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       hospTRENDS                              Volume 2003-2  April 2003                                                                                                      
ANNOUNCEMENTS

If you are currently receiving this report on paper via postal mail, you could be receiving it up to a week earlier by electronic mail attachment. However, if you prefer electronic mail delivery, you must ask for it. Please call (360) 236-4215 or send an electronic message to tom.muller@doh.wa.gov to change the form of delivery of your hospTRENDS report.

Visit the Department of Health web site at http://www.doh.wa.gov/EHSPHL/hospdata for a large variety of hospital data and reports. Included are patient guides, hospital discharge data and reports, and hospital financial data and reports. Also included are Directory of Hospitals, CHARS Procedure Manual,  Accounting and Reporting Manual for Hospitals, Charity Care reports and hospTRENDS.  


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. Contact information is available on page 4 of this issue.

PREFACE


All licensed hospitals in the State of Washington submit summary financial and utilization data to the Department of Health following each calendar quarter. 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 provision of information describing emerging hospital utilization and financial trends to all concerned parties is the primary purpose of this series of reports.


Instead of focusing on individual calendar 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 ends with the last quarter of the calendar year, the report provides a preliminary look at 2002 calendar year results. However, it must be emphasized that this first glimpse is subject to change. The quarterly reports submitted by hospitals contain interim data which have not 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 substantial additional detail, which allows analysis of the information provided in greater depth.


The last quarter of the calendar year provides an opportunity for a shift in the emphasis of the report. Instead of the 12 most recent four quarter periods, this report will focus on the past ten calendar years.

SUMMARY


Since calendar year 1992 total patient service revenue has increased by 173.0%, which is a compound rate of increase of 10.6% per year. Over this time period outpatient revenue grew much more rapidly (14.4% per year compounded) than inpatient revenue (8.3% per year compounded). As a result, outpatient revenue expanded from 31.0% of total patient service revenue in calendar year 1992 to 43.6% of total patient service revenue in calendar year 2002. Contractual adjustments in calendar year 2002 were over five times the calendar year 1992 level. This represents an annual compound growth rate of 17.6% per year since calendar year 1992. 

Net operating income in calendar year 2002 jumped 44.1% over calendar year 2001 to $245 million. This was the highest level of net operating income ever recorded for any annual period since hospital financial records have been maintained by the Department of Health or the Washington State Hospital Commission. It is more the 2.5 times the low of $97 million reached in calendar year 2000. This net operating income resulted in an operating margin of 2.93%, which was more than double the low of 1.41% recorded for calendar year 2000 and is the highest since the twelve month period ended September 30, 1998. Net income per adjusted admission of $265.02 was the largest realized since calendar year 1997.
Since calendar year 1992 inpatient discharges have grown by 9.8%, while patient days have declined by 4.3%, resulting in a 12.8% drop in average length of stay. As a result of the significant growth in the proportion of outpatient revenue over the period, adjusted discharges expanded by 34.5%.

Accounts receivable dropped to an average of 59.6 days of revenue in calendar year 2002, which was the lowest ever recorded for any annual period since hospital financial records have been maintained by the Department of Health or the Washington State Hospital Commission. Average days in accounts receivable were down for all payer groups.   
 
FINANCIAL INDICATORS

   Total Patient Service Revenue


During calendar year 2002 total patient service revenue, which is the sum of billed charges for all hospital services, jumped by $2.1 billion to $14.8 billion, which was an increase of 16.9%. This was more than any annual percentage increase in total patient service revenue since calendar year 1990. Over the past ten calendar years, total patient service revenue has grown 173%, which is an average compound rate of increase of 10.6% per year. Inpatient revenue grew by 15.3% during the past year, while outpatient revenue rose by 19.1%. Since calendar year 1992 inpatient revenue has grown at an annual compound rate of 8.3%, while outpatient revenue has grown at an annual compound rate of 14.4%. During calendar year 2002 total patient service revenue grew by 18.0% for Medicare, 22.2% for Medicaid, and 14.8% for other payers. This is the eighth consecutive quarter in which Medicare and Medicaid revenue have grown more rapidly than total patient service revenue. Compound annual growth rates since 1992 were 10.1% for Medicare, 9.0% for Medicaid, and 11.4% for other payers.    

