BRIEF CONTENTS

PrETACE ... ettt ettt ettt ettt e aaan XV

Purpose of the BoOK...............ccoooiiiiiiiiie e xxi

Part I: Foundation Concepts

Chapter 1 Introduction to Healthcare Finance.......c..cccovveeincoincciniciniciniccnnne. 3
Chapter 2 Healthcare Business Basics........coceevivuerinciniciinccnicncicccceee 25
Chapter 3 Paying for Health Services .......cccoeevivininiiiniiniiniccccee, 49

Part Il: Planning, Managing, and Control

Chapter 4 Estimating Costs .........ccoivuiuiriiiiiiiiiiiiiciceeeeeeee s 85
Chapter 5 Pricing Decisions and Profit Analysis..........cccoooueiniiiiiiciincincnns 118
Chapter 6 Planning and Budgeting...........ccccovuiiiiiniiiiiiiiie, 153
Chapter 7 Managing Financial Operations............ccccocociiiiiiiiiniiiiinn, 184



viii Brief Contents

Part lll: Financing and Capital Investment Decisions

Chapter 8 Business Financing and the Cost of Capital ..........ccooeeviiinincnncnns 215
Chapter 9 Capital Investment Decision Basics ..........ccoovviiiiiiiiiiiiniiiinins 246
Chapter 10 Project Cash Flow Estimation and Risk Analysis.............cccceeennine 281

Part IV: Reporting Results

Chapter 11 Reporting Profits .......cccoeveueiiiiniiiiineccineecreececeeeenes 315
Chapter 12 Reporting Assets, Financing, and Cash Flows ........cccccoccoevinnnnnne. 350
Chapter 13 Assessing Financial Condition ..........cccoeiiiiiininiiiiniiine, 382
GUOSSANY ...ttt 417
INA@X ..o 433



DETAILED CONTENTS

PrETACE ... ettt ettt ettt ettt e aaan XV

Purpose of the BoOK...............ccoooiiiiiiiiie e xxi

Part I: Foundation Concepts

Chapter 1 Introduction to Healthcare Finance..........ccccccooviiiiiiiiiiniine. 3
Theme Set-Up: Careers in Healthcare Management..........ccccoeeuiiiniiiiiiiinnes 3
Learning ODBJECtiVES .....coveuirieuirieuinieiiinieietetrtee ettt 4
1.1 INtroduction ..ot 5
1.2 Defining Healthcare Finance .........ccccooeiviiiiiiiniiniiicicccces 5
1.3 The Role of Finance in Health Services Organizations ..........cceccevvvevrueuenee 6
1.4 The Structure of the Finance Department.........cccccvecevenencnieienencnicnneennne. 10
1.5 Healthcare Settings .......ccoevevieuirieiiinieiniiiicinicciceee e 10
1.6 Regulatory and Legal ISSUes ......ccceeourueinieiniciiniiniiiecicececneeee 18
1.7 Current Challenges..........ccccoviiiiiiiiiiiicce, 21
Theme Wrap-Up: Careers in Healthcare Management............ccccccccviiiiiins 21
Ky CONCEPLS .ovviniiiieiiiiiiiieeene et 22
End-of-Chapter QUESHIONS.........ccccuiiriiiniiiiiiiiciccece e 24

Chapter 2 Healthcare Business Basics........covueirieinieinieniinincincincencce 25
Theme Set-Up: Business Goals........cc.ceviruivinieiniiniiinieiniciccieecseeee 25



