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Financial Viability
Is Closer Than
You May Think
by Jim Burnette, President/CEO, HospitalMD

I

n the last issue I stated that the pace and pressure of market forces are
pushing small community hospitals (SCHs) to respond quickly to declines
in reimbursement rates and increases in operating costs. Your choices
typically include conventional outside financing, trying to grow current
services, adding new services, recruiting new physicians, or combinations
of all the above. A choice of last resort is finding a neighboring urban
hospital to rescue you.
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Good news! Your revenue potential
is significantly more than you can imagine.

Reducing marginal expenses may
also be an option and may be
seen as the quickest and easiest
thing to do, and may be perceived
as the only thing to do. Many SCHs
pursue this option to the exclusion
of others; and continued cuts can
result in reduced revenue.

OUTSIDE FINANCING
Conventional outside financing
is difficult when you are already
financially weak. It buys time but
doesn’t resolve viability, and may
simply prolong the inevitable.
Increasing current services, adding new services, and recruiting
new physicians generally require
surplus cash and time. The traditional approach to these options
employs traditional models and
can take 18 to 24 months before
you know if you were successful.
Even if you make the choice of last
resort, you are probably too financially weak to have any real negotiating leverage.
Your ability to play offense rather
than defense may depend on how
much time and cash you have.
Regardless of where you are with
these difficult decisions, the good
news is that the revenue potential
is significantly more than you can
imagine, is available within three
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to six months, and there are ways
to get it with little, if any, additional
net cost.

BASIS OF ADDITIONAL
REVENUE
The amount and types of all medical services are determined by
patient care utilization rates, population, and demographics. Utilization rates have been collected
by the Centers for Disease Control
(CDC) for over 25 years and are
very reliable. I will illustrate the basics in order of the easiest revenue
to achieve and most quickly.

INPATIENT SERVICES
REVENUE
Inpatient medical services usually
have the greatest revenue potential, have the highest profit margin of all hospital services, and
are most readily available. Much
of this potential is already going
through your Emergency Department (ED) every day.
CDC benchmarks indicate that total inpatient acute admissions per
year are approximately 13% of a
service area population. A population of 25,000 will yield approximately 3,250 inpatient admissions going to some destination
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hospital. About 70% of the total
inpatient potential is made up
of people 60 years and older,
which probably fits well within
your demographics and scope of
services. These 3,250 admissions,
compared to your actual acute admissions, represents your growth
potential. Most SCHs should expect to be able to serve 50% to
70% of this total potential.
Most acute inpatients are admitted through the ED. Adjusting for
scope of services, Many SCHs
admit acute patients at rates between 2% and 5%. SCHs should
expect an acute admission rate
through the ED of about 8%. This
is a reasonable goal. If your ED patient visits per year are 8,000, you
should expect to admit about 640
acute inpatients. If your actual rate
is 5%, your improvement potential
is 240 additional admissions. A
typical average collection rate per
acute admission of $5,000 would
result in an additional $1,200,000
in net revenue.

EMERGENCY SERVICE
REVENUE
The next best source of additional
revenue is ED patient volume. A
service area population of 25,000
should yield about 10,000 patient
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Acute admission are typically 13% of the population = 3,250
About 70% of inpatient potential are patients 60 year and older.
Most acute inpatients are admitted through the ED.
Most SCHs should expect admit rates through the ED of 8%; many admit rates
are at 2% to 5%.
Your potential admission growth per year at a 5% admission rate = 240
ED patient visits are typically 40% of population = 10,000
In a population of 25,000, 8,000 ED patient visits, 5% admission rate, and
$5,000 in revenue per admission, your potential additional net revenue is $2.5
million to $2.7 million.
8,000 x (8% - 5%) – 240 x $5,000 		
= $1,200,000
10,000 – 8,000 = 2,000 x ($250 to $350 per visit) = $500,000 - $700,000
2,000 x 8% = 160 x $5,000 			
= $800,000			
							 = $2,500,000 - 2,700,000		
			

visits. In our example in which
your patient visits are 8,000, this
suggests an additional 2,000 ED
patient visits. Net collections for a
SCH can vary widely depending
on your payer contracting effectiveness, quality of patient registration, and the effectiveness of
your patient accounts staff. One
should expect a reasonable net
collection of $250 to $350 per
ED patient visit for an additional $500,000 to $700,000. These
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2,000 ED patient visits should
also result in an additional acute
inpatient revenue of $800,000
(2,000 x 8% = 160 admissions x
$5,000 each).

OVERALL REVENUE
POTENTIAL
The total revenue potential in
this example is $2,500,000 to
$2,700,000. This may seem far
out of reach. But it represents
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performance in your service area
with population you already have.
You can apply these benchmarks
to your service area to forecast
your specific revenue improvement potential. I welcome your
comments and questions.
Expect quantum results, not incremental change!
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WE ARE YOUR DEDICATED PARTNER
ON THE ROAD TO SUCCESS.
• Improved partnerships aligning physicians and hospital staff
• Proven Results: maximized revenue and market share
• Higher patient satisfaction with an integrated team approach
• Leading edge physician training through HealthStream® and UpToDate®
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