 Deductions from Revenue


Hospitals do not realize all of the billed charges represented by total patient service revenue. The difference is known as deductions from revenue. In calendar year 2002 deductions from revenue advanced by $1.3 billion, or 23.3%, to $6.9 billion. Contractual adjustments, which are the primary component of deductions from revenue, grew by 23.5% to $6.7 billion. Contractual adjustments are over five times the  calendar year 1992 level, which reflects an annual compound growth rate of 17.6%. During the past year increases in contractual adjustments were 27.8% for Medicare, 27.4% for Medicaid, and 18.9% for other payers. Since calendar year 1992 contractual adjustments have jumped 295% for Medicare, 206% for Medicaid, and 847% for other payers, which are annual compound growth rates of 14.7%, 11.8%, and 25.2%, respectively. The substantial growth of contractual adjustments for other payers reflects a major growth in negotiated rate contracts with major health insurers, managed care plans, HMO’s, and other contractual payers. Contractual adjustments for Medicare and Medicaid reflect the difference between billed charges and amounts allowed by these programs. Over the past year charity care has increased by $24 million to $178 million. However, charity care for calendar year 2002 is below the totals for the four quarter periods ended June 30, 2002 and September 30, 2002. In addition, the current level of charity care represents 1.20% of total patient service revenue, which is down significantly from the 1.98% of total patient service revenue realized in calendar year 1992. 

  Net Patient Service Revenue

Increasing by 11.9%, net patient service revenue reached $7.9 billion in calendar year 2002. Net patient service revenue grew by 9.5% for Medicare, 17.5% for Medicaid, and 12.0% for other payers over the year ago level. Growth rates from calendar year 1992 for net patient service revenue were 94% for Medicare, 96% for Medicaid, and 102% for other payers. Annualized growth rates range from 6.8% to 7.3% per year, which is not a significant variation between payer groups, Net patient service revenue is defined as the amount of revenue actually realized by hospitals.
  Operating Expenses


Operating expenses are the costs of providing health care services to hospital patients. During calendar year 2002 operating expenses totaled $7.7 billion, which was an increase of 11.1% over the previous year. This is the biggest increase in operating expenses realized since the twelve month period ended September 30, 1992. Since aggregate patient volume, as measured by adjusted discharges, grew by 2.0% over the calendar year 2001 level, the increase in operating expenses not related to patient volume was 9.0%. This substantially exceeded the 2.4% increase in the overall consumer price index but was slightly below the 9.8% increase in the hospital services component of the index. Over the past ten years operating expenses have doubled, which is an annual compound growth rate of 7.2%.

  Net Operating Income


Although most hospitals in Washington State are operated by not-for-profit corporations or governmental entities such as public hospital districts, net operating income is still necessary to provide the funds needed for replacement of buildings and equipment as well as the acquisition of modern medical technology. During calendar year 2002 Washington hospitals generated $245 million of net operating income, which was the highest level of net operating income ever recorded for any annual period since hospital financial records have been maintained by the Department of Health or the Washington State Hospital Commission.  It is more than 2.5 times the low of $97 million reached in calendar year 2000. Net operating income in calendar year 2002 was 49% over calendar year 1992, reflecting an average long term compound growth rate of 4.1% per year.

