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Some organizations report their investment income “above the operating margin line”.  This is viewed as controversial in some organizations because increases or decreases to investment income are not considered appropriate changes
Some expense changes involve reducing the following:

· Additional fringe benefit increases by HR administrator

· Bad debt expenses through better collection efforts

· Patient care supply expenses

· Consulting fees

There is a considerable amount of work that typically flows back and forth between the finance department and the department managers.

Computers can streamline this budget process.  Some of the functions available through a LAN are:

· An internal electronic mail system

· An external e-mail with firewall

· A common calendar program

· Financial and clinical decision support and data warehouse for all management staff

· Networked capital budgeting system

Cash budget – At the conclusion of the capital and operating budget phases the finance department staff prepares a cash budget.  This is necessary to determine how to optimize the value of the cash being generated by its operations. 
“Patient cash” receipts are the most difficult budget line to forecast because of the industry’s third party payers and the lack of a standard timeline for payment.

A problem of budgeting of cash receipts is that a change in accounts receivable could wreak havoc on the forecast.

Because cash budgets can have negative impacts if they fail (not being able to make payroll, etc) it is important to update them on a weekly basis.

Organizations need to look at the lowest weekly cash balances when forecasting checking account balances if they don’t want to overdraft

Most clinical hospital expenses are originated by physician orders.

Methods Used to Optimize Financial Condition of Physician Office Practice:

· Revenue Enhancement

· Improve documentation in order to bill for and support higher reimbursement procedures

· Improve patient throughput

· Retain ancillary revenues in the office setting

· Expense reduction

· Trim the payroll through the use of benchmarks and levels of support staff

· Cut office space costs – consider timesharing

· Reduce malpractice premiums

· Hold down supply costs through reduced usage and less costly items

Medical practice issues that physicians have to deal with in the current era:

1. Fraud and abuse, related to Medicare and Stark II laws

2. Cash flow, because of insurance claims

3. The need for capital to acquire information technology

4. Consumers demanding new tests, drugs, etc. due to media

5. In small practices, the need for capital to compete with managed care contracts against larger groups

In response to these difficulties, physician practice management companies (PPMCs) came in to try and bring financial focus to smaller practices.  They claimed to have the ability to optimize revenue enhancement and reduce costs.  PPMCs performed particularly well on Wall Street.  In 1997, the PPMC industry was booming, partly because of the promise of increased company wealth through increasing stock prices.  All of the PPMC action worried hospitals that they might lose their doctors.  In 1997, after increasing pressure on their members to improve throughput, physicians began to turn against PPMCs and stopped joining them.  This resulted in a downward spiral for the stock prices of PPMCs.  
The hospital in the book, RHMS, did the following to create a strong connection with its primary care and other physicians on its staff:

· Encouraged affiliated physicians to form an independent practice association (IPA).  This allows them to negotiate as a single unit with managed care companies.

· Developed a 50/50 owned physician hospital organization (PHO), allowing unified physician organization and the hospital to negotiate deals with health plans.

Also, RHMC set up a Management Services Organization (MSO) to help provide back office services to independent physicians and provide management services.  

Main rules that need to be followed for billing and collection (All can be made easier with information systems):

· Determination of patient third party status

· Amount of copay needed

· Second opinion

· Referrals

· Preauthorization of services

· Coordination of benefits

· Fraud and abuse regulation

Patient Throughput – It is important to figure out the following when investigating throughput:

· What work does the doctor need to perform?

· Did the patient feel that the doctor spent enough time with them?

Hospital owned PPMCs have struggled for the following reasons:

· Reduced physician productivity

· Decreased collection rates

· Expansion problems

· Managed care contract negotiation issues

· Level of physician compensation

Terms & Definitions

Preliminary budgeted statement of operations – statement showing actual, budgeted, and projected revenues and expenses and various targeted operating margins
Physician Practice Management Company (PPMC) – Companies established to operate the physician office practice in a more professional business-like manner.

Independent Practice Association (IPA) – A legal base from which physicians can negotiate as a single unit with managed care companies. 
MSO (Management Services Organizations) – provide back-office services for physicians so they can spend more time on patient care[image: image4.png]
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