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for the Health Administration LEND Trainee

FINANCE AND BUDGETING
Goal: To enhance the Non-Health Administration trainees understanding of financial management
for services and supports to children and youth with neurodevelopmental disabilities and their
families..

COMPETENCY OBJECTIVES
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Objective A: All non-HA trainees will be acquainted with the basics of financial management, including budget
cost accounting and financial analysis.
1. Competency: Knowledge of the basics of
Financial Accounting/Financial
Management.

2. Competency: Ability to name and compare
reimbursement mechanisms for health care
delivery.

3. Competency: Ability to name and define
the players in the health care industry.

The non-HA trainee will read the Finance
Overview.

Non-HA trainee can meet with HA
trainee or discipline coordinator to
discuss Finance Overview.

Discussion of case-lets will include a comparison
of and rationale for specific reimbursement
model in the proposed clinical service.

Non-HA trainee can interview
practice manager regarding
contracting specifics.

The non-HA trainee will read the Finance
Overview.

Non-HA trainee can meet with HA
trainee or discipline coordinator to
discuss Finance Overview.
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Objective B: LEND Non- HA trainees will be familiar with the unique financial challenges and
implications of operating an interdisciplinary CHSCN clinic.
1. Competency: Ability to describe the
cost structure of a CSHCN clinical
service and explain the impact that
the interdisciplinary team has on the
clinic’s bottom line. .

The trainee should interview a CHSCN
clinic director to discuss factors that
influence the direct application of
business principles in CHSCN clinics,
such as needing to provide Federally
mandated services even when income
does not meet expenses.

Non-HA trainee can meet with
HA trainee or discipline
coordinator to review
principles and practices
articulated by the clinic
director.

2. Competency: Ability to describe the
benefit of employing fiscal controls
in health care organizations.

The trainee should meet with a CHSCN
clinic director to discuss alternative
accounting and financing strategies to
compensate for expensive, poorly
reimbursed services.

The trainee should pay
particular attention to the
issue of reimbursement for
the extra time that complex
medical problems demand
from the clinic.
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Objective C: Non-HA trainees will be able to assess a LEND-related proposal budget and financial
targets.
1. Competency: Non-HA trainees will
be able to describe the budget
review process addressing for
completeness and consistency.

2. Competency: Non-HA trainees will
be able to complete a cost-volumeprofit analysis and a break-even
analysis for a proposal to hire new
clinical staff position/s.

The trainee should interview the HA
Discipline Coordinator about the purpose
of budgets and what makes for a
useful/useless budget.

The trainee should review and complete
Profitability Analysis Case-let.