Detailed Contents

Learning ODBJectives .......cueviuiiiieiniiirieinieiiieeieeetee et 26
2.1 INroduction .......cccoveucuiiiiiiiciiiiieccee e 27
2.2 Concept 0f @ BUSINESS ....ceueeuiriiriiieieinieniccecteesceeee e 27
2.3 Legal Forms of Businesses.........cccoueuevieuiniiieinieinieiniciieiieesieeeeeveene 29
2.4 Alternative Forms of Ownership ......c..cccovveiiiiinenniccineiniciececeene 33
2.5 Organizational Goals ...........cccceiiiiiiiiiiiiii 39
2.6 TaX LAWS oottt et 42
Theme Wrap-Up: Business Goals.......c.coeevirerinininieinciiniiinecccececne, 45
Ky COMCEPLS wvvvriieriieieieiteieetete ettt 46
End-of-Chapter QUESHIONS. .....c..cueriiueiiieiiieirieiieeieeece et 47
End-of-Chapter Problems..........cccouvuiiniiiniiiniiiiiiceccceeeeceeees 48
Chapter 3 Paying for Health Services .......ccoooveviiiiniiiniiniiiiiiccce, 49
Theme Set-Up: Big Sky’s Revenue Sources ..........ccoccovvueivicinciniicnnciienee. 49
Learning ODJECtiVES ....c.coveuirieuiieieiiieiiieteieerte ettt 50
3.1 INtroduction .......cccuiiiiiiiiiiiiiiiii s 51
3.2 Basic Insurance Concepts........covivuiviiiiiiiiiniiiiiiiiiiee s 51
3.3 Third-Party Payers .......ccceeeruerieiiinirieieieesieseeeee et 57
3.4 Managed Care Organizations............cccceviiuiiiiiiiniiniiniciccccecne 62
3.5 Alternative Reimbursement Methods...........ccooceuiiiniiniiiniiniiicee, 63
3.6 The Impact of Reimbursement on Financial Incentives and Risks.............. 70
3.7 Medical Coding: The Foundation of Fee-for-Service Reimbursement........ 74
3.8 Healthcare Reform..........ccccooiiiiiiiiiiiiiicccccceee 76
Theme Wrap-Up: Big Sky’s Revenue Sources ........cccveineinieiniicnincnnicnnee. 78
Ky CONECEPLS weenviririreiiriirieetete sttt sttt e 80
End-of-Chapter QUESHIONS. ........ccirieirieiiniiiiiiiiciceeeseeeee s 81

Part ll: Planning, Managing, and Control

Chapter 4 Estimating COStS ........ccueuiriruiririeiiiieinieiieeseeeieeeeeesee s 85
Theme Set-Up: CoSt SEIUCTULE .....cverveienieieiieienieieieit ettt 85
Learning ODBJECtiVES ......cueueiriiirieirieiirieiieicie ettt 86
4.1 INErOAUCHION .ttt ettt ee e e e e e ete e eteeeteeeaeeeaseeaeeeaeas 87
4.2 The Basics of Managerial Accounting............ccceeueueivinericicinineeeeninenene. 87
4.3 Cost Classification 1: Fixed Versus Variable Costs.....c...ccccveevveeeereeenreeennen. 89
4.4 Cost Classification 2: Direct Versus Indirect (Overhead) Costs.................. 96
4.5 CoSt AllOCATION .ttt 97
4.6 Service Line Costing .........cccccovviiiiiiiiiiiiiiiiiiccccceccs 103
Theme Wrap-Up: CoSt SErUCTULE ....c.veueveiiieiiieiiteiertetetetee ettt 111

