
 

You have been appointed as the new director of the Health for All Clinics. How 

would you proceed to assess the financial health of your organization? Specifically 

what would you look at and how would you analyze the information available to 

you?  

 

Assessing the financial health of your organization is not just a one-time thing for 

a director; it is absolutely necessary and should be constant. Some organizations due 

yearly evaluations, some quarterly and some monthly, depending on how large or small 

the Healthcare clinic is would determine how often the financials need to be reviewed. 

Another factor is the strength of the healthcare organization. If the clinic has been having 

troubles a more frequent evaluation may be necessary. As a new director the first thing I 

would do is evaluate the past, current and possible future plans already in place! Through 

assessment you want to look at the financial condition of the entity, evaluating the 

stewardship within the entity, assessing the efficiency of operations and assessing the 

effectiveness of the operations. 

 I would compare the evaluation results to the current industry standards, to my 

competition as well as to the goal setting of our own organization. As a clinic, I would 

expect to be at the top of the local region. If I am providing healthcare for all then my 

standards must be in line with current regulation, especially if we are receiving any type 

of government funding. The market is always a great industry to compare to, especially 

when you are competing with private organizations.  

 Many factors will go into the evaluation of the clinic. To begin a basic 

examination of assets, liabilities, and equity will determine the immediate position of the 

clinic. Other factors such as stakeholders’ rights, integrity and ethical behavior, 

disclosure and transparency, performance, responsibility, leadership, accountability, 

mutual respect, client-focus, teamwork and organization’s resources. All of these factors 

in one way or another determines the ratio of inputs versus outputs.  

 Stakeholders include investors and employees, as well as patients, community 

members, organizations and vendors. Stakeholders play a valuable role in the overall 

function of an organization. Depending on their involvement stakeholders have certain 

rights established by the organization or determined by law. I would evaluate in depth the 

organizations involvement of their stakeholders at all levels and whether a reevaluation 
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needs to be done. The integrity and ethical behavior are the decisions based on the values 

held by the organization. It is important that the organization defines and agrees on a 

shared set of values and code of conduct. If there is a miscommunication at this level the 

organization will fail. 

 Disclosure and transparency is how the organization implements procedures to 

independently verify and safeguard the integrity of its operating and reporting systems. 

Disclosure of materials matters concerning the organization should be timely and 

balanced to ensure that investors and other stakeholders have access to clear, factual 

information. Organizations can face serious issues if they do not disclose truthful 

information. I would absolutely evaluate this process. Performance orientation is the 

established organizations indicators to determine whether goals and objectives are being 

met. I would evaluate all aspects, including financial, management, clinical performance 

and structure as discussed above. 

 The leadership of the health care clinic is ultimately responsible for providing 

safe, high quality care. It is directly accountable for its actions to the relevant 

stakeholders, investors, health authorities, community and individual clients. Leaders 

should demonstrate mutual respect and civility with a goal of building trust and I would 

absolutely evaluate for this. Another huge area is client-focus. As we discussed in class 

on numerous occasions, client focused-care is directed towards meeting the needs of 

patients and their families.  

 Some client-focused factors I would look for would include: dignity and respect, 

taking into account the values, beliefs and cultural backgrounds of patients during the 

planning and delivery of care, resolving complaints and conflicts as soon as possible, 

sharing information according to privacy rules, encouraging patients to share their 

thoughts and questions, evaluating if healthcare professionals are sharing information 

regarding illness and treatment options in ways that each patient can understand, 

participation, evaluating whether the clinic is preparing and supporting patients and their 

families to participate in care at the level they choose, and providing care across the 

continuum of care between the home, hospital, primary health, our clinic and the 

community.  
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 To be effective in any of the above areas teamwork needs to be evaluated. Upon 

accepting the position, if not before I would evaluate the level of teamwork at all areas of 

the organization. Quality improvement activities are best carried out in multidisciplinary 

teams. Each member of the staff is valuable in the care and treatment of patients and each 

member has a role in providing quality care for the patient. I would set up a structure so 

that each team can bring a different set of knowledge, experience and skills providing 

better understanding of an issue or process. Teams are capable of providing a greater 

number of ideas for solutions then individuals. In addition when people work together, 

they are usually more committed to the solutions agreed upon. Therefore involving all 

levels of staff in quality improvement initiatives creates a sense of ownership and 

accountability as well as excitement within the organization, which as we discussed in 

class is one of the best ways to get everyone involved. 