This could be a group
exercise in Core Course
lecture led by the HA trainee
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Financial Management Overview
Health Services & Applications to Neurodevelopmental Disabilities & Related
Disorders in Children
The health care sector of our economy is growing rapidly in both size and complexity.
Understanding the financial and economic implications of decision making has become
one of the most critical areas encountered by health care decision makers. Knowledge
paired with successful decision making can lead to a viable operation capable of
providing needed health care services. Unsuccessful decision making often leads to
financial failure. The role of financial information in rounding out the professional’s
perspective cannot be overstated.
Compared with most businesses, health care organizations are financially complex. Not
only do they provide a large number of specific services, but also their individual services
often have different effective prices structures. Services may be bundled in different
ways to determine prices, according to extant agreements with specific payers. One
customer [patient] may pay on a cost basis while another may pay based on self pay
criteria. Prices may be determined prospectively or may be capitated for broad scopes of
care. This variation in payment patterns or reimbursement creates problems in the
establishment of prices for products and services. Indeed, the revenue function of a
typical health care entity is usually much more complex than that of a comparably sized
non-health care business. Further, organizations within different segments of the health
care industry are affected by changes in payment arrangements in different ways.
Health care entities also depend heavily on a very limited number of key clients for most
of their operating costs. The largest client is often the federal or the state government.
Doing business with these governmental agencies involve a significant amount of
reporting to ensure compliance and adherence to government regulations. Moreover,
since the federal government is such a large purchaser of services, a thorough
understanding of the nature and implications of the Medicare and Medicaid payment
system’s rules and regulations is a must for effective management practices.
Health care organizations can have vastly different revenue structures depending on
which segments of the health care industry in which they are active. Government
commands enormous influence as a purchaser of health care services and maintains
complex payment systems. The Managed Care arena is an evolving payment mechanism
that also must be critically analyzed and understood. Health plans have historically paid
providers, doctors and hospitals on a fee-for-service basis. The health plan then assumed
the risk for all utilization variances, whereas, the provider assumed the risk for
production, being able to provide services at cost less than negotiated prices. HMOs and
other managed care organizations are also trying to shift utilization risk to providers by
capitating payment to them.
Capitation payment systems require the providers to know much more about the
populations that they are obligated to provides services to and to do a much better job of
forecasting. Pricing under a capitated payment system is easy to conceptualize but
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difficult to implement because most providers have little experience with utilization
variation in a covered population.
Regardless of whether a health care service is for profit or not-for-profit, both types of
health care organizations must be able to cover their costs or the services will not survive.
Generating more revenue, or income, than what it costs to provide those services is also a
worthy goal, regardless of non-profit status. If a not-for-profit health care service
generates a “profit” (i.e., takes in more revenues than it expends), the organization can
put those resources back into the program for improvements or to meet increasing costs.
The costs of doing business, whether it is health care or something else, usually involves
a combination of fixed costs which are independent of volume of goods and services
produced, such as salary for employees or equipment, and variable costs, which are
goods or materials whose consumption is related to the volume or number of goods and
services produced. The components are typically referred to as the “cost structure” of an
organization. In the case of health care, the services or products of this sector are
typically referred to as volume, visits, or utilization. Because the ability to survive as a
health care provider organization is dependent upon an organization’s capacity to balance
costs and revenues, it is critically important for not only managers and budget analysts to
understand the basic tools of financial management, but also for clinicians to understand
these concepts and their role in the cost structure and revenue generation processes. It is
a fundamental requirement of leaders within an organization to assure the fiscal “health”
of a company or organization, and thus, leaders of clinical programs must also have a
command of financial management tools to assure good financial health.
Analyzing cost structures typically involves identifying fixed costs of salary and
benefits of health care providers, facilities, debt service, and equipment. Fixed costs for
the most part do not change within a fiscal year, and the organization is committed to
paying out those costs whether one or 1000 patients are seen. Thus, to meet fixed costs
there is an incentive to generate volume. Variable costs will vary, or change, as a
function of patient volume. For example, laundry and food service charges in a hospital
will vary depending on number of admissions and length of admissions. Both fixed and
variable are referred to as direct costs. Indirect costs include the cost of administrative
and overhead types of services that may be shared by a number of other clinical program
areas or units, such as payroll, information services, billing, and housekeeping, but some
portion of those costs must be borne equitably by each of the service units who make use
of those shared services.
Generating revenue involves not only offering services that are attractive and
responsive to customer needs, but also assuring adequate patient mix to secure
reimbursement, managing timely billing, raising non-patient revenue based income, and
effectively managing to maximize efficiencies that save the organization and the
consumer money. Analyzing utilization, revenues, and cost recovery can also help a
health care organization identify strengths and weaknesses and gaps in revenue
generation, and can also contribute to pricing of services. Many health care
organizations function as “price takers,” meaning that they take the reimbursement
provided by third party payers for particular services. Analysis of utilization and
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revenues based on prices set by the insurers is often all that is needed to project revenues
under different volume scenarios. However, when new services are offered, establishing
prices (i.e., becoming a “price setter” instead of “price taker”) may require the use of
other types of analytic tools which may be based upon the actual costs of providing the
service (based on the “cost structure”) and the presence or absence of discounts or a
profit targets. A cost-volume-profit analysis and break-even analysis are two financial
management tools that allow managers to explore the impact of alternative assumptions
about costs, prices, and volume on its capacity to provide a particular service. This type
of information can help managers “evaluate future courses of action regarding prices and
the introduction of new services.” (Source: Louis Gapenski, Health Care Finance.
Foundation of the American College of Health Care Executives, 2005).
Budgeting is also an important management tool that enables administrators to establish
operational goals to keep costs in balance. Oftentimes a budget is set based upon
previous year’s experience, and significant variations can occur in the current year from
the previous year’s experience. If, for example, volume of visits is significantly lower
than projected for a given period, there can be cost savings in variable costs, but fixed
costs must be met regardless. Using c-v-p analysis in the budgeting process can allow
administrators to develop a range of cost estimates based on volume and set volume
targets to keep costs manageable. Use of the balance sheet (which provides a real time
summary of costs/expenditures and cash flow) to monitor costs and revenues on an
ongoing basis throughout the year is also an excellent tool to support the fiscal health of a