Ky CONECEPLS weevvenriiieientirieetetese ettt sttt st 112



Detailed Contents

End-of-Chapter QUESHIONS. ........ccirieuiriiiiiiiiiiciicteieeeeeeeeeeeeee e 113
End-of-Chapter Problems.......c.cccouvieiniiiniiininiiinicicicceccecceeeee 114
Chapter 5 Pricing Decisions and Profit Analysis..........ccccceeveivneiincinicninennns 118
Theme Set-Up: Profit Analysis ........coevveirieirieinieiniiiiccincene e 118
Learning ODBjJectives ........cciiiiiiiiiiiiiiiiiiiiiiiiicccsc s 119
5.1 INErOdUCHION ..o 120
5.2 Healthcare Providers and the Power to Set Prices........ccoeeveeircnencniennnens 120
5.3 Price-Setting Strate@ies........oooviviiriiiiiiiiiiiiiiiiiiini e 121
5.4 Target COoStiNG......ccciviiiiiiiiiiiiiiiiiiee e 124
5.5 Profit ANalysis......coveueirieirieiieiieee e 125
5.6 Breakeven Analysis.........coveirieinieiniiiniciicieece e 131
5.7 Marginal Analysis ...........cocooeeiiiiiiiiiiiiiii 135
5.8 Profit Analysis in a Capitated Environment .........ccccccoveiviiniiniinncans 139
5.9 The Impact of Cost Structure on Financial Risk ......ccocccvveiniiniinnins 143
Theme Wrap-Up: Profit Analysis.......ccoeeveerieinieiineenieencincceeceeeeee 145
Ky COMCEPLS .ttt ettt ettt eren 147
End-of-Chapter QUESHONS. .....cc.ctvieuiriiiiiiiiinieiecinieeetteeevee e 148
End-of-Chapter Problems..........ccouiiriiiniiininiinicnceccecececeeveeeaes 149
Chapter 6 Planning and Budgeting .........c..cocevveviniiiniiinieiiniinicinececeens 153
Theme Set-Up: Actual Versus Expected Results.......cccccovveiiciniiiniinnnne. 153
Learning ODBJeCtiVes ......coveuirieirieuinieiinieieieicieietetet ettt 155
6.1 INtroduction .......c.ccuiiiiiiiiiiiiiiiic e 156
6.2 Strategic Planning.........cccooueiviiiiiiiiiniiiicc e 156
6.3 Operational Planning...........cccoeveviieriniiiniccinieinicncccceceecee 159
6.4 Introduction to Budgeting..........cccccecviiiiiiiniiiiiiiiiiccicce, 161
6.5 Budgeting Decisions .........ccceevieuiiiieiiniciniiiniciieesecieeeee e 162
6.6 BUAZEt TYPES...uiieiiiiiiiiiicicieictctrcte s 167
6.7 Variance Analysis.......coecveieirinieniiiiininiceteteescteeee e 172
Theme Wrap-Up: Actual Versus Expected Results........ccooveiviiniinninnnn 178
Ky COMECEPLS wevviiiiiiiiiiciicteitetetet et 179
End-of-Chapter QUESTIONS. ......ceerverieieiiriinienieieieiteestcteeee st 180
End-of-Chapter Problems..........ccccoeiiniiiniiiniiiiciicicceececeees 181
Chapter 7 Managing Financial Operations...........ccccocovviiiniiiiiniiciines 184
Theme Set-Up: Revenue Cycle Management........co.eevveeenvvcinieeniceneennenenn 184
Learning ODBJECtiVes .......ccciiiuiiiiiiiiiiiiiiecce e 185
7.1 INTOAUCTON .ottt 186
7.2 The Revenue Cycle and Receivables Management............cccccccvvvveucucnnnnne. 186

7.3 Cash Management..........ccevucuiiiiiniciiiinieiinciieeece e 195



Detailed Contents

7.4 Supply Chain Management ...........cccoccviviiiiniiiniiiiiiccccccces 197
7.5 Monitoring OpPerations..........cuecueririeienieniinieienineeeetesre e 201
Theme Wrap-Up: Revenue Cycle Management..........cceeevveruecineniniecnnnnns 206
Key Conceprs ....covviiiiiiiiiiiiiiiiiicici 207
End-of-Chapter QUESTONS. .....cc.eueriiuiriiieirieinieirretsieeneee et 209
End-of-Chapter Problems.........ccocveriiiiinininieiiincnceeeesceeeeee e 209

Part lll: Financing and Capital Investment Decisions

Chapter 8 Business Financing and the Cost of Capital ........ccceveveivinnccnnnnns 215
Theme Set-Up: Starting a New Medical Practice......coveevueineinccnincnncnnnn 215
Learning ODBJECtives .......c.ciiuiuiiiiiiiiiiiiiiiiiciiccc e 216
8.1 INTrOAUCHION w.viiiiieteietete ettt 217
8.2 Setting Interest Rates .........ccocviiiiiiiiiiiiiiiiic 217
8.3 Diebt Financing.........ccccoviiiiiiiiiiiniiiiiiiccccc 218
8.4 DeDt CONLIACTS ..vvuvrviteteieieiieie sttt ettt ettt 222
8.5 Debt Ratings.......ccovviiiiiiiiiiiiiiiiiiiiiici 223
8.6 Equity Financing .........ccccccooiiiiiiiiiiiiiiiiiiic, 225
8.7 The Choice Between Debt and Equity Financing..........cccocccvveincincnnes 228
8.8 The Choice Between Long-Term Debt and Short-Term Debrt................. 235
8.9 Cost of Capital ....ceeueriiriiieieiririccccec e 236
Theme Wrap-Up: Starting a New Medical Practice .......ccvevveinicinccnenene. 241
Ky COMCEPLS w.veviviiiieieiieiertestctet ettt 241
End-of-Chapter QUESHIONS. ........ccuruiuiriiiiiiiiiiiciiciieeeeec e 243
End-of-Chapter Problems..........ccociriiinieiniiiniiiicecincencceceeeeeenes 244

