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Testimony Supporting HB 3161
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Testimony of Finance Information Systems and Audit
Committee HHSC Corporate Board of Directors

Thank you for the opportunity to present information as a
representative of the HHSC Corporate Board, and more
particularly, as Chair of the Board's Finance Information Systems
and Audit Committee (FISAC). The following has been approved
by this committee.

1. The FISAC committee believes that the passage of this
emergency bill to make up the unbudgeted cash flow deficit
and get accounts payable in control is the most critical issue
facing HHSC at present. This is needed to allow HHSC to
operate over the next 6 months. We are assuming that the
funding which this bill proposes will be supplemented by an
operating loan which is being negotiated by Maui Memorial
Medical Center and the Maui Region. In the unlikely event
that this loan does not close then the funding from this EA
will need to be increased by the amount of the proposed
loan of $11 million. In making the request for this funding the
FISAC committee of HHSC is completely aware of its
undertaking to the Administration and the Legislature to
propose a new Strategic Plan for the corporation that will
move us to improved fiscal control of operations and to
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optimize the impact of the System Restructure enacted by law in 2007. We
recognize that the necessary changes will take time and that funding to
allow operations to continue in the meantime is urgently required.

2. We wish to address with you our current assessment of the overall
position and to get what we see as the critical issues on the table.

3. First we need to briefly cover the issue of how we view our role, which we
take very seriously and believe is critical to the survival of HHSC.

We have had many meetings as a committee since our appointment in
November. In addition we have also had a significant amount of
involvement in briefings, email and telephone discussion, and regional and
corporate meetings and activities. It is fair to say we are alarmed at the
critical financial situation in which we are now involved. While we want to
say that we cannot accept any responsibility/accountability for the past
activities except that 'blame' has to be accepted by ALL in Hawaii who
have allowed the current structure and system to develop and decline. We
are not attempting to assess blame as we can not effectively do this, and it
would not be a fruitful exercise anyway. Suffice to say we have a structure
and system that is currently not fitting the expected service and economic
design and has not for some time. In fact it is very much a "square peg"
situation that does not work and cannot work as it is. We see the situation
as very serious and challenging but we do accept that it is our
responsibility to propose ways in which it can be significantly improved.
This will take time but the committee, as part of the Board of HHSC, is
prepared to tackle it on the condition and assumption that we will have the
strong support of both the legislature and the administration in this task.
We have the assurance from HHSC Senior management that we have
their support.

4. We have had both open and "Executive" sessions with the External
Auditor Deloitte &Touche and have their assurance (which we accept)
that there is no reason to believe that any of the financial reports are not
reasonably representing the situation. We have some concerns about the
resources for effective financial control (and they do as well) but to the
extent of the reports currently available we accept that they are correct.
We accept that there has been criticism of the recent use of only one Audit
firm for the Corporation and it is our intent to encourage a change through
the 'aggressive' use of the RFP process for this role.

5. We do believe that there is a problem which has been variously described
as "communication", lack of transparency", "lack of information", which we
think are merely symptoms of the real problem which is that the system
structure (i.e. a Quasi State Department supposedly acting as a Private
Business) has not fitted either the State or a Private Business model and
is thus just a hybrid that uncomfortably tries to fill the State Health Care
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role. It has all of the State Department restrictions, rules and limitations
that tend to restrict productivity incentives and thus profit possibilities. The
system has no effective Strategic Plan (and certainly not one that has
been approved by the Leg or the Administration), and thus it is always
difficult or impossible to judge what is/is not being achieved in the already
di,fficult and changing world of health care. This leads us to identify some
of the areas of greatest concerns and where the system 'misfit' is most
apparent.

These are (not in any priority order)

a. Salarv Structure which is significantly higher than other State
systems (and thus a great focus for its detractors) and yet it is well
below national or other Hawaii Health Care comparatives. In fact
the 2007 (independent) Mercer survey recommends a minimum
10% raise across the board which, given the financial situation, is
obviously unacceptable. However we are recommending to the
board that a careful and in depth review of this structure relative to
the aims of a Strategic Plan be undertaken.

b. The implications of a mainly (Government Employee union
workforce. "Local knowledge" suggests, and an external (audit firm)
review confirms, that in general the low productivity and no
incentive structure has a significant limitation and major cost to the
system. The vast majority of what are normally 'hourly paid'
workers are regarded as 'salaried' (even though they qualify for
overtime) and thus subject to extensive paid time off in a system
which leaves itself open to abuse.

