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Good morning Chairman Catania and the members of the Committee.  I am 

Natwar M. Gandhi, Chief Financial Officer for the District of Columbia, and I am 

here to testify on the current financial status of the Not-for-Profit Hospital 

Corporation, also referred to as United Medical Center.  As you know, the District 

took over ownership and operations of the Hospital in July 2010.  No takeovers are 

easy, and this one has proven to be especially challenging.  Converting a private 

operation to a government agency is difficult.  Government transparency, fiscal, 

legal and operating requirements hamper flexibility and quick decisions at a 

business operation. 

 

Prior to the foreclosure, the Hospital was owned and operated for 32 months by 

Specialty Hospitals of Washington, a private company.  After factoring in 

operating funds that the District provided to the Hospital, it suffered a cash 

operating loss of approximately $50 million.  Since the foreclosure, the Hospital 

has failed to add any new programs that have provided significant additional funds, 

although the Hospital has assumed or created programs that have temporarily 

increased costs.  Thus, the Hospital’s monthly cash operating loss has increased, 

even after factoring in additional District Medicaid payments.  This cash operating 

loss has occurred despite the fact that the Hospital, which is the beneficiary of 

more than $100 million of District funds, does not pay debt service, property, 
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income or sales taxes, or the bed tax, such that it receives an indirect annual 

subsidy that reduces its operating costs from that of a privately-owned facility by 

more than $5 million a year.   

 
Since the foreclosure, I have testified in front of this committee twice – in July 

2010 and January 2011.  On July 12, 2010, just three days after the District 

acquired ownership, I provided a worst-case scenario which included potential 

additional District funding requirements that I estimated to be between $750,000 

and $1.28 million per month.   I said this loss could be mitigated by a number of 

factors, including higher Medicaid Disproportionate Share Hospital, or “DSH,” 

payments.  The Hospital received an additional $1.26 million per month derived 

from the three-fold, $10 million annual increase of the DSH payment plus the draw 

of $5.1 million from the Contingency Reserve Fund.  Despite the infusion of these 

resources, the Hospital’s financial position remains fragile.  For example, although 

the median days’ cash on hand for hospitals in the United States is 110, the 

Hospital’s days’ cash on hand (excluding encumbrances and the District’s 

contribution) seldom exceeds zero and, after adding in the District’s contribution, 

hovers at or below 15 (see Attachments 1a and 1b). 

 
On January 20, 2011, I reported some improvements to the Hospital’s bottom line, 

driven primarily by the three-fold increase in its DSH payments (30 percent of 
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which are locally funded) from $4.9 million to $14.9 million per year, and I shared 

the optimism that the partnerships with the Washington Hospital Center’s 

obstetrics department and Children’s National Medical Center’s emergency 

department, as well as an increased patient occupancy level and Skilled Nursing 

Facility (SNF) residency census, would strengthen the Hospital’s financial 

position.   

 

Now, I am happy to report that there are certain positive signs: (1) the DSH 

payment has made a significant impact, and indications are that it will remain at 

the same level for FY 2012; (2) the Hospital is well into its program of paying 

certain settlement plans such that more cash will be available to pay for current 

operations during the next fiscal year; (3) the SNF has finally passed 100 bed 

occupancy of the 120 beds available; and (4) the Washington Hospital Center 

obstetrics program is now underway. 

 

But at the January hearing, I also expressed concerns about the Hospital’s cash 

position, which brings us to today’s discussion of the facts that will inform all 

those who seek to strengthen the medical and financial operations at this District-

owned facility.  Unfortunately, the good news above regarding the additional funds 

to become available because of the completion of settlement payments is tempered 

by the fact that the $8 million operating profit shown by the Hospital in FY 2011 to  
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date is calculated on an accrual basis, but the seeming conflict between that 

operating profit and the $7 million of unpaid FY 2011 vendor bills is explained by 

the fact that the Hospital is paying the pre-FY 2011 settlements and vendor 

obligations out of FY 2011 funds.  This means that FY 2012 funds will be used to 

pay unpaid FY 2011 vendor obligations, although we hope that there will be some 

catch-up. 

 

I must begin by saying that some comparisons are difficult.  For example, Hospital 

management prepared a budget for FY 2011 which appears to have been 

subsequently revised without Board review.  The numbers I describe below are 

based on the original budget approved by the Hospital Board in December 2010. 