 I would take a multi-step approach to prepare the clinic and organization for a 

financial assessment. The first step would be to get organized. Would I be performing the 

evaluation by myself, with a team or a contract agency? The next step would be to orient 

the team. Who would conduct the assessment and who would lead the team’s 

assessment? Will we do it in sections, as a large group, etc? The third step would be to 

conduct the assessment. What areas does the assessment need to cover? As listed above 

these would be the areas I would evaluate: 

Clinical Governance and Leadership (CGL) 

• Governance documents 

• Management responsibility for operations 

• Oversight of contracts 

• Departmental scope of services and policies and procedures 

• Space and equipment planning 

• Staff recruitment, retention and development 

Ethics and Patient Rights (EPR) 

• Verification of professional staff credentials 

• Processes to support patient and family rights 

• Informed consent 

• Framework for ethical management 

• Organ and tissue donation 

• Reproductive health policies/IVF 

• Termination of pregnancy services 

• Clinical research 

Quality Measurement and Improvement (QMI) 
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• Clinical practice guidelines and pathways 

• Leaders’ involvement and support 

• Infection prevention and control 

• Medications use 

• Sentinel events 

Patient Safety (PS) 

• Patient identification 

• Effective communication 

• High alert medications 

• Correct site, procedure, and patient for surgery 

• Health care associated infections 

• Risk of falls 

Facility Safety and Emergency Management (FSE) 

• Environmental safety and security 

• Hazardous materials plan 

• Emergency management planning 

• Fire/smoke plans 

• Medical equipment maintenance 

• Utilities management 

 

These are not direct financial numbers but they are what make up our finances 

whether directly or indirectly. I would use a variety of observation techniques such as 

observations themselves, interviews, and of course a large review of current documents.  

After observation and collection of data I would compile all the data to be analyzed. 

Again organizations do not state their objectives always quantitatively so this makes 

factors hard to measure. This is a reason financial reporting is required to place a value 

on services. 

 

What are the four major budgets of a health care organization? Briefly discuss each. 

 

 The four major budgets of a health care organization include: Statistics Budget, 

Operating Budget, Cash Budget, and Capital Budget.  

 The Statistics Budget identifies the amount of services that will be provided, 

identifying by payer and intensity the workload involved.  

 The Operating Budget is composed of the revenue budget and the expense budget. 

The revenue budget projects or forecasts revenues based on statics forecast, and the 

expense budget forecasts operating expenses based on statistics forecast. The bottom of 

line of the Operating Budget is the organization’s net income.  

 The Cash Budget estimates cash flow from history and uses it to develop a cash 
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budget based on revenues. It operates like an aging g schedule for accounts receivables.  

  The Capital Budget is a process in which an organization determines whether 

projects such as building a new plant or purchasing new equipment are with pursuing. 

Often times, a prospective project’s lifetime cash inflows and outflows are assessed in 

order to determine whether the returns generate meet a sufficient target benchmark. The 

Capital Budget is usually budgeted for one to five years out of the organization’s life and 

considers all aspects of cost and should be in line with the organization’s strategic plan. 

The Capital Budget process should include the physicians.  

 

 

Discuss the advantages and disadvantages to the various approaches to the budget 

process. (Static budget, flexible budget, rolling budget; participatory approach 

versus centralization) Do these advantages and disadvantages differ between for 

profit, non-profit and governmental agencies? Explain your answer. 

 

Static budgeting is simple to use. Basically static budgets are set in advance and 

are based on information about profit and expenses collected before the budget period 

begins. The position makes it easy to compare between predicted sales and costs and 

actual sales and costs. Static budgets are easily forecasted, developed and used. You 

simply calculate costs and estimate total sales over the period of the budget, typically 12 

months. At the end of the budget period, determine the actual costs and revenue and use 

this information for next year. An example would be determining how many beds you 

will possibly need based off of how many you used in the current and past years you 

could make a projection for the next year.  

