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The Medicare Rural Hospital Flexibility Program

The Medicare Rural Hospital Flexibility Program (Flex Program), created by Congress in
1997, allows small hospitals to be licensadCritical Access Hospitals (CAHs) and

offers grants to States to help implemimitiatives to strengthethe rural health care
infrastructure. To participate in the FlexoBram, States are requiréo develop a rural

health care plan that provides for the timaof one or more rural health networks,
promotes regionalization of rural health seed in the State, and improves the quality of
and access to hospital and other health serfacesral residents ahe State. Consistent
with their rural health care plans, states/rdasignate eligible ral hospitals as CAHSs.

CAHs must be located in aral area or an area treatedasal; be more than 35 miles

(or 15 miles in areas withaantainous terrain or only sedary roads available) from
another hospital, or be certified beforaJary 1, 2006 by the Sta#s being a necessary
provider of heath care services. CAHs auied to make available 24-hour emergency
care services that a State determinemacessary. CAHs may have a maximum of 25
acute care and swing beds, and must maiataiannual average length of stay of 96
hours or less for their acute care patie@&Hs are reimbursed by Medicare on a cost
basis (i.e., for the reasonable costs of minyg inpatient, outpatient, and swing bed
services).

The legislative authority for the Flex Pragn and cost-based reimbursement for CAHs
are described in the Social Security Atle XVIII, Sections 1814 and 1820, available
at http://www.ssa.gov/OP_Harssact/title18/1800.htm.



I ntroduction

All hospitals, regardless of size and orgatarel structure, benefit from comparative
data on financial condition and perfome&. The unique reimbursement and
organizational structure of critical accesspitads (CAHs) make it important to have
financial indicators that cagpte their own circumstancesrfperformance assessment.
CAHs differ from urban and other rural Ipitsils that are paidnder the Medicare
Prospective Payment System (PPS) in imporapects that affect the most appropriate
way to measure financial condition. UrdilPPS hospitals, CAHSs receive cost-based
reimbursement for inpatient and outpatieare, and the incentives, financial
management, and utilization practieesler these two payment methods differ
substantially. There are also organiaaél differences between CAHs and other
hospitals that may affect financial performance; for instance, CAHs have relaxed staffing
rules under Medicare, and thiegve limits on bed-size andexrage length of stay (and
low volume hospitals have been foundaod substantially more annual variation in
demand for services, making fimaal planning difficult).

This Briefing Paper presents state andamati median values of the twenty financial
indicators included in th€AH Financial Indicators Report, a report that is distributed to
each CAH administrator annually. As paftongoing work of the Flex Monitoring

Team, these indicators were specifically desid to capture the finaial performance of
CAHs. In order to identify the indicatorsatwere most relevant to the financial
performance of CAHs, a Technical Adwigdsroup (TAG) of four individuals
knowledgeable in CAH financial and operatibisaues, data, and reporting practices was
selected to provide advice to a reseaeant from the University of North Carolina at
Chapel Hill. The TAG evaluated frequently used indicators of hospital financial
performance for their applicability to CAHsTheir evaluation relied on three criteria:
feasibility (whether the indi¢ar can be accurately calculated from Medicare cost report
datd), importance (whether the indicatorais important measure of the financial
management of CAHs), and usefulneshkédther the indicator is useful to CAH
administrators). The TAG retained 13 oé tmost frequently used indicators from the
review. In addition, 7 otherrfancial ratios were addedattare not commonly used in

the financial assessment of larger hospitalg that group members believed capture
important attributes of CAH financiahanagement. One more was added in 2010.

The resulting 21 indicators fall under sigmains: profitability, liquidity, capital

structure, revenue, cost, andiaétion. In the pages that follow, a brief description of the
domains and the indicators within thenpi®vided, along with a table that allows
comparison across states. The Appendixitoreport includes the median values for
each indicator by state, enabling the valuesfiondicators for one state to be viewed on
a single page. More detailed information attbe definition and interpretation of the
indicators can be found ingldocument “Briefing Paper N@. Financial Indicators for
Critical Access Hospitals May 2005” whican be downloaded from the Flex

Monitoring Team website:

! The list of potential indicators resulted from a review of financial ratiastidles, peer-reviewed

journals, and other industry and scientific publications.

