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Mar 31,2000 Mar 31, 2001 Change Change

Total Patient Revenue

Inpatient 5,692,532,656 6,496,073,633 803,540,977 14.12%

Outpatient 4,288,895,969 4,934,895,173 645,999,204 15.06%

Total 9,981,428,625 11,430,968,806 1,449,540,181 14.52%

Medicare 3,266,269,955 3,742,577,713 476,307,758 14.58%

Medicaid 1,338,796,209 1,620,336,015 281,539,806 21.03%

Other 5,376,362,461 6,068,055,078 691,692,617 12.87%

Deductions From Revenue

Contractual Adjustments

     Medicare 1,293,495,181 1,690,865,190 397,370,009 30.72%

     Medicaid 546,128,812 696,357,784 150,228,972 27.51%

     Other 1,941,769,463 2,321,628,506 379,859,043 19.56%

     Total 3,781,393,456 4,708,851,480 927,458,024 24.53%

Charity 118,016,344 117,001,326 -1,015,018 -0.86%

Total 3,899,409,800 4,825,852,806 926,443,006 23.76%

Net Patient Revenue

Medicare 1,972,774,774 2,051,712,523 78,937,749 4.00%

Medicaid 792,667,397 923,978,231 131,310,834 16.57%

Other 3,316,576,654 3,629,425,246 312,848,592 9.43%

Total 6,082,018,825 6,605,116,000 523,097,175 8.60%

Total Operating Expenses 5,949,398,529 6,483,250,191 533,851,662 8.97%

Net Operating Income 132,620,296 121,865,809 -10,754,487 -8.11%

Days in Accounts Receivable

Medicare 59.0 63.1 4.1 6.92%

Medicaid 88.0 81.9 -6.1 -6.97%

Other Payers 89.6 89.5 0.0 -0.05%

Statewide Total 79.4 79.8 0.4 0.54%

Utilization

Discharges 489,150 502,297 13,147 2.69%

Patient Days 2,093,973 2,154,802 60,829 2.90%

Length of Stay 4.28 4.29 0.01 0.21%

Adjusted Discharges 870,555 896,292 25,737 2.96%

Rates

Tot Rev Per Adj Disch 11,465.59 12,753.62 1,288.03 11.23%

Deductions Per Adj Disch 4,479.22 5,384.24 905.02 20.20%

Net Revenue Per Adj Disch 6,986.37 7,369.38 383.01 5.48%

Oper Expense Per Adj Disch 6,834.03 7,233.41 399.38 5.84%

Net Income Per Adj Disch 152.34 135.97 -16.37 -10.75%

Financial Ratios

Operating Margin 1.33% 1.07% -0.26% -19.76%

Deductible Proportion 39.07% 42.22% 3.15% 8.06%

Contractual Proportion - Total 37.88% 41.19% 3.31% 8.74%

Contractual Proportion - Medicare 39.60% 45.18% 5.58% 14.08%

Contractual Proportion - Medicaid 40.79% 42.98% 2.18% 5.35%

Contractual Proportion - Other 36.12% 38.26% 2.14% 5.93%

Charity Proportion 1.18% 1.02% -0.16% -13.43%

Total Rev/Inpat Rev 1.75 1.76 0.01 0.36%

Outpat Rev Percent 42.97% 43.17% 0.20% 0.47%

Medicare Rev Percent 32.72% 32.74% 0.02% 0.05%

Medicaid Rev Percent 13.41% 14.17% 0.76% 5.68%
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Visit the Department of Health web site at http://www.doh.wa.gov/ehsphl/hospdata/ for a variety of hospital data and reports.  In addition to hospTRENDS, the site also contains copies of Health Care User Guide, Pregnancy and Childbirth Guide to Hospital Charges, Hospital Comparative Screens, Charity Care in Washington Hospitals, CHARS Standard Reports, and Directory of Washington Hospitals.  Furthermore Quarterly Report and Year End Report data are also available.

