N287E Advanced Financial Management

Spring 2006

Problem Set 2

Due Wednesday, 5/31/2006

Answer each of the following questions.  Conciseness is a virtue!

INSURANCE

1. Define the following concepts and explain why insurance companies use them in their health plans.

a. Copayment

b. Pre-existing condition exclusion

c. Group insurance

d. Preferred provider organization

2. How do risk aversion and moral hazard combine to create a fundamental problem for health care policy?

3. If a not-for-profit has positive net revenue last year, what happens to this “profit”?

4. What are some advantages of multi-hospital systems?  What are some disadvantages?  You should answer this question both from the perspective of the hospital and from the public perspective.

5. What is “pay or play”?  What other methods of providing universal health insurance exist?  Do you prefer one?

6.  You are the manager of a 20 bed pediatric unit and need to create a budget for the next year.  You expect a 75% occupancy level.  The data your hospital’s decision support department gives you are:

· The required staffing level is 1 licensed nurse for every 3 patients.  You have been directed to staff no more than this minimum level.

· You have two 12-hour shifts daily.  

· A nurse is considered full-time if s/he works three 12-hour shifts a week.

· 70% of your licensed nurses work full time.  The part-time nurses work 24 hours per week.  

· All nurses receive a 5% pay raise 6 months into the year.

· Your licensed nurse mix is 1/3 LVNs and 2/3 RNs.

· 10% of your RN shifts are covered by agency nurses.  All agency nurses work full-time.

· 10% of all non-agency licensed nurse time is overtime (both LPNs and RNs).

· Each shift has 2 patient care assistants, and one charge nurse.  The charge nurse is not assigned a regular patient load.

· On weekday daytime shifts you have a salaried nurse manager, a clinical nurse specialist, and a unit clerk.

· Current average pay rates are:

· Nurse manager - $60/hour

· Clinical nurse specialist - $60/hour

· RN - $40/hour 

· LPN - $28/hour

· Unit clerk - $20/hour

· Patient care assistants – $20/hour

· Charge nurse - $50/hour

· RNs from agency - $60/hour

· The hospital provides 100 hours per year of CEUs to all nurses, including part-time nurses (but not agency nurses).

· In addition to education time, there is a 20% historical vacation, sick, and holiday rate on the unit.

· Benefits for the staff cost 25% of earnings.

· Medical supplies average $500 per patient and inflation is 5% per year.

· Non-medical supplies are $200 per employee.

· Dietary charges are $50 per patient day.

· Telephone charges are $20 per phone line per month, plus tolls.  The average cost per line is $50 per month and there are 4 lines on the unit.

Given the above information, answer these questions.  The information provided by your decision support office may not be complete.  If you need to make assumptions to answer questions, be explicit about your assumptions. 

a. How many hours of time will be required for each type of personnel working on your unit?

b. How many FTEs are required (one FTE=2080 paid hours)?

c. How much money will these personnel cost?

d. What will be the total cost of the unit next fiscal year?

e. If occupancy rose to 80% during some months of the next year, what would be a reasonable FTE target?

f. What budget should be requested for the next year?

g. What is the incremental cost for caring for one more patient?

h. You reach a new agreement with the union that represents your RNs, and your staffing will change to all RNs.  How does this affect your budget?

7.  Managed Care Community Hospital (MCCH) is negotiating contracts with HMOs.  The hospital expects to treat 400 Medicare patients, 150 fee-for-service patients, and 25 charity patients this year.  The DRG payment rate for Medicare patients is $2500 per patient.  Fee-for-service patients are charged $4500 per patient.  Charity patients pay nothing.

a. What would the hospital’s annual revenue be for the group of patients described above?

b. The hospital has expenses every year.  The hospital’s fixed expenses are $1,000,000 per year to pay for buildings, land, core staff, etc.  The hospital’s marginal expenses are $1200 per patient.  For the group of patients described above, what is the hospital’s annual profit or loss?

c. The hospital is considering contracting with a HMO.  There are two HMOs they are considering.  HMO plan A wants to pay the hospital $2500 for each of the 200 patients the hospital would treat each year.  What would the hospital’s annual revenue be if they contract with HMO plan A?

d. What would the hospital’s annual profit or loss be if they contract with HMO plan A?

e. HMO plan B wants to pay $2000 for each of the 350 patients the hospital would treat each year.  What would the hospital’s annual revenue be if they contract with HMO plan B?

f. What would the hospital’s annual profit or loss be if they contract with HMO plan B?

g. What do you recommend the hospital do?  Contract with HMO plan A, with HMO plan B, or neither?