2 Medicare cost reports were selected as the dataeséor calculating indicator values because they are

the only national data that use standard definitions, have sufficient detail, and will eventually include data
for all CAHSs.
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http://www.flexmonitoring.org/documentsyiéfingPaper7 Financiallndicators.pdf

The following table includes, by state, the tatamber of Critical Access Hospitals with
a Medicare Cost Report for at least 369 period, the minimum required to be
included in the calculation of medians. elilmumber of CAHs for particular indicator
may be less than the number in the tabthefe were unusable data for one or more
CAHs in the state.

State | 2010 Number of State 2010 Number
CAHs of CAHs

AK 10 NC 21
AL 2 ND 35
AR 29 NE 65
AZ 11 NH 13
CA 29 NM 7
CO 29 NV 10
FL 11 NY 13
GA 34 OH 34
HI 9 OK 33
A 82 OR 24
ID 26 PA 13
IL 51 SC 5
IN 32 SD 38
KS 82 TN 15
KY 29 X 75
LA 27 uT 9
MA 3 VA 7
ME 15 VT 8
MI 34 WA 38
MN 75 WI 55
MO 35 WV 16
MS 28 WY 15
MT 45

*Median values calculated ONLY for states with post-conversion Medicare Cost Repddrdatbeast 2
critical access hospitals in 2010



; ah ; Total |Cash Flow|Return on|Operatin
Profitability Indicators State | Margin | Margin | Equity I\F/)Iarging
T % % % %

Pr_ofléablllty is the r:jet result 01_‘ all Iarlge_ number of 5 104 17 267 075
reimbursement and managerial policies “AK EEl 811 8.40 e
and decisions and it reflects the combined effectsjef, - 209 231 105 750
liquidity, asset management, and debt on operating yg 072 173 554 058
results. Profltablll_ty |nd_|cators measure the ability > 138 508 782 154
to generate the fmanmal_ return' required to replace—c, 576 51 10.14 0.90
assets, meet_lncreases in service demands, an_d co 501 593 8.00 2059
compensate investors (in the case of a for-profit g 242 701 1013 537
organization). GA | 054 119 1.57 -3.54
HI 4.45 -12.44 5.41 -17.41

Total Margin measures the control of expenses A 378 308 521 207
relative to revenues. D 3.22 6.34 6.35 112

IL 2.99 8.63 5.74 3.29

Total margin formula: _Net income IN 2.20 8.27 5.46 3.97
Total revenue | ks -1.40 -4.20 -3.04 -8.40

KY 1.60 8.11 7.72 2.23

Cash Flow Margin measures the ability to generate LA 5.09 7.80 6.52 2.94
cash flow from providing patient care services. MA -0.25 6.11 13.40 -1.14
ME 1.36 6.43 1.98 0.58

Cash flow margin formula: MI 1.66 4.36 4.72 0.68

MN 2.84 9.07 5.39 2.42

Net income — (Contributions, investments, and| MO 2.04 7.81 3.34 1.66
appropriations + MS -0.54 2.92 -3.15 -3.55

Depreciation expense + Interest expense) MT 1.39 2.68 3.56 -0.47

Net patient revenue + Other income — NC -1.66 4.92 -0.41 -1.97
Contributions, investments, and appropriations| ND 0.15 5.71 1.00 -0.93
NE 4.45 9.53 5.88 2.33

Return on Equity measures the net income NH 2.35 6.43 3.88 2.34
generated by equity ingement (net assets). NM | 14.27 17.78 21.27 21.32
NV 2.32 4.37 8.75 -0.47

Return on equity formula: __Net income NY | 172 7.44 1.40 0.55

Net assets OH 2.15 5.14 7.09 2.15

OK -4.98 0.52 -6.45 -7.86

Operating margin measures the control of OR | 257 0.55 >.38 2.50
operating expenses relatit@operating revenues. | PA | 2.63 7.37 13.74 206
scC -5.53 -5.26 -22.25|  -11.02

SD 1.80 7.91 4.97 2.88

Operating margin formula: __Net operating income™ 178 3.60 18.90 -1.90
Operating revenue X 2.63 5.04 4.99 -0.48

uT 1.59 5.30 3.35 1.59

VA -3.17 3.44 -1.54 -4.75

VT 1.91 5.81 5.97 1.52

WA 1.22 3.11 2.44 -1.46

Wi 4.47 9.16 6.81 4.18

WV 0.60 4.89 2.55 0.06

WY 8.55 6.00 9.65 -0.64




Liquidity Indicators

A liquid asset is one that trades in an active mark

and hence can be quickly converted to cash at th

going market price. An analysis of liquidity asks

the question “will the organization be able to pay

off its debts as they come due over the next year

s0?” Liquidity indicators measure the ability to

meet cash obligations in a timely manner.

