangements
and negotiations, 177
8: performance monitoring, 177-180
Revenue/expense assumptions
of pro formas, 22-24
for proposed MRI service, 25¢-3 1t
for proposed open-heart surgery pro
forma, 442447
Revenues
computation/review of contractual adjust-
ments and gross, 232-236, 242
enhancement of physician office, 326
fundamentals of managing cycle of,
166-180
gross, 232-236, 242, 4341441t
RHMC monthly budget spread for radiol-
ogy department, 392¢
RHMC preliminary budgeted (2009),
307t-3081, 368:-369¢, 378t—380¢
statement of operations information on, 57¢
Ridgeland Heights Medical Center (RHMC)
[fictional]
analysis of ACA for, 189-192
analysis of ADA for, 185+-189
analysis of fringe benefits percentage of,
24e
annual finance committee agenda of, 33e
balance sheet of, 53t-56
budget variance analysis by, 284-287
capital and operating budget planning
calendar (2010) for, 320e-321e
capital plan of, 109-114
cash budget for selected weeks,
324+-325¢
cash inflows and outflows (2008 and
2009), 363t
CEQO’s memorandum to board, 365,
366e-367¢
corporate compliance policy of, 260-261
efforts to counter dwindling inpatient
census by, 13-14
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(98]

final draft of preliminary budgeted state-
ment of operations, 314+-316¢

financial management implications of
approach taken by, 14-15

financial statistics and ratios (2006),
1001017

financial trends (2005-2009) of, 384fig

health insurance information (2007)
review by, 78-79¢

impact of Medicare/Medicaid on revenue
of, 125-126

information system selection by,
353-362

IRS Form 990 report by, 420424

managed care inroads into, 10, 12-13

management letter comments proposed by
auditors to, 161-162

Medicare cost report and, 159

monthly spread of budgeted contractual
adjustments, 3961-397¢

as not-for-profit corporation, 47

operating ratios used by, 105-109

patient accounting department goals of,
178-180

patient satisfaction and, 265

payer mix of, 119-120¢

physician development key success
factors at, 3391-340¢

PPMC operated by, 337-341

preliminary budgeted statement of opera-
tions (2009), 307310z, 368385

preparing for the auditors, 70-72

primary statistics of, 9-10, 11z, 12¢

pro forma for open-heart surgery,
432-448

pro forma for proposed MRI service,
17¢=21t, 2531t

projected cardiac procedures, gross
revenues, and net reimbursements,
4341441t

quantifiable community benefits report by,
4211423t

radiology department 2009 monthly
budget spread, 392¢+-393¢

releasing 2008 projected/2009 budgeted
worksheets to managers, 250-252¢

revenue and contractual analysis for,
2341-235¢

review of 2009 statement of operations,
243-250

review of salary and nonsalary assump-
tions, 23812391, 241t

selected as example, 3, 4
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306-313