UTILIZATION INDICATORS

  Discharges, Patient Days, and Length of Stay              
Inpatient activity is measured primarily by discharges and patient days. In calendar year 2002 a total of 516,999 patients were discharged from Washington hospitals. This was 0.8% more than calendar year 2001, 15.3% more than the ten year low point in calendar year 1994, and 9.8% more than calendar year 1992. These patients stayed for a combined total of 2,255,498 days, which was an increase of 1.4% over calendar year 2001, 15.8% over the ten year low point in the four quarter period ended September 1996, and 4.3% below calendar year 1992. Average length of stay was 4.36 days, which was 0.6% over calendar year 2001, 2.8% over the ten year low point in calendar year 1998, and 12.8% below the calendar year 1992 level of 5.00 days. 
  Adjusted Discharges


Adjusted discharges continued a steady climb that has endured since the twelve month period ended March 31, 1994. In calendar year 2002 adjusted discharges reached 926,015, which was an increase of 18,246 adjusted discharges, or 2.0%, over calendar year 2001 and 34.5% greater than calendar year 1992. Adjusted discharges are utilized as an aggregate indicator of hospital activity. To calculate adjusted discharges, inpatient discharges are multiplied by the ratio of total patient service revenue to inpatient revenue (excluding skilled nursing facility revenue). With this adjustment, total patient service revenue per adjusted discharge is equal to inpatient revenue (excluding skilled nursing facility revenue) per inpatient discharge. Adjusted discharges are necessary for computing average rates, since total patient service revenue is the only financial indicator that can be split into inpatient and outpatient components.

OPERATING INDICATORS

  Rates per Adjusted Discharge


Rates per adjusted discharge relate hospital financial indicators to the “average” patient. Total patient service revenue per adjusted discharge is the total bill for the average patient stay. Deductions from revenue per adjusted discharge is the portion of this average bill that is not paid by Medicare, Medicaid, or health insurers, or is written off as charity care. Net patient service revenue per adjusted discharge is the amount of revenue the hospital actually receives from the average patient visit. Operating expense per adjusted discharge is the cost of providing services to the average patient. Net operating income per adjusted discharge is the amount of money the hospital is able to earn from the average patient visit. Rates per adjusted discharge for calendar years 1992, 2001, and 2002 and the corresponding percentage changes were:
Rates per Adjusted Discharge





    FYE 12/31/01

    FYE 12/31/02
  % Change 

  Total Patient Service Revenue per Adjusted Discharge

$13,971.47


$16,015.63

+14.6%

  Deductions from Revenue per Adjusted Discharge


  $6,168.49

 
  $7,453.38

+20.8%

  Net Patient Service Revenue per Adjusted Discharge

  $7,802.98

 
  $8,562.25

  +9.7%

  Total Operating Expense per Adjusted Discharge


  $7,615.33

 
  $8,297.23

  +9.0%

  Net Operating Income per Adjusted Discharge



     $187.66


     $265.02

+41.2%  

Rates per Adjusted Discharge
   FYE 12/31/92

    FYE 12/31/02
  
     % Change 

Annual%Chg
  Tot Pat Serv Rev per Adj Disch

$7,890.40


$16,015.63


+103.0%

  
  +7.3%

  Deduct from Rev per Adj Disch

$2,082.87

 
  $7,453.38


+257.8%

 
+13.6%

  Net Pat Serv Rev per Adj Disch

$5,807.53

 
  $8,562.25


  +47.4%

 
  +4.0%

  Tot Oper Exp per Adj Disch


$5,568.23

 
  $8,297.23

 
  +49.0%

   
  +4.1%

  Net Oper Income per Adj Disch

   $239.29


     $265.02

 
  +10.8% 

   
  +1.0% 

FINANCIAL RATIOS

Financial ratios accentuate the relationships between financial indicators. The financial ratios selected for this report are not all encompassing, but represent financial indicators that can be readily calculated from data available through the quarterly reporting process as currently designed without requesting supplemental data from the reporting hospitals.
Days in Accounts Receivable