Current Ratio measures the number of times sho

term obligations can be paid using short-term

assets.

Current ratio formula: Current assets

Current liabilities

Days Cash on Hand measures the number of days

an organization could operate if no cash was

collected or received.

Days cash on hand formula:

Cash + Marketable securities + Unrestricted

investments

(Total expenses — Depretian) / Days in period

Days Revenuein Accounts Receivable measures
the number of days thattiakes an organization to

collect its receivables.

Days revenue in accounts receivable formula:

Net patient accounts receivable

(Net patient service remee) / Days in period

Days
Days Revenuein
ot Curr_ent Cashon Accqunts
State Ratio Hand Receivable
Times Days Days
us 2.33 68.43 52.24
AK 3.49 98.21 57.90
“AL 1.74 16.78 67.28
AR 2.03 10.24 50.40
AZ 2.55 59.75 54.78
CA 2.34 58.44 50.88
co 3.29 79.63 53.06
FL 1.51 12.80 49.66
GA 1.77 16.87 46.72
HI 2.15 21.71 69.60
IA 2.20 124.14 50.81
ID 2.38 72.86 62.98
IL 2.37 118.54 49.79
5 IN 2.39 93.83 43.72
KS 2.16 51.30 53.90
KY 2.79 32.84 48.74
LA 2.44 63.19 53.61
MA 1.24 56.64 38.10
ME 1.25 72.90 36.40
MI 1.83 75.86 49.41
MN 2.81 98.10 53.38
MO 2.74 80.85 52.24
MS 1.40 26.58 52.56
MT 3.22 99.08 56.92
NC 1.49 43.85 56.86
ND 2.09 37.25 49.59
NE 3.02 121.68 53.71
NH 1.78 144.46 43.81
NM 3.58 44.90 36.54
NV 1.74 70.16 67.72
NY 1.40 60.26 46.39
OH 2.18 49.28 48.85
OK 1.45 26.74 55.81
OR 2.88 67.73 60.71
PA 1.44 60.35 4421
SC 1.24 14.03 70.53
SD 2.09 32.75 55.85
TN 0.68 33.30 47.99
X 2.55 77.97 58.19
uT 6.24 32.97 50.52
VA 1.02 75.23 55.20
VT 1.85 79.11 45.37
WA 2.35 62.91 54.94
WI 2.68 120.41 51.79
WV 0.95 17.10 50.80
WY 5.61 66.47 55.96




Capital StructurelIndicators

The extent to which an organization uses debt
financing, or financial leverage, has three
important implications. [st, debt allows not-
for-profit organizations t@rovide more services
than it could if it were financed only by
contributed capitalrad retained earnings.

Second, creditors look to the equity to provide &

margin of safety, so the higher the proportion of

total capital provided bthe owners, the less the
risk faced by creditors. Third, if the organizatio
earns more on investments financed with
borrowed funds than it pays interest the return
on owner’s capital is magdined, or leveraged up.

Capital structure indicators measure the extent of o

debt and equity financing.

Equity Financing measures the percentage of
total assets financed by equity.

Equity financing formula: _Net assets
Total assets

Debt Service Coverage measures the ability to
pay obligations related to long-term debt,
principal payments and interest expense.

Debt service coverage formula:

Net income + Depreciation exp. + Interest exp-

Current portion of long-term debt *
(Days in period / 365) +
Interest expense

Long-Term Debt to Capitalization measures
the percentage of total capital that is debt.