SOX compliance by, 160-161

statement of operations information on,
65-66

strategic financial planning by, 86-95

year-end accounting procedures (2008)
of, 36e

Salaries
as expense item, 60
increases in wage and, 237, 240
July review of nonsalary expenses and,
236-242
review of 2008 budgeting income state-
ment and revision of, 243-250
RHMC 2009 proposed budget reconcilia-
tion of, 382¢
RHMC budget information on, 373¢, 381¢
RHMC calculation of, 238t-239¢
See also Fringe benefits
Sarbanes-Oxley Act (SOX) [2002], 160-161
SCHIP (State Children’s Health Insurance
Program), 142-143
SCHIP Turns 10: An Update on Enrollment
and the Outlook on Reauthorization
from the Program’s Directors (Smith
and others), 142
Scully, T., 143
Section 115 (Provider Reimbursement
Manual), 160
Senior management
financial information used by, 51
operating budget worksheets turned in to
VPs, 280-282
review of proposed operating budget by
VPs, 282-283
See also Department managers
Sensitive accounts
accounts receivable, 72
allowance for contractual adjustment, 73
allowance for doubtful accounts, 72-73
bad-debt expense, 73
contractual adjustments, 72
due to or from third parties, 73-74
SFAS (Statement of Financial Accounting
Standards), 224
Skilled nursing facility (SNF), 10
“Skimming” practice, 419
Smith, V., 142
SNF (skilled nursing facility), 134
Social Security Act (1965), 120, 256
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Social Security withholding, 23
Solucient, 221
SOX (Sarbanes-Oxley Act) [2002], 160-161
Staffing
attaining optimum staffing levels,
409411
fringe benefit costs of, 23-24e, 60,
105-106¢, 107¢
full-time equivalents (FTEs), 22
operating ratio of FTEs per APD,
103-107
priority of meeting payroll of, 222-223
projected open-heart surgery expenses
related to, 446
RHMC budget information on, 373¢
statement of operations information on
expenses related to, 60-61
See also FTEs (full-time equivalents);
Physicians
Standard & Poor’s, 75, 221
Stark II laws, 327
Starr, P., 120
State Coverage Initiatives (2006), 134
Statement of cash flows, 66, 67168t
Statement of changes in unrestricted net
assets, 60, 67t
Statement of operations
overview of, 56-57
review of RHMC 2008, 243-250
RHMC example of, 57+-66
RHMC final draft of preliminary budg-
eted, 3141316t
RHMC preliminary budgeted (2009),
307:-310t, 368373t
See also Operating budget
Straight-line depreciation, 62, 63¢
Strategic financial plan
capital plan relationship to, 109-114
converting into reality, 8688
RHMC's, 88-95, 371t-372¢
steps in, 85-86
Supplies. See Materials
Supply chain management
applying just-in-time inventory manage-
ment, 413
description and functions of, 411-412
developing close relations with distribu-
tors, 412-413
obtaining the best pricing, 412

Tax issues
annual IRS 990 report, 419-424
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Tax issues (continued)
benefits of tax status, 415-419
501(c)(3) status, 7
for-profit tax status, 416
not-for-profit tax status, 416
RHMC tax benefits due to not-for-profit
status, 417¢
Social Security withholding, 23
Third-party payers
accounts due to or from, 73-74
allowance for contractual adjustments by,
72,73
described, 8
strategic financial planning and payer mix
of, 90-91¢
See also Contractual adjustments; Insur-
ance; Payer mix; Reimbursements
Title XIX. See Medicaid
Title XVIII. See Medicare
To Err Is Human: Building a Safer Health
System (IOM), 402
Top-down budgeting, 230-232
Transactions, 48
“Transparent pricing” trend, 8
Tuition reimbursement, 23

United States
GDP spent on health care in the,

6 national health care expenditures
projection for, 456

Universal health care (UHC), 461-462

Upcoding, 176

U.S. Department of Health and Human
Services (HHS), 4, 255, 259

Variable costs, 289
VHA/Novation, 409
Vice presidents
operating budget worksheets turned in to,
280-282
review of proposed operating budget by,
282-283

Virtual hospital concept, 464
Volume
budgeting issues related to, 207-211
inpatient, 13-15, 89, 210-211, 2121,
375t-376¢
outpatient, 89, 210-211, 213¢, 376¢-377¢
sample of flexible budgeting/monitoring
outcomes of, 288e
See also Patients
Volume assumptions
for open-heart surgery pro forma,
433-442
of pro formas, 16, 22
for proposed MRI service, 17t-21¢
RHMC proposed budget (2009),
3751377t
strategic financial planning and use of,
89-90
Volume budgeting issues
approval of projected/budgeted inpa-
tient/outpatient volumes, 210-211,
212213t
demographic changes, 207-208
historical perspective, 207
new services, 208
physician issues and input, 208-209
volume kickoff meeting to discuss, 210
wishful thinking concept as, 209
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Weeks, L. E., 7, 8
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Worley, R., 333

Y2K scare (2000), 111, 351
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getting ready for the, 431432
overview of, 35
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