Mueller Prost
CPAs + Business Advisors

Benchmarking: Drive Change through
Financial and Operational Metrics
Presented By:

Tiffany Karlin, Partner and Director of Healthcare

Greg Pfeuffer, Partner and Director of CFO Services
November 13, 2017

Advising with Vision®

11/10/2017

Migia\

|:= Objectives

= Add tools to your benchmarking toolkit, with a particular
focus on healthcare

= Consider a fresh approach to your dashboard, and what
drivers are most effective for you to review

= Learn they value of benchmarking and identify a variety of
benchmark data sources
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Introduction
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Why Benchmark?
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The Pursuit!
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rE: The Mindset
[ FROM |

[+ Healthcare silos \ { + New pressures in a changing \

healthcare system

« Planned revenue growth

« Population being served wanting
to stay at home and maintain an

+ Flat or declining revenue
+ Population being served within
brick and mortar healthcare

services active lifestyle
« Inconsistent, unpredictable cash e lfestyle
+ Predictable and improved cash
flow flow
- Unmanaged receivables and A
o amesg + Managed working capital
pay: « Strong, tested internal controls
+ Weak or unproven internal " :
+ Consistent service quality
controls "
e + Streamlined and documented
+  Extensive training time
processes and procedures
+ High employee turnover

« Happy, diversified, and skilled
workforce

« Meaningful and timely
information available to manage
the organization

+ High dependence on a few
individuals

+ Limitations on the availability of
meaningful, timely financial

information P—
! « Increased organizational value
+  Keeping the status quo and N N
« Using research, benchmarking,

staying stagnant and vision to guide the
organizatior
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rE: Common Questions

® In what areas could my organization improve?

® |s my organization prepared to manage a skilling nursing population under Medicaid Managed
Care?

In what ways could my organization become more efficient?

How is my organization controlling an aging?

How vulnerable is my organization to fraud and employee theft?

How does my organization compare to others within my industry?

Is my organization meeting the needs of the future of healthcare and senior services delivery?
How can | delegate more responsibility to my team without giving up control of key
decisions?

What areas should | focus on to receive the largest return on my investment of time, energy
and money?

Am | missing out on any “best practices” within my industry?

Am | appropriately balancing the day-to-day operations with strategic planning for the future?

Are my employees appropriately trained?

Is my organization staying relevant in the changing market?

THE ANSWERS ALL RELATE TO OPPORTUNITIES!
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[= How Do | Unlock Opportunities?

= Benchmarking

= Comparing expected performance to actual (& understanding gaps)
= Reviewing key processes

= Assessing business and operational risks (impact vs. likelihood)

= Collaborating with management team members

= Planning strategically and tactically

= Fostering relationships with key advisors (CPA, attorney, banker, insurance,
financial planner)

= Exploring partnerships

= Strategic planning
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Benchmarking
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[= What is Benchmarking?

= The process of identifying and capturing data and evaluating this
data against oneself or an outside party (internal or external).

= Types of benchmarking
— Performance (e.g. financial)
— Process (e.g. best practices)
— Strategic (e.g. comparison to competitors)
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[= Why is Benchmarking Important?

= |dentify opportunities to reduce costs
= |dentify competitive advantage
= |dentify opportunities to increase quality of service

= Gain insight into relative strengths and weaknesses compared to
other organizations

= Combat organizational complacency and the perception that
current performance is acceptable
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|-_-= Why is Benchmarking Important?
(Continued)

= Change the way it views its performance by providing both
qualitative and quantitative measures of effectiveness

= Move beyond an assessment that is based solely on opinion
= Avoid reimbursement penalties

= Revenue and reimbursement optimization

= Prepare for new payment models

= Support the need for a transformation of processes or even an
entire organization
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Common Financial Metrics and
Performance Indicators

= Financial ratios
= Comparative analysis
= Healthcare specific metrics
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[= Common Financial Ratios