Are you reading your own copy of hospTRENDS, or did you need to wait for a copy to circulate?  To receive your own personal copy of hospTRENDS, either in hard copy or electronic file attachment, please call (360) 236-4215, complete the form on the back page, or send an electronic message to tom.muller@doh.wa.gov


Your opinions are important to us.  Please let us know what you like or don’t like about the content and presentation of the hospTRENDS report.  Postal and Internet addresses as well as telephone and FAX numbers are listed on the back page of this issue.

PREFACE


Summary financial and utilization data are submitted to the Department of Health on a quarterly basis by hospitals in the state of Washington.  Reported data are edited, summarized, and analyzed by Hospital and Patient Data Systems staff.  Specific data elements are defined in the Department’s Accounting and Reporting Manual for Hospitals.  Utilizing these data, various financial and utilization rates and ratios are calculated to enhance the description of the financial condition of hospitals in the state.  The purpose of this series of reports is to provide all concerned parties with information describing emerging hospital utilization and financial trends.


Instead of focusing on individual quarters, the data in this report are aggregated into twelve month periods consisting of four calendar quarters each.  This aggregation reduces the impact of seasonal fluctuations, which could distort actual trends occurring within the hospital industry.


Since the period covered by this report includes the first calendar quarter of 2001, it provides the first preview of the direction hospital financial and utilization trends are headed in 2001.  However, it is important to remember that this preview is subject to change.  The quarterly reports submitted by hospitals contain interim data which have not yet been subjected to audit review.  Future adjustments and/or revisions as a result of both the hospital’s internal accounting system review and the formal procedures of outside auditors may result in changes to previously submitted data.  These future revisions will be reflected in the hospital’s year-end reports.  The year-end reports not only reflect audit adjustments but also provide substantially greater detail, which allows analysis of the information provided in greater depth.

SUMMARY


Annual growth rates for the four quarter period ended March 31, 2001 were 14.5% for total patient service revenue and 23.8% for deductions from revenue.  This resulted in an increases of 8.6% in net patient services revenue, which was the biggest jump in net patient services revenue recorded since the twelve month period ended December 31, 1995.  The increase of 9.0% in operating expenses was greater than any posted since the twelve month period ended December 31, 1992.


Although net operating income for the four quarter period ended March 31, 2001 was 8.1% below the corresponding period one year earlier, it was 11.9% over the calendar year 2000 level.  The increase was sufficient to also pull net income per adjusted discharge up to $135.97 and operating margin up to 1.07%, which were above their calendar year 2000 levels.


Adjusted discharges advanced by 3.0% to a new high of 896,292, resulting from an increase of 2.7% in inpatient discharges combined with a small increase in outpatient activity.


Accounts receivable averaged 79.8 days of revenue for the four quarter period ended March 31, 2001.  This was 0.4 days more than the year earlier period, 2.1 days more than two years earlier, and 2.9 days more than three years earlier.  Over three years Medicare accounts receivable expanded by 8.1 days, Medicaid accounts receivable declined by 17.7 days, and other accounts receivable grew by 4.2 days. 

FINANCIAL INDICATORS

   Total Patient Service Revenue

Total billed charges for patient services, which is identified as total patient service revenue grew by 14.5% in the twelve month period ended March 31, 2001.  This was the smallest rate of increase since the four quarter period ended September 30, 1999.  Inpatient revenue and outpatient revenue advanced by 14.1% and 15.1%, respectively.  These were the smallest rates of increase for these indicators since the four quarter period ended March 31, 1999.  Also, the inpatient and outpatient rates of growth have not been this close together since the twelve month period ended March 31, 1998.  Medicare revenue increased by 14.6% while Medicaid revenue jumped 21.0%.  Since both of these rates of increase are larger than the growth in total patient services revenue, the Medicare and Medicaid programs are becoming a larger part of the total hospital revenue picture.