Chapter 9 Capital Investment Decision Basics .........ccccoeiviiiiniincciniciincenns 246
Theme Set-Up: Evaluating a Project’s Financial Merit........c.ccooeueieinnnnnee. 246
Learning ODBJECtiVES ......ccvuiuiriiuirieiiiiiiiieieieiceeee et 247
9.1 INroduction .......c.ociiiiiiiiiiiiciciiec s 248
9.2 Project Classifications ...........c.cueeeireeueueuininenieieerireeeeeseee s 248
9.3 The Role of Financial Analysis in Capital Investment Decisions............... 249
9.4 Overview of Capital Investment Financial Analysis.........cccccvcincineenns 250
9.5 Creating the Time Line ......ccccoooviiiviiiiiiiiiiicicccc 251
9.6 Breakeven Analysis.......c.ccoevieiririnienieiiiescee e 252
9.7 Discounted Cash Flow Analysis.........ccveirieinieiinieinincinicinieineceees 254
9.8 Return on Investment........ccccvviiiiiiiiiiiiiiiiii, 264
9.9 Project SCOMNEG ....ccovviiiiiiiiiiiiiiiicic s 272
9.10 The Postaudit......c.coveueueuiiiiiiieiiicccce s 274
Theme Wrap-Up: Evaluating a Project’s Financial Merit........ccccccooiiniinns 276

Key COoncepts ....covviiiiiiiiiiiicc 276



Detailed Contents xiii

End-of-Chapter QUESHIONS. ........ccirieuiriiiiiiiiiiciicteieeeeeeeeeeeeee e 277
End-of-Chapter Problems.......c.cccouvieiniiiniiininiiinicicicceccecceeeee 278
Chapter 10 Project Cash Flow Estimation and Risk Analysis.........ccccccccvueennee. 281
Theme Set-Up: Estimating a Project’s Cash Flows and Assessing Risk ........... 281
Learning ObjJectives .........cciiiiiiiiiiiiiiiiiiiiiisiccscec s 282
10.1 INEroduction ........c.cueuioiiieiiiiiiiiciiiceccceeeeee e 283
10.2 Cash Flow EStimation......c..cocceeirinerieinininiceiecncsiceceeeseeseeeeeeaeas 283
10.3 Estimating the Cash Flows for Bayside’s Open MRI Project.................. 288
10.4 Risk ANalySis....ccveovrieirieinieinieirieicteeieicteeee ettt 292
10.5 Incorporating Risk into the Decision Process..........cccoccevvueiniiiniiinnnnne. 302
10.6 An Overview of the Capital Investment Decision Process............c.c.o...... 304
10.7 Capital RaONING ....c.ccvvviviiiiiiiiiiiiiiciccceeceecceee e 305
Theme Wrap-Up: Estimating a Project’s Cash Flows and Assessing Risk ....... 306
Key Concepts ....coiviiiiiiiiiiiiicic 307
End-of-Chapter QUESHONS. ....c.coveutrieuirieiinieiiiircisicinietste et 308
End-of-Chapter Problems..........ccoccoiviiiiiiiiiiiiiiiiiiciceccce, 309