   

 

Revenues 

For Fiscal Year 2011, the Hospital has a monthly cash collection goal of slightly in 

excess of $7.6 million, excluding quarterly DSH payments.  Based on cash posted 

to Hospital bank accounts, the Hospital has fallen far short of this goal (see 

Attachment 2).  In only two months this fiscal year has the Hospital approached 

$7.6 million.  From August 2010 through August 2011, the inpatient, outpatient, 

and emergency portions of the Hospital’s operations generated on average $6.3 

million in monthly collections.  This excludes DSH proceeds. 
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Only after including all sources of the Hospital-generated funds, including the 

quarterly DSH payments of approximately $3.7 million, has the Hospital collected 

an average of $7.5 million per month.  Without the SNF, DSH payments and 

miscellaneous non-medical funds, the inpatient and outpatient portions of the 

Hospital’s operations alone have average monthly cash collections of $5.2 million 

in the first quarter, $6.2 million in the second quarter (traditionally a high 

collection period), and $5.4 million in the third quarter.   

 

 

Causes 

There are multiple reasons for the Hospital’s cash situation.  First and foremost, 

patient and resident volume and occupancy rates declined during February through 

June of this year, and have only now begun to recover.  Based on the Hospital’s 

current license for 234 beds, so far in Fiscal Year 2011, an average of only 40 

percent of the licensed beds have been occupied, which is far below the average 

occupancy rates for similar public hospitals across the country.  As the narrative in 

the Hospital’s FY11 budget states, and I quote, “UMC net patient services 

revenues of $120.1 million depends upon achieving 6,879 inpatient admissions, 

plus associated ancillary services and therapy treatments ordered by physicians.  

Revenues also are derived from 106,743 outpatient visits and procedures.” 
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There have been only 5,050 inpatient admissions through August 2011, which, if 

projected to 5,509 for the full fiscal year, is only 80 percent of the annual estimate.   

This outpatient visit budget cited above includes 42,893 in emergency room visits, 

leaving 63,850 non-emergency outpatients.  However, through August 2011, there 

have been, according to the August unaudited financial statements, 61,896 total 

outpatient visits and procedures, comprising 41,936 emergency room visits and, 

leaving only 19,960 non-emergency outpatients.  When projected to 21,775 for the 

full fiscal year, the non-emergency outpatients will be only 34 percent of the 

estimates.  Finally, when low admissions are combined with the costly above-

average acute average length of stay, which, according to the Hospital records is 

generally between 5.7 and 5.9 days, the cash issues are to be expected.  I will 

discuss the emergency room statistics below. 

 

 

Hospital Operations and Capital Improvements 

Several problems have strained the Hospital’s operations.  In order to reduce or 

eliminate significant losses in the obstetrics department, the Hospital was to 

commence a partnership with the Washington Hospital Center.  On January 13, 

2011, the Hospital executed a contract that, when all the District’s obligations were 

aggregated, exceeded $1 million.  The actual commencement of the relationship 

was delayed due to negotiations over malpractice insurance levels, certifications of 
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the doctors, the build-out of the space, and other issues, all of which occurred 

before the contract was sent to the Council and approved on June 7, 2011.  But 

only now, at the very end of this fiscal year, has the Hospital’s admissions census 

increased due to this partnership.   Hospital management predicted 959 births in 

this fiscal year, but through the first 11 months of this fiscal year, the Hospital has 

delivered 472 babies, which suggests 515 deliveries for the full fiscal year.   This is 

a slight improvement over the prior year, but only 54 percent of the predicted 

average of 80 births per month.   Also, obstetric admissions, predicted to increase 

to 1,248 this fiscal year, total 525 admissions for the first 11 months of the fiscal 

year, only 46 percent of the predicted amount.  In the meantime, beginning in 

January of this year, the Hospital paid $80,000 a month for malpractice insurance 

to cover this arrangement, a portion of which was directly attributed to the new, 

but not yet functioning, arrangement. 

 

The Skilled Nursing Facility had a lower occupancy rate than anticipated.  The FY 

2011 budget assumes the SNF would average 105 patients per day, generating 

$10.9 million in revenue and losing $903,000.  In fact, after a slow start and the 

inability to admit new patients due to citations from the District’s Department of 

Health, the 120-bed SNF has only just achieved 100 patients per day and has 

averaged 84 residents per day for the fiscal year to date.  To further complicate 
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matters, due to the former patient financial services contractor’s and management’s 

inactions, the Hospital only just received a Medicare provider number to enable it 

to bill for SNF residents insured by Medicare.  The SNF’s loss this year will be far 

in excess of the $903,000 loss originally projected in the beginning of the fiscal 

year.   