 A key disadvantage of a static budget is that it is not flexible. This becomes 

difficult when you are trying to take advantage of changes in revenue or expenses as 

the year proceeds. With a static budget companies cannot manage the impact of 

change, such as decreasing the number of ambulances used during the summer 

months. This translates to a lack of control of the budget and its functions. Static 

budgets also make cross-charging difficult. In cross-charging, the cost of services 

that are shared by different divisions in the organization can be shared between the 

budgets of those divisions. But in static budgeting if one division loses money, its 

share of the charges cannot be shifted to the division that is still in the black.  
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 The use of flexible budgets is an important tool for controlling expenses. A 

flexible budget allows you to compare the actual sales verse the expected sales. For 

instance you can compare the number of patients you need to see verse the number 

of patients you are actually seeing over a given period of time. This can be a partial 

indicator of your company’s overall level of performance. A disadvantage with a 

flexible budget is you cannot prepare it until the end of the financial quarter. It 

depends on hindsight to adjust your company’s financial expectations and can do 

nothing to help you adjust the performance until the end.  

Rolling budgets are utilized most because organization conditions always 

change. They are regularly updated and extended multiyear forecast. For example if 

you prepare a rolling budget for 12 months and the budget runs from Jan 1 to Dec 

31, at the end of January, your budget period will change to Feb 1 to next year’s 

January 31. This means that a rolling budget is not static and continues perpetually. 

It incorporates information from experience to build or renew the budget for the 

next period. A disadvantage of the rolling budget is that as the organizational budget 

changes, modification in the budget most occurs.  

Advantages of the participatory approach deals with a board members, 

management or specific in-charge individuals reaching a shared budget with their 

own estimates, with the obvious advantage. The disadvantages are loss of control, 

they are time-consuming, require high resource use, and a cause for potential 

disappointment.  

The major difference between the government, for-profit and non-profit is 

that the government deals with a budget directed from Congress, the President’s 

budget, etc. They are given a directed amount of money with regulations on how to 

spend it. The money is mandated. For profit and non profits can use their mission, 

goals, values, budget targets, and stakeholders to determine how they want to spend 

and use their money. The other big issue is funding. Non profits are not always 

guaranteed funds, while the government is not always guaranteed the same amount 

of funding. For profits on the other hand typically can plan better due to their money 

being steady. 
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In preparing the statistics budget, why is it important to weight volume indicators 

by intensity? 

 

Since the statistics budget looks at the services provided by an organization then 

you will need reports. These reports are categorized by the payer, like the charge based 

negotiated fee, capitation, and cost based charge type. A few volume indicators that could 

be used are: total facility days and discharges, total physical rehabilitation days and 

discharges, average length of stay, observation patients and emergency room cases. The 

statistics budget is created in three steps. You start by developing an overall volume 

projection, and then categorize it by the payer. Finally you will convert the encounters to 

weighted encounters.  

By weighting the volume indicators you can apply intensity to the different services 

being provided at each level, you can also attach the number of patients being served as 

well as their quality. You can use this information to determine other needs such as 

staffing, overtime, cutting hours, looking for new equipment and needs and determining 

even pay.  

 

Explain the relationships and information flows between the components of a well-

prepared budget. 

 

The overall purpose of a budget is to plan, prepare, monitor, control, predict, and 

document spending. A budget is a wonderful thing and is a living, working, changing 

document at any level of any organization. As we see with the government and our 

current debt, if you do not treat the budget with the utmost respect it will fail you. The 

process of preparing a good budget requires high attention to detail. There are numerous 

items that affect a budget outside of the numbers.  

As discussed in questions one, more than just assists vs. liabilities make up a good 

budget. Everything from the bed sheets being clean to a person receiving their medicine 

on time are all part of the effects on a budget. The numbers can project a huge profit but 

if your staff, maintenance and performance fail the numbers you projected may very well 

fail as well.  