c. Hospital Assets. These are generally old, mainly in poor condition,
and, as part of the 'sugar legacy' largely located in the wrong areas.

d. Reimbursements. Medicare, Medicaid, and private insurers
inadequately reimburse for services rendered. We believe that this
aspect of the operations requires a great deal more focus from both
an internal control viewpoint and externally to change the system. It
is apparent that this current situation puts HHSC in particular (and
Hawaii in general) at a significant (impossible) disadvantage. In
short, somebody has to pay the increasing costs of Healthcare and
HHSC and Hawaii are starting out well behind!

e. Focus. A review of the salary structure clearly confirms an
assessment of the auditor that there is a lack of focus on Financial
control and a shortage of effective resources to handle this. We
have to believe that more focus and control in this area will
significantly improve (d) above.
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6. We do believe that the New Corporate Board and Regional Board
structure that the legislature passed last year and the administration
supported will lead to changes in the Corporate and Regional structures
that will enhance operations. This will not happen quickly but it will happen
with pressure from the Corporate board which we will undertake to
maintain. The Strategic Planning Process has started and we will ensure
that this is treated as a matter of extreme urgency so that a Plan is
completed and approved ahead of our original (mid year) schedule.

7. As a start to this process we (FISAC Committee) have asked the HHSC
Executive to require the Regional CEO's and the Corporate management
to come up with their individual priority lists and actions to improve cash
flow in the short term (6 months). This exercise has been completed and
this committee, through the Internal Auditor and the Executive will be
tracking progress against this plan and seeking further improvements in
cash flow as we move along.

8. As above the Strategic Planning Process at a corporate level is underway
and this will also allow Regional Boards to undertake Plans for their
individual Regions. This committee and the Corporate Board strongly
believes that the new regional System must take control and quickly to
optimize its impact.

This is our position assessment at present. We do not have the answers but
we are undertaking and working to get them and we do intend to completely
involve all of the key players in this exercise. (Legislature, Administration,
Regions, and Unions) In the meantime the emergency funding position is
critical and we seek your support for this measure to allow us to move into a
better future.

We request a swift passage of this emergency appropriation measure. Thank
you.

Finance Information Systems and Audit Committee:

Rick Vidgen, Chair

Barry Mizuno

Barry Taniguchi

Avery Chumbley

RayOno

Roger Godfrey
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Regional CEO

Testimony Supporting DB 3161
Making an Emergency Appropriation to the Hawaii Health Systems Corporation

Norman Akita, Chair
Kauai Regional System Board of Directors, HHSC

Good afternoon Chair Ige and Members of the Senate Committee on Health. I am Norman Akita,
Chair of the Kauai Regional System Board of Directors. The Kauai Regional System Board of
Directors was established in November 2007, pursuant to Legislative mandate in 2007. We are in the
early stages of understanding the system-wide and regional organization, structure and operations, and
are becoming oriented with our responsibilities in a newly authorized governance structure. Although
very recently established, we have been apprised of the serious financial situation of the HHSC
facilities and regions system-wide.

Thank you for this opportunity to offer support for HB 3161 Making an emergency appropriation to
the Hawaii Health Systems Corporation (HHSC). The purpose of this measure is to pay current,
essential vendors, reduce account payable days, and allow operation and provision of current levels of
service in HHSC facilities.

The Kauai Regional System Board is dedicated to enhanced community-based governance for the
Kauai Region in the State's healthcare safety-net system of acute, long-term care and rural community
services and will support the development and advancement of its regional facilities in meeting
community-wide needs. We are committed to efforts that will allow our facilities to continue to
provide access to essential healthcare in the commlmities we serve.

We respectfully request your SUppOlt and urgent passage of HB 3161. Thank you.
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THE SENATE
COMMITTEE ON HEALTH
Senator David Y. Ige, Chair

Senator Carol Fukunaga,Vice Chair

March 10,2008,2:45 PM
Conference Room #016

Hawaii State Capitol

Testimony Supporting lIB 3161
Making an Emergency Appropriation to the Hawaii Health Systems Corporation

Vincent Lee, FACHE
Oahu Region CEO

Thank you for this opportunity to support HB 3161 Making an Emergency Appropriation to the
Hawaii Health Systems Corporation (HHSC). The purpose of this measure is to pay current,
essential vendors, reduce account payable days, and allow the continuation of operation and
provision of current levels of service in HHSC facilities.