Accounts receivable is the largest item in the current assets portion of the balance sheet for most hospitals. Days in accounts receivable is a measure of how “current” this asset is. In this report, days in accounts receivable is calculated on an annual gross basis. On a statewide basis days in accounts receivable averaged 59.6 days for calendar year 2002. This was a reduction of 7.9 days, or 11.7%, from calendar year 2001 and is the lowest average realized for any annual period since hospital financial records have been maintained by the Department of Health or the Washington State Hospital Commission. For Medicare days in accounts receivable dropped by 1.4 days, or 2.8%, to 49.4 days.  Days in accounts receivable for Medicaid dropped by 12.4 days, or 17.0%, to 60.5 days. A reduction of 10.8 days, or 14.0%, to an average of 66.2 days was also noted for other payer groups.

 Operating Margin


Operating margin compares net operating income to total operating revenue. During calendar year 2002 operating margin was 2.93%, which was 29.0% greater than the year earlier period and was the highest achieved since the four quarter period ended September 30, 1998.

Operating margin in calendar year 2002 was more than double the 1.41% realized in calendar year 2000, but is still substantially below the high of 7.20% reached in the four quarter period ended June 30, 1990. Operating margin is a major source of funding for expansion and replacement as well as the acquisition of new medical technology. 

   Deductible Proportion  


The deductible proportion compares total deductions from revenue to total patient service revenue. For calendar year 2002 the deductible proportion reached 46.5%, which was an increase of 5.4% over the year earlier level. The deductible proportion has grown by 76% in ten years, which is a compound growth rate of 5.8% per year.
   Contractual Proportion

The contractual proportion compares total contractual adjustments with total patient service revenue. Correspondingly, 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 total contractual proportion reached 45.3%, which was an increase of 5.6% and another new high, during calendar year 2002. In calendar year 1987 the contractual proportion was only 10.9%. The Medicare contractual proportion of 50.4% and the Medicaid contractual proportion of 48.8% are well above the contractual proportion for other payers of 40.9%. This is the first time that the contractual proportion for any payer group has exceeded 50%.
Charity Care

The charity proportion of 1.20% for calendar year 2002 was almost equal to the year earlier level. However, is has receded by 40% from the 1.98% level realized in calendar year 1992. But, changes implemented during the 2003 legislative session could result in significant growth in charity care.
  Inpatient and Outpatient Revenue

The relationship between inpatient and outpatient revenue is reflected in the proportion of total revenue to inpatient revenue and in the outpatient revenue percentage. Since calendar year 2001, the outpatient revenue percentage increased from 42.8% to 43.6%, while the ratio of total revenue to inpatient revenue advanced from 1.75 to 1.77. Since calendar year 1992 the outpatient revenue percentage has expanded by 41%, which is a compound growth rate of 3.5% per year.
  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 calendar year 2002 the Medicare percentage was 34.0%, and the Medicaid percentage was 15.1%. The Medicare percentage reached a low of 32.5% in calendar year 2000 and has been climbing since that time. After reaching a low of 12.9% in the four quarter period ended September 1999 the Medicaid percentage has registered increases in each reporting period since that time. With 49.2% of total patient service revenue, the Medicare and Medicaid programs have a major influence on the financial health of hospitals.

hospTRENDS
Washington State

Hospital Financial and Utilization Trend Update

Quarter Ended December 31, 2002
For additional information, comments, and suggestions,

or to receive future editions of this report, please contact:

Center for Health Statistics 

Hospital and Patient Data Systems

1102 South Quince Street

Post Office Box 47811

Olympia, WA  98504-7811

Telephone:  (360) 236-4215

FAX : (360) 664-8579

Electronic Mail:  tom.muller@doh.wa.gov

Mary Selecky, Secretary

Department of Health

Joangeles (Jac) Davies, Assistant Secretary

Epidemiology, Health Statistics, and Public Health Laboratories

Teresa Jennings, State Registrar and Director

Center for Health Statistics

Authors:  Thomas Muller and Richard Ordos
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[image: image14.emf]HOSPITAL PERFORMANCE Calendar Year Calendar Year Total Percent

