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Good afternoon Councilmember Alexander and members of the Committee on Health. My name is
Michael Davis. I am the Chief Financial Officer of the Not-for-Profit Hospital Corporation (commonly
known as United Medical Center). I have been at the hospital since July 2012. Prior to joining UMC, I
was located in Nashville, TN. I have over 30 — years of hospital financial experience ranging from single
facility operations to multi-facility operations.

As you have heard from our CEO, United Medical Center has seen double digit growth related to volumes
since the district has taken over the operations. Total Encounters which is an indicator of access to our
services has an annualized growth rate of almost 13%. Because UMC provides care to primarily low
income population, net revenue due to declining reimbursement trends and reduction of DSH was the
primary factors contributing to the loss associated with fiscal year 2012.

As Mr. DeLisi stated, FY 2012, UMC had a net loss of $322 thousand which was $2.8 million below FY
2011. The $2, 8 million negative variance was impacted by three major factors:

e Reduction of DSH revenue which accounted for $10.7 million negative variance.

e The growth in expenses relative to the growth in net patient service revenue which accounted for
a $4.2 million negative variance.

e The recording of a District subsidy which consisted of a $7.7 million cash payment received in
FY 2012 and $6.0 million cash payment received in FY 2010 for a positive variance of $13.7
million.

Mr. DeLisi went into great detail related to the impact of DSH so I will not repeat what he has accurately
described.

While our net patient service revenue increased 10.9% compared to fiscal year 2011, the growth was
reflected in our highest resource intensive areas such as our Emergency Room, and Behavioral Health
Unit causing expenses to grow at 14.3% and therefore outpace the rate of growth in revenue.

It should be noted that the hospital was informed in June of FY 2012, approximately 8 months into its
then current Fiscal year, that it had been overpaid and there would be no further DSH payments made to
UMC for the third and fourth quarter and the hospital also would need to pay back approximately $700
thousand. This caused a significant impact on the hospital’s ability to meet current obligations to provide
needed healthcare services to the community. As a result the District provided $7.7 million over the last
three months to offset the reduction of DSH and to assist the hospital in meeting its current obligations.

As a result of the loss of DSH, and the continued cash and earnings shortfall associated with the
challenges of providing care to an increasing number of patients at declining reimbursement levels, UMC
is operating in a continual cash deficit. This cash deficit is not the result of the hospital’s lack of
collections. Between FY 2011 and FY 2012 patient collections increased approximately 13% and is
currently trending in line with revenues being generated. As previously stated, it was primarily caused by
the significant reduction of DSH payments (reduced by 50%) and the cost of provided care to patients at
lower reimbursement. At the end of FY 2012, Cash on Hand was $3.3 million which represents
approximately 11 days operating cash. As of this meeting we have continued to see a decline in available
cash and are now operating at approximately 4 days cash on hand. It is not atypical for a hospital to hold



as much as 125 days in cash on hand. We are also experiencing difficulty in making timely payments to
many of our vendors, which the hospital relies to provide vital supplies and services to provide patient
care services. Our Average Payment Period (which is the average time we pay our vendors) was almost
63 days at the end of FY 2012 and has increased to almost 70 days as of today. I believe that the hospital
will need additional support in FY 2013 and quite possibly in FY 2014 as we reform the hospital with the
assistance of Huron Healthcare.

As you are aware, Huron Healthcare was selected to assist the hospital in a reformation that better aligns
the services provided to the community needs. This is a two year project that will better prepare the
hospital to address the challenges of our delivery of healthcare consistent with today’s environment.
While it is widely anticipated that Huron will provide the expertise to successfully complete this
transformation, it should be noted that there will be a period during which the hospital may continue to
need District assistance as new strategies are developed and operational performance improvement plans
are put in place.

Thank you Chairman Alexander and distinguished council members for your time. As always, I am at
your service and will take any questions that you might have.
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