 

Hospital management has touted increases in “patient volume” over last year.  

However, putting aside the fact that the Hospital has counted observation beds as 

admissions, a large proportion of this increase is attributable to the acquisition of 

the SNF and to the adult emergency room.  At first glance, the adult emergency 

room appears to be a bright spot, because an average of 3,800 patients have been 

seen in the adult emergency room each month since October 2010, and that 

number is on an upward trend.  Some of this may be due to the improved 

reputation of UMC’s new pediatric emergency room paid for by the District and 

operated by Children’s National Medical Center.  But it is important to note that 

emergency rooms can be a cash drain, particularly if an insufficient number of 

emergency room visits are converted to inpatient admissions.  Hospital 

management has expressed great concern that on average only about 9.6 percent of 

emergency room visits become inpatient admissions (about half the usual level at 

similar hospitals).  Additionally, the number of observation stays, which are 
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reimbursed at a much less favorable rate than admissions, has risen considerably 

since the District took over the Hospital, to an average of 122 observations per 

month this fiscal year. 

 

Furthermore, despite Hospital management’s optimistic statements about patient 

revenues, the actual cash situation is worse than it may first appear because the 

Hospital is not timely paying its bills.  Since the foreclosure, the Hospital’s 

accounts payable have grown to more than $10 million, and that growth began 

immediately after the foreclosure.  As of September 26, 2011, accounts payable for 

the more than 365-day period (generally pre-foreclosure) total $3.3 million (and 

that is after the Hospital wrote-off a large amount of pre-foreclosure accounts 

payable), and for the 0 to 365-day period (post-foreclosure), accounts payable total 

approximately $6.9 million (see Attachment 3).    

 

Yet, simple solutions, such as taking advantage of deeply discounted drugs from 

the US Department of Defense or the 340(b) drug discount program available to 

safety net hospitals, have not been implemented.  

 

The cash problem has stalled investment in the physical plant and other capital 

improvements.  The Hospital budgeted $4.6 million for capital improvements in 

FY 2011, including more than $3 million for investments related to patient care 
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and life safety.  Instead, from October 2010 through August 2011, expenditures for 

capital purposes, as classified by Hospital management, have been $632,000, 

although some additional capital items have been ordered but not yet paid.   

 

The Hospital has continued to operate with almost the same management team that 

managed the Hospital prior to the foreclosure.  That is consistent with the District’s 

foreclosure transition strategy that focused on the absolute necessity of continuing 

Hospital operations without interruption.  At that time, I concurred with that 

strategy and did not replace the prior Hospital CFO or other senior finance staff, 

but the OCFO is now far along in its nationwide search for a new Hospital CFO.  

  

So how has Hospital management responded to its situation?  It has actively, 

aggressively and openly opposed the OCFO’s assumption of its legal status and 

duties in the financial office (even including telling the Hospital finance staff that it 

did not report to the OCFO the day after I met with the finance staff).  More than a 

year after the foreclosure, the Hospital’s finance staff remains the staff hired by 

Hospital management, and even post-foreclosure new or replacement financial 

staff hires have been conducted by the Hospital’s, not the OCFO’s, personnel 

office.  Even now, after repeated requests, the OCFO has not been provided with 

the personnel records of the Hospital’s finance staff.  As I will describe below, the 
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Hospital fought long and hard for the right to exercise control over the actions of 

the proposed retention of a patient financial services director. 

 

Only now has this changed, and only after the Hospital Board directed the Hospital 

to seek an Attorney General’s opinion.  This opinion verified the OCFO’s legal 

position.  The result is that the Hospital now takes the position that the OCFO has 

been directing the very same finance staff and that, instead of Hospital 

management, the OCFO has been responsible for the Hospital’s billing and 

collection activities.  In addition, even though my office was willing to retain the 

contracted patient financial services director originally hired by Hospital 

management by accepting an assignment of the contract from the Hospital.  