2001 2002 Change Change

Total Patient Revenue

Inpatient 7,249,300,989 8,361,027,425 1,111,726,436 15.34%

Outpatient 5,433,565,712 6,469,683,155 1,036,117,443 19.07%

Total 12,682,866,701 14,830,710,580 2,147,843,879 16.94%

Medicare 4,274,376,936 5,043,079,306 768,702,370 17.98%

Medicaid 1,838,850,493 2,246,462,103 407,611,610 22.17%

Other 6,569,639,272 7,541,169,171 971,529,899 14.79%

Deductions From Revenue

Contractual Adjustments

     Medicare 1,988,405,703 2,540,911,748 552,506,045 27.79%

     Medicaid 859,984,047 1,095,869,529 235,885,482 27.43%

     Other 2,597,175,792 3,087,234,485 490,058,693 18.87%

     Total 5,445,565,542 6,724,015,762 1,278,450,220 23.48%

Charity 153,994,968 177,922,253 23,927,285 15.54%

Total 5,599,560,510 6,901,938,015 1,302,377,505 23.26%

Net Patient Revenue

Medicare 2,285,971,233 2,502,167,558 216,196,325 9.46%

Medicaid 978,866,446 1,150,592,574 171,726,128 17.54%

Other 3,818,468,512 4,276,012,433 457,543,921 11.98%

Total 7,083,306,191 7,928,772,565 845,466,374 11.94%

Total Operating Expenses 6,912,956,585 7,683,359,490 770,402,905 11.14%

Net Operating Income 170,349,606 245,413,075 75,063,469 44.06%

Days in Accounts Receivable

Medicare 50.8 49.4 (1.4) -2.82%

Medicaid 72.9 60.5 (12.4) -16.99%

Other Payers 77.0 66.2 (10.8) -13.97%

Statewide Total 67.6 59.6 (7.9) -11.75%

Utilization

Discharges 512,775 516,999 4,224 0.82%

Patient Days 2,223,973 2,255,498 31,525 1.42%

Length of Stay 4.34 4.36 0.03 0.59%

Adjusted Discharges 907,769 926,015 18,246 2.01%

Rates

Tot Rev Per Adj Disch 13,971.47 16,015.63 2,044.16 14.63%

Deductions Per Adj Disch 6,168.49 7,453.38 1,284.89 20.83%

Net Revenue Per Adj Disch 7,802.98 8,562.25 759.27 9.73%

Oper Expense Per Adj Disch 7,615.33 8,297.23 681.90 8.95%

Net Income Per Adj Disch 187.66 265.02 77.36 41.23%

Financial Ratios

Operating Margin 2.27% 2.93% 0.66% 29.00%

Deductible Proportion 44.15% 46.54% 2.39% 5.41%

Contractual Proportion - Total 42.94% 45.34% 2.40% 5.59%

Contractual Proportion - Medicare 46.52% 50.38% 3.86% 8.31%

Contractual Proportion - Medicaid 46.77% 48.78% 2.01% 4.31%

Contractual Proportion - Other 39.53% 40.94% 1.41% 3.56%

Charity Proportion 1.21% 1.20% -0.01% -1.19%

Total Rev/Inpat Rev 1.75 1.77 0.02 1.39%

Outpat Rev Percent 42.84% 43.62% 0.78% 1.82%

Medicare Rev Percent 33.70% 34.00% 0.30% 0.90%

Medicaid Rev Percent 14.50% 15.15% 0.65% 4.47%


[image: image15.emf]HOSPITAL PERFORMANCE Calendar Year Calendar Year Ten Year  Change