Long-term debt to capitalization formula:

Long-term debt
Long-term debt + Net assets

Debt Long-term
Equity Service Debt to
State Financing | Coverage | Capitalization
% Times %
us 60.25 2.58 26.37
AK 77.11 6.04 1.79
AL 77.34 -0.44 13.53
AR 57.33 3.93 29.13
L AZ 61.83 3.08 17.44
CA 47.53 2.50 33.10
coO 58.57 3.03 29.80
'FL 42.83 3.09 41.37
GA 57.71 1.71 28.97
HI 86.38 2.36 4.96
A 66.58 3.19 23.83
63.40 1.68 17.10
IL 53.49 3.08 35.99
IN 58.76 2.16 31.00
KS 63.34 1.27 17.96
KY 45.37 1.85 41.92
LA 60.32 5.95 15.34
MA 47.03 2.24 27.12
ME 53.95 1.60 36.50
Ml 59.91 1.13 29.09
MN 60.08 2.64 31.44
MO 58.82 2.11 35.60
MS 51.86 0.05 14.14
MT 62.65 2.87 21.32
NC 58.49 2.43 30.21
ND 58.43 2.82 30.98
NE 71.07 4.09 20.26
NH 47.39 4.08 43.34
NM 87.10 1.03 0.00
NV 84.47 0.94 6.79
NY 46.39 2.53 47.35
OH 69.73 2.03 20.73
OK 47.00 0.75 25.65
OR 50.60 4.01 38.14
PA 44.34 1.97 43.17
SC 51.36 -0.17 32.89
SD 61.06 4.35 13.39
TN 36.89 0.15 8.98
X 76.04 1.11 7.34
uT 93.73 478 0.00
VA 60.45 2.09 42.28
VT 52.37 4.21 40.85
WA 56.52 2.36 35.14
Wi 56.42 2.88 34.94
WV 18.92 2.07 54.21
wY 83.53 6.33 7.35




Revenue Indicators

Most organizations receive revenues frormynaources and relative profitability often
varies among sources. A stdo#tial proportion of revenueom commercial and private
payers reduces reliance on the fixedrgins of Medicarand Medicaid.Revenue
indicators measure the amount and mixdifferent sources of revenue.

Outpatient Revenuesto Total Revenues measures the percentage of total revenues that
are for outpatient revenues (including, foaewple, Rural Health Clinics, free-standing
clinics, and home health clinics).

Outpatient revenues to total revesdermula: Total outpatient revenue
Total patient revenue

Patient Deductions measures the allowances and digsas per dollar of total patient
revenues.

Patient deductions formula: Coattual allowances and discounts
Gross total patient revenue

Medicare Inpatient Payer Mix measures the percentage datanpatient dgs that are
provided to Medicare patients.

Medicare inpatient payer mix formula:

Medicare inpatient days
Total inpatient days — Nursery bed days — NF Swing bed days

Medicar e Outpatient Payer Mix measures the percentage of total outpatient charges
that are for Medicare patients.

Medicare outpatient payer mix fotda: OutpatienMedicarecharges
Total outpatient charges

M edicare Outpatient Cost to Char ge measures outpatient Medieacosts per dollar of
outpatient Medicare charges.

Medicare outpatient cost to charfgemula: Outpatient Medicare costs
Outpatient Medicare charges

Medicare Revenue per Day measures the amount of Medicare revenue earned per
Medicare day.

Medicare revenue per day formul Medicare revenue
Medicare days — SNF Swing bed days