health care organization and enables timely responses revenue or expense problems that
might emerge.
Internal fiscal controls are employed in health care settings to assure accountability of
the funds being generated (revenues) and being expended (payouts for salary, supplies,
equipment, debt service, etc). Internal fiscal controls, such as payroll analysis and
accounting audits, help managers identify any unusual outflows of cash or other
inappropriate use of funds, and help avoid billing errors that could lead to costly and
embarrassing fraud investigations.
Beyond using financial tools to effectively manage a health care service, financial
analysis is a necessary component to any business plan. Analysis of market conditions
is essential to predicting the potential of a new or expanded service, product, or line of
business to cover its costs and/or make a profit, but this analysis cannot be complete until
there is a full understanding of costs under various market scenarios, or projected volume
of sales or services. Thus, all of the tools of financial management described above
would prove useful when incorporated in business planning for new services. This type
of analyses can gain the confidence of potential investors, whether they are financial
investors, grant makers, academic administrators, or chief financial officers of health care
organizations, all of whom will evaluate the merits of various proposals based on not just
the need for the service, but is fiscal soundness as well.
The ability to manage financial decision-making requires an understanding of various
terms. Below are listed common finance and budgeting terms and definitions of health
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services that will be invaluable in the professional’s consideration of financial issues in
care delivery for children with special health care needs.
Third-party payers-insurers from which a large proportion of the health service industry
receives its revenues. Third-party payers are classified as private insurers (Blue
Cross/Blue Shield, commercial, and self insurers) and public insurers (Medicare and
Medicaid).
Revenues-monies collected or expected to be collected by an organization from the
provision of patient services.
Expenses- economic costs associated with the provision of services.
Reimbursement-payment methods used to reimburse providers. Payment methods fall
into two major classifications: fee-for-service and capitation.
Fee-for-Service-a payment method of which many variations exist and is based on the
greater the amount of services provided, the higher the amount of reimbursement.
Capitation-a payment method in which a fixed payment is made to providers for each
enrollee regardless of the amount of services provided. Providers receive a specific
amount in advance to care for specific health care needs of a defined population over
a specific period. Providers are usually paid on a “per-member–per-month” basis
(PMPM).
A capitated provider assumes the risk of caring for the covered population for the
PMPM amount. The capitation dollars are derived from premiums paid by enrollees.
Prospective Payment System-The rates paid by the payers are determined by the payer
before the service is provided. For example, per procedure, per diagnosis, or per
diem. This system is used by Medicare to reimburse providers a set amount based on
the patient’s DRG (Diagnosis-related group).
Managed Care- various arrangements made that are designed to control health care costs
through monitoring, prescribing, or proscribing the provision of healthcare to a
patient population, for example, an HMO. Managed care plans provide both the
insurance function and the provision of healthcare services.
Health Maintenance Organization (HMO)-Entities that receive premium payments
from enrollees with the understanding that the HMO is financially responsible for all
predefined health care required by its enrollees for a specified period of time. The
healthcare is provided through the HMO’s provider network.
Preferred provider organization (PPO)- An independent provider or provider network
pre-selected by the payer to provide a specific service or range of services at
predetermined (usually discounted) rates to the payer’s covered members.
Utilization review-used to ensure that services rendered are appropriate and needed.
Usage Variance-the dollar amount caused by excess utilization.
Negotiated charges-allow for discounts for billed charges. Some HMO’s and PPO’s can
negotiate discounts ranging from 20 to 30 percent or more of charges billed to them
because of the large number of patients that they bring to a provider.
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Case Illustration: Profitability Analysis as Part of a Business Plan to Establish A
New Learning Disabilities Diagnostic Service in a Neurodevelopmental Group
Practice
A neurodevelopmental clinic in the St. Theresa Health Care System in Ft Worth, Texas,
is putting together a business plan to consider adding on a new diagnostic service to
assess specific learning disabilities among children ages 6 through 18 and to provide care
plans for the affected children. Several members of the clinical team – psychologists,
speech/language specialists, and occupational therapists – have expressed great interest in
branching out to this type of neurodevelopmental problem area because learning
disabilities may play a role in some of the adjustment, attention, and behavioral issues
they are seeing in the clinic, and they would like to get a better handle on it. A team of
consultants has been hired by the clinic manager to analyze the current market conditions
for such a service, and another team has been hired to prepare a profitability analysis to
help the group practice manager determine how much patient volume will be required to
make this new service “self-supporting.” The financial consultants have decided to carry
out a cost-volume-profit analysis to identify the minimum number of visits required for
the clinic to “break-even” on this new service in the first year (“break-even” means that
profit = 0 in the first year) and to determine if it is possible to make a modest profit that
could be used in the future to cover raises for the clinical staff.
For purposes of illustration, this example will be simplified. Assume that three specialty
areas are involved in this new initiative – a neuropsychologist, speech/language
pathologist, and an occupational therapist. The fixed costs for the new service include
clinician salaries, the purchase of 10 new psychological test kits and 10 new
speech/language testing kits, each costing $1000.00, and a certain amount for indirect
costs charged to the clinic by the health care system they are a part of. The occupational
therapist does not need to purchase any testing kits. Variable costs involve scoring sheets
for each patient who is given a diagnostic test in psychology or speech pathology. Each
scoring sheet costs $2.50, and they come in packets of 25 from the testing company. We
know from the previous year’s analysis of utilization and total revenues generated by
these three services that the average amount of revenue generated per service visit was
$150.00. With the new service, each patient will receive an evaluation from each of the
three clinical areas.
Assumptions:
Average Price/Revenue Per Visit: $150
First Year’s Fixed Costs: $216,000 (clinical salaries, test kits, overhead)
Variable Cost: $5 per visit (based on each patient using two test booklets @ $2.50 per
booklet)
1. Base Case: How much profit will the clinic make if they can schedule 10
patients per week for learning disabilities diagnostic work-ups?
ANSWER: $4500
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Assume a volume of 1500 visits in the first year (assumes the clinic can schedule 10
patients per week, each receiving a psychological assessment, a speech and language
evaluation, and an occupational therapy evaluation, thus, 30 visits per week over a 50week period)
The formula for computing cost-profit-volume analysis is as follows:
Profit = (Total Revenue – Total Variable Costs) – Fixed Costs
= ($150 x 1500 visits - $5 x 1500 visits) - $216,000
= ($216,000 - $4500) - $216,000
= $220,500 - $216,000
= $4,500
2. Breakeven Analysis: What is the minimum volume required for the clinic in
the first year in order to break-even (i.e., where Profit=0)?
ANSWER: 1489 VISITS
Profit = (Total Revenue – Total Variable Costs) – Fixed Costs
0
= ($150 x X visits - $5 x X visits) - $216,000
($150-$5) x X = $225,000
$145 x X = $216,000
X = 216,000/145
X = 1489 visits
3. Profitability : What volume is required for the clinic to realize a 5% profit ?
ANSWER: 1564 VISITS
Profit = (Total Revenue – Total Variable Costs) – Fixed Costs
$10,800 = ($150 x X visits - $5 x X visits) - $216,000)
$10,800 + $216,000 = ($150-$5) x X
$226,800 = $145 x X
$226,800/145 = X
1564 visits = X