= Current ratio

= Quick ratio

= Days working capital

= Accounts receivable days

= Debt-to-equity

= Interest coverage

= Revenue growth

= Operating income percentage
= EBITDA percentage

©2017 | Mueller rost | Slde 16 a
Benchmarking: How to Drive Change | Nov 13, 2017 ‘m

Mueller Prost
[e2

As - Business Advisors

11/10/2017

[= Comparative Analysis

= Current month to prior month

= Current month to same month in prior year

= YTD revenue and expense

= Current YTD to prior YTD

= Trailing twelve month (TTM) revenue and expense
= Budget-to-actual

= Variance reporting (monthly and budget-to-actual)

= Common-sized financials

= Footnotes explaining fluctuations in revenue and expense

= Fixed vs. variable costs
= Direct vs. indirect costs
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[= Healthcare Specific Metrics

= Census

= Occupancy

= Patient / resident days

= Payer mix

= Reimbursement rates / published rates
= Medicare RUG optimization

= Labor turnover

= Overtime

= Admissions, transfers and discharges
= Hospital readmissions

= Source of admissions

= Length of stay
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[= Healthcare Specific Metrics Continued

= Bed holds

= Wages

= Food costs

= Supplies

= Purchased services

= Pharmacy

= Five Star Quality Rating criteria
= Nursing hours per patient day
= Managed care contract rates
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Benchmarking Data
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[= Sources of Benchmarking Data

* Internal
— Historical financial data
— Budgets and forecasts
— Taxreturns
— As filed cost reports

External
— Bizminer
— ProfitCents
— D&B First Research
— CMS Medicare cost reporting data
— CMS Public Use File (PUF)
— Certification And Survey Provider Enhanced Reports (CASPER)
— Medicare: Medicare.gov
— OSHPD:

= https://siera.oshpd.ca Fi iscl e.aspx

= https://oshpd.ca.gov/HID,
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rE: Sources of Benchmarking Data (Continued)

= External continued
— Five Start Quality Rating
— eHealth Solutions/PointRight
— Data.Medicare.gov
— Strategic Healthcare Programs (SHP) Data
— CARF International
— AHCA, LTC Trend Tracker
— CMS Enterprise Portal
— National Investment Center (NIC)
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FINANCIAL RATIOS

©2017 | Muellr Prost | lide 23
Benchmarking: How to Drive Change | Nov 13, 2017
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rE: Bizminer

Industry Financial Report
release date: June 2017 State of California
[623110] Nursing Care Facilities Sector:
Health Care-Social Assistance Sales Class:
$10m - $24.99m
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Bizminer
Firms Analyzed
2012 176
2013 202
2014 190
2015 208
2016 162
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|:= Bizminer Income and Expense- Profit and Loss %

ase . . .
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|:= Bizminer Balance Sheet
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|:= Bizminer Financial Ratios: Cash Flow-Solvency

©2017 | Mueller rost | Side 27 ## Mueller Prost
M cpr

Benchmarking: How to Drive Change | Nov 13,2017 Ag - Business Acvisors




|:= Bizminer Financial Ratios: Efficiency-Debt-Risk
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|:= Bizminer Financial Ratios: Turnover
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Sageworks Industry Data

LT T ———

Industry
Financial Data
and Ratios
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Sageworks Industry Data

Average by Year (Number of Fina
Industry Data
Common Size
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|'_'= Sageworks Industry Data

Industry Data
Common Size
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|'_'= Sageworks Industry Data

Industry Data INDUSTRY DATA COMMON SIZE SUB ACCOUNTS
Common Size

Average by Year (Number of Financial Statements)
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COMPANY BENCHMARK INFORMATION

NAICS: 62331
Data Period: 2015

Table Data Format

D&B FirSt Company Size
Research s ress

Company Count

Income S
Net Sales.
Gross Mar 100.0%
Officer Compensation 48
Advertising & Sales 04%
Other Operating Expenses eTe%
w26%
72%
28%
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Company Size
Size by Revenue

Company Count

D&B First o

Research o™

Total Current Assets.