1992 2002 Total Total Annualized

Total Patient Revenue

Inpatient 3,751,309,752 8,361,027,425 4,609,717,673            122.88% 8.34%

Outpatient 1,682,010,693 6,469,683,155 4,787,672,462            284.64% 14.42%

Total 5,433,320,445 14,830,710,580 9,397,390,135            172.96% 10.56%

Medicare 1,934,524,267 5,043,079,306 3,108,555,039            160.69% 10.06%

Medicaid 945,942,483 2,246,462,103 1,300,519,620            137.48% 9.03%

Other 2,552,853,695 7,541,169,171 4,988,315,476            195.40% 11.44%

Deductions From Revenue

Contractual Adjustments

     Medicare 642,675,354 2,540,911,748 1,898,236,394            295.36% 14.74%

     Medicaid 357,666,036 1,095,869,529 738,203,493               206.39% 11.85%

     Other 326,101,616 3,087,234,485 2,761,132,869            846.71% 25.20%

     Total 1,326,443,006 6,724,015,762 5,397,572,756            406.92% 17.62%

Charity 107,821,109 177,922,253 70,101,144                 65.02% 5.14%

Total 1,434,264,115 6,901,938,015 5,467,673,900            381.22% 17.01%

Net Patient Revenue

Medicare 1,291,848,913 2,502,167,558 1,210,318,645            93.69% 6.83%

Medicaid 588,276,447 1,150,592,574 562,316,127               95.59% 6.94%

Other 2,118,930,970 4,276,012,433 2,157,081,463            101.80% 7.27%

Total 3,999,056,330 7,928,772,565 3,929,716,235            98.27% 7.08%

Total Operating Expenses 3,834,279,047 7,683,359,490 3,849,080,443            100.39% 7.20%

Net Operating Income 164,777,283 245,413,075 80,635,792                 48.94% 4.06%

Days in Accounts Receivable

Medicare 48.8 49.4 0.5                              1.10% 0.11%

Medicaid 67.0 60.5 (6.5)                             -9.68% -1.01%

Other Payers 76.3 66.2 (10.0)                           -13.16% -1.40%

Statewide Total 64.9 59.6 (5.3)                             -8.10% -0.84%

Utilization

Discharges 471,010 516,999 45,989                        9.76% 0.94%

Patient Days 2,355,681 2,255,498 (100,183)                     -4.25% -0.43%

Length of Stay 5.00 4.36 (0.64)                           -12.77% -1.36%

Adjusted Discharges 688,599 926,015 237,416                      34.48% 3.01%

Rates

Tot Rev Per Adj Disch 7,890.40 16,015.63 8,125.23                     102.98% 7.34%

Deductions Per Adj Disch 2,082.87 7,453.38 5,370.50                     257.84% 13.60%

Net Revenue Per Adj Disch 5,807.53 8,562.25 2,754.73                     47.43% 3.96%

Oper Expense Per Adj Disch 5,568.23 8,297.23 2,729.00                     49.01% 4.07%

Net Income Per Adj Disch 239.29 265.02 25.73                          10.75% 1.03%

-                             

Financial Ratios -                             

Operating Margin 3.96% 2.93% -1.03% -25.93% -2.96%

Deductible Proportion 26.40% 46.54% 20.14% 76.30% 5.83%

Contractual Proportion - Total 24.41% 45.34% 20.93% 85.71% 6.39%

Contractual Proportion - Medicare 33.22% 50.38% 17.16% 51.66% 4.25%

Contractual Proportion - Medicaid 37.81% 48.78% 10.97% 29.02% 2.58%

Contractual Proportion - Other 12.77% 40.94% 28.16% 220.48% 12.35%

Charity Proportion 1.98% 1.20% -0.78% -39.55% -4.91%

Total Rev/Inpat Rev 1.45 1.77 0.33                            22.47% 2.05%

Outpat Rev Percent 30.96% 43.62% 12.67% 40.92% 3.49%

Medicare Rev Percent 35.60% 34.00% -1.60% -4.50% -0.46%

Medicaid Rev Percent 17.41% 15.15% -2.26% -13.00% -1.38%

Ten Year Percent Change
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