   Deductions from Revenue

For the twelve months ended March 31, 2001 total deductions from revenue reached $4.8 billion.  Growing by 24.5%, contractual adjustments reached $4.7 billion.  By payer group contractual adjustments were up by 30.7% for Medicare, 27.5% for Medicaid, and 19.6% for other payers.  Contractual adjustments for Medicare and Medicaid reflect the difference between billed charges and the amounts that are actually paid.  The difference between billed charges and the payment rates negotiated with major health insurers, managed care plans, HMO’s, and other contractual payers are included in contractual adjustments for other payers.  Charity care dropped by 0.8% from the year ago total to $117 million in the twelve month period ended March 31, 2001.

   Net Patient Service Revenue


Net patient service revenue is defined as the amount of revenue actually realized by hospitals.  In the four quarter period ended March 31, 2001 net patient service revenue reached $6.6 billion, which was an increase of $523 million, or 8.6%, over the corresponding period a year ago.  When deductions from revenue grow more rapidly that total patient service revenue, the rate of increase for net patient service revenue is less than the rate of increase for total patient service revenue.  This has been the case in each four quarter period since the period ended March 31, 1996.  However, this was the largest annual increase in net patient service revenue since calendar year 1995.

   Operating Expenses


Growing by 9.0%, or $534 million, operating expenses reached $6.5 billion in the twelve month period ended March 31, 2001.  This is the largest annual increase in operating expenses since calendar year 1992. Operating expenses are the costs of providing health care services to hospital patients.  Since aggregate patient service volume, as measured by adjusted discharges, increased by 3.0% over the year ago level, the increase in operating expenses not related to patient volume is 5.8%.  This exceeds the 2.9% annual increase in the consumer price index for the same period, but is below the 6.9% annual increase in the hospital services component of the index.

   Net Operating Income


While net operating income of $122 million generated during the four quarter period ended March 31, 2001 was 8.1% below the year ago level, it was 11.9% above the calendar year 2000 level.  In addition, it was above the amounts recorded for the twelve month periods ended June 30, 2000 and September 30, 2000.  This upturn can not yet be interpreted as a change in a long tern downward trend.  Net operating income turned upward in calendar year 1999, but immediately resumed its downward spiral in subsequent reporting periods.  While net operating income is an important source of funding for replacement of buildings and equipment as well as the acquisition of modern medical technology, it is not the only source.  Many hospitals also have income from activities other than the provision of patient care services.  This other income is not included in quarterly reports to the Department of Health.   


UTILIZATION INDICATORS

   Discharges, Patient Days, and Length of Stay


Inpatient activity is primarily measured by discharges and patient days.  Discharges from Washington hospitals continued to grow, reaching a total of 502,297 discharges during the four quarter period ended March 31, 2001.  This was a gain of 13,147 discharges, or 2.7%,  over the corresponding year ago period.  During the same interval patient days expanded by 60,829 days, or 2.9%.  Since patient days are expanding slightly faster than discharges, average length of stay crept upward to 4.29 days for the twelve month period ended March 31, 2001.

   Adjusted Discharges


Adjusted discharges continued to climb, reaching a total of 896,292 adjusted discharges in the four quarter period ended March 31, 2001.  This was an increase of 25,737 adjusted discharges, or 3.0%, over the four quarter period ended March 31, 2000.  Adjusted discharges are utilized as an aggregate indicator of hospital activity.  To calculate adjusted discharges, inpatient discharges are adjusted to reflect outpatient activity and skilled nursing activity.  Since outpatient activity has consistently grown more rapidly than inpatient activity, adjusted discharges, which reflect total hospital activity, continue to grow faster than inpatient discharges, which reflect only inpatient activity.  However, the difference between inpatient and outpatient activity is shrinking, as indicated by outpatient revenue growing only 1% faster than inpatient revenue in the twelve month period ended March 31, 2001. 