Final Comments: Offering Health Services within the LEND Training Grant
Context – Some Unique Challenges
Offering health services for children with neurodevelopmental disabilities and related
disorders in the context of the LEND training program poses some unique challenges for
health administrators. Clinicians’ time must be dedicated to not only seeing patients and
thus generating volume and revenue, but also to training time. Thus, fixed costs in the
context of a training program cannot be exclusively applied to patient volume. A second
challenge for LEND type programs is that a significant portion of the revenue base is
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grants, which do not respond directly to changes in volume. Thus, approaches to service
expansion must thoughtfully consider the impact of grant revenues on the profitability
analysis, bearing in mind that grant revenues are not as predictable as third party
payments, and should not be factored into the revenue base when estimating
reimbursement per visit. Thirdly, LEND training programs operate within academic
medical center spheres where the billing and revenue recovery may be blended into larger
program areas and departments, thus making it challenging to access all the needed
information on utilization, costs, and revenues, that could support financial management
activities on the level of the clinical unit. It also becomes difficult to expand into new
areas because the process of generating equity to invest in new programs, equipment, and
services may be restricted in the context of academic settings. Interdisciplinary services
for children with neurodevelopmental and related disorders also pose challenges to
providing the appropriate level of care. The range of medical and allied health
professionals involved in interdisciplinary care has different payment levels and
restrictions associated with reimbursement. Thus, the capacity to carefully analyze
utilization and revenues across specialty types is essential for effective financial
management, yet these activities are often difficult in the broader context of how LEND
programs operate. Given these challenges, it seems prudent to dedicate time and effort to
the ongoing relationships with administrators in the broader systems within which LEND
programs operate.
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