Outpatient Medicare | Medicare| Medicare
Revenuesto Patient | Inpatient |Outpatient| Outpatient Medicare
State | Total Revenues |DeductiongPayer Mix|Payer Mix|Cost to Charge| Revenue per Day
% % % % % $
us 71.74 36.78 72.59 36.25 0.48 1897
AK 57.75 10.79 65.62 24.94 0.78 3066
AL 60.93 37.20 85.54 37.96 0.40 1246
AR 67.23 43.85 73.85 41.58 0.48 1354
AZ 81.13 51.07 49.66 21.61 0.32 1969
CA 61.15 48.60 62.14 39.10 0.35 2570
CcO 69.85 32.03 72.70 36.71 0.59 2255
FL 73.52 65.31 72.79 28.82 0.27 1421
GA 65.50 46.70 68.65 31.46 0.39 1361
HI 34.25 32.78 57.10 15.34 0.68 2810
A 77.58 30.53 78.20 42.15 0.52 1878
ID 69.40 31.08 64.64 30.90 0.54 2186
IL 77.85 47.58 79.56 39.49 0.37 1790
IN 77.38 52.99 64.58 31.63 0.34 1934
KS 66.44 26.58 85.99 47.30 0.57 1582
KY 74.09 51.84 68.65 30.13 0.33 1372
LA 68.74 46.48 69.28 34.78 0.45 1606
MA 76.09 41.44 63.49 27.76 0.31 2622
ME 75.14 36.23 75.38 38.12 0.49 1985
M 81.64 38.55 67.45 35.15 0.43 2221
MN 70.91 29.84 61.06 34.25 0.50 2380
MO 77.02 41.69 77.45 38.76 0.41 1741
MS 59.20 40.68 83.99 43.52 0.43 1177
MT 62.16 17.13 72.86 35.50 0.64 1945
NC 69.66 53.62 72.08 38.50 0.39 1678
ND 64.76 21.52 86.61 45.16 0.55 1392
NE 71.52 21.51 78.47 46.58 0.58 2098
NH 76.64 38.22 66.54 35.22 0.43 2784
NM 82.75 41.20 54.21 28.17 0.39 2192
NV 71.87 41.75 53.42 32.86 0.36 2631
NY 69.91 43.70 80.82 27.60 0.43 1639
OH 76.71 48.64 61.35 27.78 0.38 2004
OK 66.98 46.14 78.96 35.84 0.51 1651
OR 72.18 35.49 53.25 33.19 0.54 2814
PA 69.20 53.19 68.80 29.74 0.33 1413
SC 73.86 41.48 62.08 28.87 0.43 1601
SD 68.02 27.13 86.34 43.22 0.52 1600
TN 73.75 56.43 71.44 28.22 0.37 1357
TX 73.27 44.46 76.79 34.98 0.47 1760
uT 73.06 24 .57 54.26 22.17 0.52 2002
VA 72.72 57.44 78.09 35.83 0.29 1908
VT 74.14 42.12 64.60 31.69 0.44 2343
WA 70.56 36.06 68.84 33.32 0.49 2833
WI 75.26 38.80 57.28 27.55 0.45 2260
WV 76.11 40.29 69.83 30.90 0.47 1373
WY 63.04 25.44 69.74 34.91 0.58 2278
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Cost Indicators

Most organizations incur labor, supply, an
capital costs. Cost management reduces t

likelihood of financial problems due to low
productivity, poor inventory management,
and excessive asset acquisition co§isst
indicators measure the amount and mix of
different types of costs.

Salariesto Net Patient Revenue measures
the percentage of patient revenue that are
labor costs.

Salaries to patient revenue formula:

SalaryExpense
Net Patient Revenue

Average Age of Plant measures the averag
age in years of the fixed assets of an
organization.

Average age of plant formula:
Accumulated depreciation

Depreciation expense *
(Days in period / 365)

FTEsper Adjusted Occupied Bed

measures the number of full-time employe
per each occupied bed.

FTEs per adjusted occupied bed
formula:

Numberof FTES
Adjusted occupied beds

! (Inpatient days — NF Swing days —
Nursery days) * (Total patient revenue /
(Total inpatient revieue — Inpatient NF
revenue — Other LTC Revenue)) / Days in
period

Salariesto

g Net Average FTES per
Patient Age of Adjusted

hesiate | Revenue Plant Occupied Bed
% Years FTEs
us 44,78 9.87 5.78
AK 45.34 16.38 14.64
AL 45.86 10.70 9.65
AR 41.69 7.69 4.25
AZ 50.02 8.61 5.09
CA 43.07 10.44 9.99
CcO 47.11 8.37 7.03
FL 52.51 10.65 4.61
GA 42.53 13.55 5.06
HI 61.97 15.81 8.45
1A 42.55 9.24 5.25
ID 45.55 10.50 8.16
IL 40.89 9.80 5.02
IN 39.85 7.70 5.13
~nKS 53.31 12.89 5.87
KY 38.60 9.44 4.04
LA 45.28 7.98 5.13
MA 41.67 9.24 4.90
ME 46.98 11.52 591
MI 44.35 12.72 6.76
MN 42.55 9.58 7.69
MO 41.21 7.94 4.69
MS 41.03 10.99 4.15
MT 51.35 11.60 9.36
NC 44,18 8.34 5.78
ND 50.05 13.73 6.23
ERIE 45.73 9.14 6.28
NH 42.26 8.97 6.27
NM 40.94 11.62 5.36
NV 38.59 7.75 9.02
NY 54.04 11.22 4.57
OH 36.45 10.99 4.82
OK 51.51 6.09 451
OR 46.43 8.22 7.20
PA 38.15 19.22 5.54
SC 39.88 15.85 5.01
SD 46.82 9.99 6.15
TN 39.26 7.71 3.24
X 53.84 9.37 5.01
uT 40.39 13.28 5.99
VA 41.14 6.00 4.08
VT 46.80 9.36 6.83
WA 51.99 10.99 7.96
WI 42.27 8.99 6.64
WV 46.07 9.03 5.33
wY 46.32 9.41 12.30