OPERATING INDICATORS

      Rates per Adjusted Discharge


Rates are calculated to apply an aggregate volume adjustment to financial indicators.  The aggregate volume indicator utilized in this report is adjusted discharges.   By removing the impact of volume changes, the remaining change between periods can be attributed to inflation, technology changes, and variations in efficiency.  Rates per adjusted admission for the twelve month periods ended March 31, 2000 and March 31, 2001, and the percentage changes were:


Rate per Adjusted Discharge






FYE 3/31/00

FYE 3/31/01

Percent Change

Total Patient Service Revenue per Adjusted Discharge
$11,465.59

$12,753.62


+11.2%


Deductions from Revenue per Adjusted Discharge

  $4,479.22

  $5,384.24


+20.2%


Net Patient Service Revenue
per Adjusted Discharge

  $6,986.37

  $7,369.38


  +5.5%


Operating Expenses per Adjusted Discharge


  $6,834.03

  $7,233.41


  +5.8%


Net Operating Income per Adjusted Discharge

   
     $152.34

     $135.97


 -10.7%

Note that in each case the percentage change in rates per adjusted discharge is less than the corresponding change in the financial indicator before volume adjustment.  This results from an increase in aggregate volume between  periods.

FINANCIAL RATIOS


Financial ratios are utilized to reflect the relationship between selected financial indicators.  The financial ratios selected for this report are not all encompassing, but represent financial indicators that can be readily calculated from the data available through the quarterly reporting process as currently designed without requesting supplemental data from the reporting hospitals.


   Days in Accounts Receivable


During the twelve month period ended March 31, 2001 days in accounts receivable averaged 79.8 days.  Days in accounts receivable averaged 63.1 days for Medicare, 81.9 days for Medicaid, and 89.5 days for other payers.  Not-for-profit hospitals averaged 84.8 days, while district hospitals averaged 75.0 days and proprietary hospitals averaged 69.2 days.  Days in accounts receivable reached 82.1 days in teaching hospitals and 87.6 days in specialty hospitals, while rural hospitals and general acute hospitals held days in receivables down to 76.4 days, and 75.2 days, respectively.


Over a three year period days in accounts receivable increased by 8.1 days for Medicare, and 4.2 days for other payers, while decreasing 17.7 days for Medicaid.  Hospitals in central Washington reduced average days in accounts receivable by 1.7 days over three years, while average days increased in all other geographic areas.  In district hospitals average days in accounts receivable dropped by 4.8 days, while average days expanded for not-for-profit and proprietary hospitals.  Rural hospitals experienced a slight decline of 1.2 average days in accounts receivable while other groups of hospitals experienced expanding average days in accounts receivable.     


Days in Accounts Receivable
        Twelve Months Ended
   Change from 
    Change from




March 31,
March 31,
March 31,
  March 31, 1998
  March 31, 1999



   1998
   1999
   2001
Total
Percent
Total
Percent

Statewide Total
76.9
 81.9
79.8
  +2.9
  +3.8%
   -2.1
  -2.6%

By Payer:










Medicare
55.0
 62.1
63.1
  +8.1
+14.7%
  +0.9
 +1.5%


Medicaid
99.6
 97.6
81.9
 -17.7
 -17.8%
 -15.7
-16.1%


Other
85.3
 90.1
89.5
  +4.2
  +4.9%
   -0.5
  -0.6%

By Region:










King County
84.2
 89.2
86.9
  +2.6
  +3.1%
   -2.3 
  -2.6%


Puget Sound
69.7
 75.3
75.2
  +6.2
  +8.8%
  +0.5
 +0.6%


Southwest Washington
69.5
 80.8
76.8
  +7.3
+10.5%
   -4.0
  -5.0%


Central Washington
73.7
 78.2
72.0
   -1.7
   -2.3%
   -6.3
  -8.0%


Eastern Washington
76.0
 73.7
72.2
   -3.9
   -5.1%
   -1.5
  -2.1%

By Type of Ownership:










District
79.8
 77.0
75.0
   -4.8
   -6.1%
   -2.0
   -2.6%


Not-for-Profit
76.6
 83.2
84.8
  +8.2
+10.7%
  +1.6
  +1.9%


Proprietary
52.0
 53.6
69.2
+17.2
+33.1%
+15.7
+29.3%

By Facility Classification










Rural Hospitals
77.6
77.2
76.4
   -1.2
   -1.6%
   -0.8
  -1.0%


General Acute Care
71.1
71.4
75.2
  +4.1
  +5.8%
  +3.8
 +5.3%


Teaching Programs
79.5
86.9
82.1
  +2.7
  +3.4%
   -4.8
  -5.5%


Specialty Hospitals
78.6
83.2
87.6
  +9.0
+11.4%
  +4.3
 +5.2%

   Operating Margin


Operating margin compares net operating income to total patient service revenue.  Although operating margin of 1.07% for the four quarter period ended March 31, 2001 was 19.8% below the year earlier level, it was 8.5% above the calendar year 2000 level.  This was the first upturn in operating margin since calendar year 1999.  However, a one quarter upturn does not necessarily signal a change in a long term trend.  In the past operating margin has moved up in a single quarter only to resume its long term downward trend in subsequent quarters  Operating margin is a major source of funding for expansion and replacement as well as the acquisition of new medical technology. 

   Deductible Proportion (Including Component Parts)


Total deductions from revenue and each of its major component parts are compared to total patient service revenue to arrive at the deductible, total contractual, and charity care proportions.  The Medicare contractual, Medicaid contractual, and other contractual proportions are computed by comparing each payer group’s contractual adjustments to the corresponding total patient service revenue for the same payer group.  The deductible proportion reached 42.2% and the contractual proportion reached 41.2%, which were new highs, during the four quarter period ended March 31, 2001.  With the deductible proportion at 42.2%, hospitals  must bill $1.73 in order to realize $1.00 of net patient service revenue.  The Medicare contractual proportion has expanded by 14.1% over the year ago level and at its current level of 45.2% is significantly above the Medicaid and other payer contractual proportions.  This is a direct result of the rapid increase in Medicare contractual adjustments over the past year.   The charity proportion declined to 1.02% in the four quarter period ended March 31, 2001.  This reduction could be related to the increase in Medicaid revenue, since patients eligible for Medicaid would no longer require charity care services.  

   Inpatient and Outpatient Revenue


The proportion of total revenue to inpatient revenue and the outpatient revenue percentage are alternate ways of looking at the relationship between inpatient and outpatient revenue.  Both ratios indicate that outpatient revenue is still growing slightly faster than inpatient revenue, but that the difference in growth rates is not as significant as in the past.  Between the annual periods ended March 31, 2000 and March 31, 2001, the outpatient revenue percentage grew from 43.0% to 43.2%, while the ratio of total revenue to inpatient revenue grew from 1.75 to 1.76.  Although outpatient revenue continues to grow, inpatient revenue is also rising as a result of increased inpatient utilization.   

   Medicare and Medicaid Revenue


The primary payers of hospital bills are the Medicare and Medicaid programs.  The Medicare and Medicaid revenue percentages indicate the proportion of total hospital business that these programs represent.  In the twelve month period ended March 31, 2001, the Medicare percentage was 32.7% and the Medicaid percentage was 14.2%.  For the twelve month period ended March 31, 2001 the Medicare percentage grew slightly for the first time since it reached a peak in the twelve month period ended September 30, 1994.  After declining during the entire time span covered by this series of reports the Medicaid percentage registered an increase in the four quarter period ended March 31, 2000 and has been climbing ever since.  During the past year it has grown by 5.7%  The increase in Medicaid revenue may be related to the decline in charity care during the same time period.
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