 The process begins with a team of experts typically of different areas of the 
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organization that come together to draft a budget. Past years performances are used to 

determine the next year’s budget. Other factors such as the economy, changing policies, 

competitors, social and economic factors, local and global forces as well as political 

change are all considered when preparing the next budget. One must consider the 

sources, stakeholders, patients, organization, staff as well as the community when 

preparing a budget.  

The budget will not be 100% right but it must 100% stake in account all outlying 

factors or it will ultimately fail. With a failed budget you will have a failed organization 

or one as our government has now that just keeps digging the hole bigger and bigger. A 

budget is an extremely valuable part of the organization and should be prepared and 

edited continuously for change and comparison.  

 

    

What are the three primary reasons for holding cash? Why is there a risk in holding 

cash? What is the risk of holding excess cash? What is the risk of holding too little 

cash? 

 

The three primary reasons for holding cash include emergency money, investment 

opportunities and daily operation. If an organization holds no cash if the projected budget 

fails and they need emergency money to cover operations they will have none and go 

under. Or if the organization wants to invest but they have barely enough money to cover 

operations there will be no investing and thus no expanding. On the other hand if an 

organization has too much cash on hand they may invest in areas that are not budget 

friendly. They may look into more risky areas they typically would not before. This could 

actually in return lower their investments. Organizations must be careful and hold just 

enough money and budget it wisely to have it for emergency situations. For instance if a 

healthcare clinic is sued for more than they can cover they would be able to tap into their 

cash funds if they needed it but if they have spent it all then the liquidity of the 

organization is gone.  

 

 

What is working capital and why is it important to health care organizations? How 

are collection and disbursement policies/management and inventory management 

related to working capital? 
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Working capital is the difference between an organization’s current assets  and 

current liabilities. It is a measure of both efficiency and short-term financial health. It is 

important because it turns the capacity of an organization, and its long-term assets into 

services and revenues. All healthcare organizations need enough working capital to pay 

off day to day needs within its organization. If they have a negative working capital it 

means the organization is unable to meet its short-term liabilities with its current assists. 

This can eventually lead to bigger problems such as bankruptcy. In the short it would lead 

to loss of employees, supplies, patients, respect, and investment opportunity. Whereas a 

positive working capital means the organization is able to pay off its short-term liabilities.  

  Comparing working capital from one period to another you can tell where an 

organization has struggled, invested and taken risks. The management of working capital 

involves managing the working capital cycle, obtaining cash, purchasing resources and 

paying bills, delivering services, billing and collecting money. Asset mix is the amount of 

working capital the organization keeps on hand relative to its potential working capital 

obligations whereas financing mix refers to how the organization chooses to finance its 

working capital needs.  

 

 

Compute the annual effective cost of trade credit for the following terms. What 

conclusions can you draw from your calculations? 

 

A. 1/10 net 30 

  (0.01/0.99) x (365/20) x 100 = 18.25% 

 

B. 2/10 net 30 

 

  (0.02/0.98) x (365/20) x 100 = 37.24% 

 

C. 3/10 net 30 

  (0.03/0.97) x (365/20) x 100 = 56.44% 

 

D. 4/10 net 30 

  (0.04/0.96) x (365/20) x 100 = 76.04% 

 

  The conclusion that can be drawn from the above calculation s is that the 

 higher the discount being offered, the higher the approximate interest rate for not 

 taking the discount.  
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Discuss three measures of accounts receivable management. Discuss two measures 

of accounts payable management.  

 

Managing accounts receivable starts with one main thing, collect ASAP. The 

quicker and more efficiently the healthcare organization collects its money the less it has 

to spend resources trying to track it down and collect. It is expensive to track down 

money, it is even more expensive when you try to track down money and the money 

never gets collected. The longer the account goes uncollected the less likely it is for that 

account to be collected.  Healthcare receivables are important the customer should always 

be placed first but directly behind them should be the funds that need to be collected so 

the organization does not lose unnecessary money.  