Property, Plant & Equipment

Other Non-Current Ass

Total Assets

Accounts Payable

Total Current Lisbilities

Total Long Term Liabilities

Net Worth

Under 35M

oz
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Size by Revenue Over $50M  SIM.350M  Under 350
Company Count eaze 7 200 12

Financial Ratios

D&B First S
Research -

Current Lia

Ratio

ies to Net Worth

Current Lial

5 to Inventory
Total Debt to Net Worth

Fined Assets to Net Worth
Days Accounts Recervable
inventory Turnover

Total Assets 1o Sales

Working Capital to .
Accounts Payable to Saies

Pre-Tax Return on Sales

Pre-Tax Return on Assets
Pre-Tax Return on Net Worth

Interest Cov

EBITOA to Sales
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Q.Find Data and Reports

Q  Data Products B

y Type

@ Data Products By Duta Type
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CMS Cost Reporting Data

clene ot c‘,.f.::;{%:ém Dierenc LTS Comes o

Cap-Ritd Costs-Bldgs. & Fixtures $13.49 $20.44  $10.99 S26.80  $1331

ICap-Ritd Co: i $1.74 $2.24 $0.54 $3.37 $1.63

Employee Benefits $36.85 $32.89 -$3.97] $29.86 -56.99

& General $68.17 Se5.a1 5271 $a8.08 51964

Plant Operation, Maint & Rep 5226 $1224 -$10.39 $13.99 3868

[undry & Linen $4.94 §389 5111 5352 5142

$5.99 5774 518 5777 s1.84

Dietary 523.44 5203 8313 S21.08 5238

Nurs Admin $3.4 S67] %33 51042 5702
led Records & Library $1.24 $2.54 $1.3 $1.63
Bocial Service 5564 $527] 503 sa.15
Er - Participating $108.47 $82.13 7515.341 §73.07
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ﬂ CMS Cost Reporting Data
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::: CMS Rugs Compare Data
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ﬂ AHCA LTC Trend Tracker

PointRight® Pro Long Stay™ Hospitalization Rates for
201801

[AHCA Discharge to Community Rates for 201601
CMS Total Ris

Certification Admissio Actual Expected
Rate

X 11.8%
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ﬂ Medicare Compare
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Managed
Care
Contracts
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ﬂ Managed Care Contracts

"
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’|'_‘= Quality Measures (QAPI)
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Claims Errors
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Medicare Rehospitalization Rates
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|'_'= Benchmarking Process Steps

1. Analyze financial and operational benchmarking data
2. Identify potential opportunities

3. Consider financial impact of implementing opportunities identified
= Cash flow
®  Reimbursement

4. Consider non-financial impact of implementing opportunities identified
5. Make “go” or “no-go” decision

6. Document decision

7. Implement

8. Monitor

9. Continuously improve

ST s fa Mueller Prost
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|'_'= Ways to Impact Revenue and Expenses

Strive for timely, accurate financial information

Share the appropriate data with the appropriate people

Utilize financial metrics and performance indicators (e.g. revenue and cost
drivers)

Utilize clinical metrics and performance indicators (e.g. revenue and cost
drivers)

Understand the root cause of variances identified during comparative analysis

Maximize billing and reimbursement rates

Reduce billing errors

Understand current and future referral sources
= Stay current on billing and collections
Document and analyze root cause for rejected claims
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Ways to Impact Revenue and Expenses
(Continued)

= Review / negotiate managed care contracts (rates, exclusions, etc.)
= Analyze contract profitability

= Utilize budgets and set goals

= Analyze fixed vs. variable costs

= Analyze direct, indirect costs and overhead

= Establish expense approval processes

= Centralize purchasing

= Pay attention to employee satisfaction and absentee trends

= Control overtime and excess capacity

= Review key processes for efficiency, waste and internal control
= Incorporate automation when appropriate
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