Utilization Indicators

Overhead costs are incurred on all assets, whether us

not. More patient activity geerates higher revenues and

reduces unit costs by spréagl fixed costs over more
patients. Utilization indicators measure the extent to
which fixed assets (beds) are fully occupied.

Average Daily Census Swing-SNF Beds measures the
average number of swing-SNF beds occupied per day

Average daily census swing-SNF beds formula:

Inpatient swing bed SNF days
Days in period

Average Daily Census Acute Beds measures the averag
number of acute care @& occupied per day.

Average daily census acute beds formula:

Inpatient acute care bed days
Days in period

10

Swing-SNF Acute

State Beds Beds
\ Days Days
Ao 1.63 3.90
AK 1.29 1.86
AL 4.37 2.82
AR 1.45 6.76
AZ 1.00 4.15
CA 0.60 3.96
CO 1.42 2.53
FL 1.86 4.20
GA 1.69 3.83
HI 1.08 0.09
1A 2.02 3.71
ID 1.11 3.29
IL 1.76 5.98
IN 1.68 8.06
IeKS 2.22 2.27
KY 1.80 7.35
LA 1.37 4.66
MA 3.05 7.50
ME 3.32 7.77
Ml 0.33 4.54
MN 1.36 3.54
MO 2.33 5.45
MS 4.40 4.84
MT 1.27 1.37
NC 1.47 7.06
ND 2.11 1.64
NE 1.53 2.50
NH 1.91 8.94
NM 0.64 4.37
NV 0.56 5.25
NY 2.56 291
OH 1.73 7.20
OK 1.74 2.87
OR 0.86 6.48
PA 1.98 7.98
SC 2.99 5.15
SD 1.65 1.78
TN 2.47 3.36
TX 1.20 2.75
uT 1.72 2.50
VA 2.08 5.42
VT 1.11 11.61
WA 1.37 4.08
Wi 1.10 6.27
wv 2.10 3.99
wY 1.57 3.92




Calendar Year of Data: 2010 Data Excerpt: State and National Medians

2010 Median Indicator Values for Indiana and the United States
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Indicator IN uUsS

Total Margin 220 194
Cash Flow Margin 827  6.17
Return on Equity 546  4.67
Operating Margin 397 0.75

Current Ratio 2.39 2.33
Days Cash on Hand 93.83 6843
Net Days Revenue in Accounts Receivable 43.72 52.24
Equity Financing 58.76  60.25
Debt Service Coverage 2.16 258
Long-Term Debt to Capitalization 31.00 26.37
Outpatient Revenues to Total Revenues 7738 71.74
Patient Deductions 52.99 36.78
Medicare Inpatient Payer Mix 64.58 72.59
Medicare Outpatient Payer Mix 31.63 36.25
Medicare Outpatient Cost to Charge 034 048
Medicare Revenue per Day 1934 1897
Salaries to Net Patient Revenue 39.85 44.78
Average Age of Plant 7.0  9.87
FTEs per Adjusted Occupied Bed 5.13 5.78
Average Daily Census Swing-SNF Beds 1.68 1.63
Average Daily Census Acute Beds 8.06  3.90
Number of Included CAHs 32 1277

Number of Included CAHs is the Number of CAHs with a Medicare Cost Report for at least 360 days (used in analysis).
N/A denotes medians that could not be calculated since there were no valid values for this indicator for 2010. See complete report for
discussion.
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