Hospital management refused to do so, and despite the OCFO’s subsequent 

multiple drafts of a contract to satisfy Hospital management’s insistence of 

Hospital management’s control of an OCFO employee in direct violation of the 

Home Rule Act, and despite Hospital management’s lengthy delays in responding 

to the OCFO’s contract drafts (see timeline-Attachment 4), Hospital  management 

has attempted to divert the responsibility for the Hospital’s stagnant cash collection 

performance to the failure to have a patient financial services director for five 

months.   Effective September 1, 2011, the CFO has brought in its own patient 

financial services manager. 



 
 

12 
 

 

Hospital management’s assertions that the absence of a contracted patient financial 

services director to manage the existing billing staff and that collections have 

decline as a result totally ignore the fact that all hospitals’ collections have 

seasonal highs and lows (see Attachment 5), that the Hospital’s collections have 

been relatively stable throughout the year, that the outstanding accounts receivable 

days have remained relatively consistent throughout the fiscal year and are within 

the normal ranges for public hospitals nationwide as well as hospitals in the 

District metropolitan area, that both the highest and lowest monthly collections 

were under the former patient financial services director, and that the highest 

month, March 2011, is traditionally one of the highest collection months. 

 
But of interest in light of management’s assertions is the situation at the end of 

March 2011, the month that the former patient financial services director left and, 

according to Hospital management, the financial situation began to decline.  As 

you may recall from your last hearing on the Hospital, Mr. Catania, you asked Mr. 

Hollings about cash on hand and he replied that, at the end of March, the Hospital 

had $8.3 million of cash, which you deemed “quite remarkable.” 

  
That figure is grossly misleading.  Mr. Hollings seems to have calculated $8.3 

million (as reflected on the March financial statement as “cash and equivalents”) 
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using $5.06 million on the March 31, 2011 cash report as the amount in the 

Hospital bank accounts but (a) without reducing for $2.78 million of already 

encumbered amounts (employee contributions to health care plans, employee dues 

to unions, employee withholding taxes, employee retirement plan payments, 

checks written but not cleared, state and local taxes from February 2011 and March 

2011, employee benefits from March 2011, and payroll checks for those not 

receiving payments by direct deposit to be distributed the following day in the 

amount of $270,000, and other payment obligations); and (b) after adding the 

unused $3 million of the District Contingency Fund.   

 
After reducing these amounts, the Hospital actually had an unencumbered $2.28 

million available in its bank accounts on that day, due largely to receipt of its 

quarterly $3.7 million DSH payment on March 25, 2011, which created a 

temporary cash bulge.  Finally, payroll, due the following day, would be paid from 

the amount of remaining cash on hand. 

 
Thus, in March 2011, the highest collection month, the average amount of cash in 

the Hospital’s bank accounts was $2.83 million, and the average amount actually 

available to the Hospital in the same period after deducting previously encumbered 

funds was $1.29 million.  Therefore, without the $2.95 million borrowed from the 

District, the Hospital would have had a negative cash flow in March 2011. 
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Another more specific example of the attempt to divert responsibility is Chief 

Executive Officer Frank DeLisi’s report to a Board committee that the OCFO had 

been operating the SNF, although the OCFO’s sole participation in the SNF had 

been to convert the pre-foreclosure owner’s accounts to District accounts.   

 

At the July 12, 2010 hearing, I stated that I had profound concerns regarding the 

legislation establishing the Not-for-Profit Hospital Corporation, as I stated at the 

time, “the legislation still falls short of the necessary governance arrangements that 

would ensure sound CFO oversight.”  That failure, plus the prolonged open and 

hostile resistance from Hospital management to the participation of my office in 

the financial oversight of the Hospital, has resulted in a lack of comprehensive 

financial controls at the Hospital. 

  

However, all District entities, including the Hospital, are subject to the Home Rule 

Act, and the Home Rule Act directs my office to oversee financial operations of 

the District.  That direction, and the independence of my office, is to ensure that 

the Mayor, the Council and the Congress are provided accurate and unvarnished 

financial information. 

 

We understand there is no panacea that will cure the financial problems at the 

Hospital.  We are all well aware that public hospitals are under great stress 
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throughout the United States, so it is not pejorative to state that the Hospital is in 

the same situation as its peers.  While it is up to the Mayor and the Council to 

determine the future of the Hospital, and it is up to the Mayor and the Council to 

determine the extent of District support for the Hospital, it is, and will continue to 

be, my responsibility is to provide the most accurate financial data available to me 

regarding the Hospital. 
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