Part IV: Reporting Results

Chapter 11  Reporting Profits .......cccoouciviiiiiiiiiiiiiiiicicccccecee, 315
Theme Set-Up: Interpreting an Income Statement........c.cccoveeeueueirieierecennnnes 315
Learning ObJECtiVES ......c.cvueuiriiuiiiriiiiieiriei e 316
11,1 INErodUction ......uveiiiiiiiiiiiicccc e 317
11.2 Financial AcCOUNtINg.........ccoviiuiiiiiiiiiiiiiiiciicc e 317
11.3 Historical Foundation..........cccocoveiiiiiinininiiieincccccsccecee 318
11.4 Financial Statement Regulation and Standards .........cccccoveevincincnnene. 319
11.5 Reporting Methods.........c.ceoiviriiiiiiniiiiiciiineccereecceee e 321
11.6 Income Statement Basics ........ccccueuiviiiiiiniciiniiiniiinicccececeece 324
11,7 REVEIUES. c..c.oviiiiiiiiiiiiciciccic e 326
11,8 EXPEINISES vevveurireeieeniiiieieeteste sttt sttt et sr st snesre e re b e 331
11.9 Operating Income ........ccooueiviiiriiiniiiiiciiceeee e 334
11.10 Nonoperating Income..........cccovviiiiiiiiiiiiiiiiiiiiiiiecs 336
11,11 Net INCOME w.onviiiiiiiiiieieierieeeeseeeetee e 338
11.12 Net Income Versus Cash Flow......c.cccoveviiiiinininicniiincccceceee 340
11.13 Income Statements of Investor-Owned Firms.......cccceccovniinccinccnnne. 342
11.14 A Look Ahead: Financial Condition Analysis.........cccecevvenercrveininennee 342
Theme Wrap-Up: Interpreting an Income Statement...........ccoceeiiiiiiiinnns 344
Ky CONCEPLS wnvvriiiiieieieietttete ettt 344
End-of-Chapter QUESTIONS. ......coerveveuieirientiicieienesieeeeei ettt saenees 346

End-of-Chapter Problems.........ccccuvueiniiiniiiniiiiiciiciciccecieceee 347



Detailed Contents

Chapter 12 Reporting Assets, Financing, and Cash Flows ..........ccccccvcniiie. 350
Theme Set-Up: Understanding the Balance Sheet and

the Statement of Cash FIOWS .....cc.cvviririiriiiiiiniiiccccccee 350

Learning ODBJECtiVEs ....c.ceveutrieuirieiirieiiieieinieteieestee sttt ettt 351

12.1 INTrodUucCtion .c...cuiiiiiciiiiiicii s 352

12.2 Balance Sheet Basics .....ccueiririinieiiiiinieieiceesceee e 352

12.3 ASSEUS ..ttt s 357

12.4 LIabilities c.veveuveuieiieieicicieerccce et 363

12.5 EQUity (INET ASSELS) ..evveviieriieiiieieieieirieeeteitste ettt 365

12.6 Fund ACCOUNIN.......coviuiiiiiiiiiiiiiici e 369

12.7 The Statement of Cash Flows.......cccccoiriiiiinininiiiiinincciccrcce 371

12.8 A Look Ahead: Financial Statement Analysis .........ccccoeeineincinecnenenn. 375
Theme Wrap-Up: Understanding the Balance Sheet and

the Statement of Cash FIOWS .....c.ccccveviiiiinininiiiicccccce 376

Key CONnCEPLS ..ovviiiiiiiiiiiiiiiiiictcic s 377

End-of-Chapter QUESTIONS. .....c.coveutrieuirieiinieieieicirieestetseeese et 378

End-of-Chapter Problems..........ccccooiiiiiiiiiiiiiiiiicccee 379

Chapter 13 Assessing Financial Condition .........ccceeeoiviviiiciininneiiinecccne 382

Theme Set-Up: Techniques for Evaluating Financial Statements ................... 382

Learning ObJECtiVEs .......ccoueiiuiiiiiiiiiiiiiiiicci e 383

13.1 INErodUCtion .c.cvcuiiiiiiciiiciiicicece s 384

13.2 Financial Statement Analysis........c.cocecevveuerinieninennicnneincinececeeene 384

13.3 Interpreting the Statement of Cash Flows........cccccooiiiinniiiinnnnn. 385

13.4 Ratio ANalysis ........ccoeueuiriiiiiiiiiieiciccee s 388

13.5 Comparative and Trend Analysis......c.cocccevveinininncnncnncincinecne, 400

13.6 DuPont Analysis.......ccccceerueieieininieieiiieestceeecsecsreeeeeesee e 404

13.7 Other Analytical Techniques .........ccccceveiviriiiniineiiicccccee, 406

13.8 Limitations of Financial Statement Analysis.......c.ccccovveineineinncnnnnne. 407

Theme Wrap-Up: Techniques for Evaluating Financial Statements ............... 409

Key CONCEpLs c..viuiiiiiiiiiiiiiiciiccc e 409

End-of-Chapter QUESHONS. ...c.cc.cirieuirieiiniiiiieieieicinietereteteesee et 410

End-of-Chapter Problems........c.ccueciririnieiiiininiicicinnccccecnceeeens 411

GUOSSANY ..ottt s e 417

INA@X ..o 433