The three measures of accounts receivable management include collections, 

factoring and pledging. Collection of the funds can happen both internally and externally 

by the organization or even a contract organization. Typically organizations have an 

inside collection department to avoid paying a collection agencies fees. Having an 

internal collection department gives more direct control over how aggressively an 

organization wants to track down their funds. With an outside agency you are under their 

contract and policies.  

Factoring is almost the makeup of the shortage. For instance it can come in the 

form of a short term back loan. Whereas pledging is when the organization negotiates a 

line of credit using the receivables as collateral. The organizations do this to protect 

themselves from the collections they will not collect upon.  The two measures of 

accounts payable are the trade credit and the trade payables. With trade credit short term 

credit is offered by the supplier of a good or service to the purchaser. Whereas the trade 

payables are short term debt that results from supplies purchased on credit for a given 

length of time.  

    

 

How do supply and inventory practices affect working capital? What are the factors 

to be considered when developing supply, inventory and payment policies? 
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Supply and inventory practices are extremely important to keeping a balance with 

working capital. You must have supplies and inventory to keep up those supplies 

although maintaining a perfect balance is absolutely necessary but extremely hard. 

Supplies are abused, inventory is not maintained. Hospitals are constantly running out, 

being stolen from, abused, or even having too much that could go to waste. Too much 

inventory means something is going to go to waste while not enough means a patient will 

suffer. Maintaining a perfect balance will overall help your working capital. 

 The two types of supply and inventory management policies are centralized 

storage and ordering. Centralized storage means that all of the supplies and inventory is 

stored in a central location, visible to other staff and the department. This is for 

monitoring purposes and to prevent waste of materials. The other type of management is 

centralized ordering. This style is when one orders the entire inventory at once with one 

single purchase. That way you do not have 40 physicians or 20 nurses, etc ordering 

individually at all times. This could create overlap, waste, and is unorganized. 

 If you are developing policies or techniques for your own in-house policies I 

would consider many issues. One how strict are you with the supplies? What has been the 

total number of inventory orders per year? How much have they consisted of? What are 

the annual costs? What makes a difference? Pilot individual ordering versus centralized. 

What and where are your differences over a year? What is the cost and time loss of 

ordering? Try to maintain a balance and find a structure that is not time consuming and 

saves money.  

 

 

What is the relationship between the present value factor and the future value 

factor? What do they represent? What is the purpose of looking at either the 

present or future value of money? 

 

The simple explanation for this question is that the present value time will 

produce the future value factor. The future value factor represents growth and the present 

value represents a discount. The reason to look at these is to make sure you have enough 

money to meet not only what your basic needs are but to surpass it. A great example is 

having a bake sale. You buy all the supplies to bake the materials but if you only 

fundraise enough money to cover your material but not for your cause then you have 
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failed at the reason you had the fundraiser in the first place.  

 Managers typically rely primarily on present value techniques as they are at zero 

time when making decisions. Future value relies on compound interest to measure the 

value on future amounts. When interest is compounded, the initial principal deposits in 

one period along with the interest earned on it become the beginning principal of the 

following period. Yet the present value gives you the present value of the future amount 

the amount of money today will equal in the future with the interest. If you are looking at 

a possible hire/lease for a contractor, renting equipment, making payments, a large 

purchase etc you may want to look at the interest and how much it will make of your 

payment for the future. You could look at annual, semi-annual, quarterly, continuous and 

even discounted interest rates that are compounding to make a decision. Looking at the 

present value gives you the cash on hand view for decision making.  

 

 

Boulder City Hospital has just been informed that a private donor is willing to 

contribute $20,000 per year at the beginning of each year for 15 years. What is the 

current dollar value of this contribution if it is invested at and average of 8%? 

 

 PV = Annuity x PVFA (8 15) 

 

 PV = $20,000 x (8.5595) 

  

PV = $171,190  

 

If a community clinic invested $4,000 in excess cash today, what would be the value 

of its investment at the end of three years if the investment earns interest at 5 

percent? 

 

FV = $4,000 x (1 + 0.05) to the 3 

 

FV = $4,000 x (1.1576) 

 

FV = $4,630.40010  
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