Healthcare throughout the USA and Hawaii is in crisis, healthcare in Hawaii has major unique
problems, and pubic health care providers are taking on more and more of the burden of rising
costs and inadequate reimbursements. HHSC faces the healthcare challenges and is in an urgent
situation having reached a point of unprecedented fmancial deficit and is seeking an emergency
appropriation.

Oahu Region includes Leahi Hospital and Maluhia which are acute and long-term care facilities
in Honolulu. The Oahu region facilities continue to be challenged with rising costs of providing
healthcare and inadequate reimbursements while serving individuals who are insured and
uninsured. As a state authorized safety-net hospital system we are accessible to all, regardless of
ability to pay for care and must rely on private insurance and public program reimbursements
that are increasingly inadequate, and on state supplemental funding for those who cannot afford
to pay for care.

The Hawaii Health Systems corporation facilities have a tremendous impact on the public, in
acute, long-term care and rural health care and HHSC would be unable to sustain services at
current levels without additional funding.

We respectfully request your support and passage of HB 3161. Thank you.
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THE SENATE
COMMITTEE ON HEALTH
Senator David Y. Ige, Chair

Senator Carol Fukunaga, Vice Chair

March 10,2008 - 2:45 PM
Conference Room # 016

Hawaii State Capitol

Testimony Supporting HB 3161
Making an Emergency Appropriation to the Hawaii Health Systems Corporation

Ronald Schurra
East Hawaii Region Chief Executive Officer

Good afternoon Chair Ige and members of the Senate Committee on Health. I am
Ronald Schurra, CEO of the East Hawaii Region, serving rural communities on the Big
Istand of Hawaii in Hilo, Hamakua and Ka'u.

Thank you for this opportunity to support HB 3161 Making an Emergency Appropriation
to the Hawaii Health Systems Corporation (HHSC). The purpose of this measure is to
pay current, essential vendors, reduce account payable days, and allow operation and
provision of current levels of service in HHSC facilities.

Healthcare throughout the USA and Hawaii is in crisis as public heath care providers
take on more and more of the burden of rising costs and inadequate reimbursements.
Hawaii Health Systems Corporation is facing this challenge and is seeking an
emergency appropriation.

The emergency appropriation will allow HHSC facilities to continue to provide the levels
of services necessary to meet community health needs. Services of the safety-net
hospital system have a tremendous impact on the public, in acute, long-term care and
rural health care and HHSC would be unable to sustain services at current levels
without additional funding. The situation is serious, we are experiencing difficulty with
paying vendors for supplies, and are stressed for funds among regions in the system.
The East Hawaii Regional facilities include Hila Medical Center (HMC), Hale Ho'ola
Hamakua and Ka'u Hospital; HMC and Hale Ho'ola Hamakua are particularly in serious
condition requiring emergency appropriation.

We respectfully request your support and urgent passage of HB 3161 making an
emergency appropriation to the Hawaii Health Systems Corporation. Thank you.

1190 Waianuenue Ave. Hilo, Hawai'i 96720-2020
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East Hawaii Region Board of Directors

THE SENATE
COMMITTEE ON HEALTH
Senator David V. Ige,Chair

Senator Carol Fukunaga, Vice Chair

March 10,2008,2:45 PM
Conference Room #016

Hawaii State Capitol

Testimony in Support of HB 3161
Making an Emergency Appropriation to the Hawaii Health Systems

Corporation

Robert Irvine, M. D.
Chair, East Hawaii Regional Board of Directors

Hawaii Health Systems Corporation

Dear Honorable Chair Ige and Members of the Senate Committee on Health:

Thank you for this opportunity to offer support on HB 3161.

The East Hawaii Regional Board is newly formed and just getting our feet off the ground
but it is apparent that the HHSC emergency appropriation being considered must be
quickly passed if the HHSC facilities are to continue providing basic medical care for the
people of East Hawaii. Over the next ten months the Regional Board will try to discuss
and study and recommend ways to avoid repeated emergency requests for funding.

Your support and passage of HB 3161 is respectfully requested. Thank you.

Sincerely,
Robert Irvine, M.D.

1190 Waianuenue Ave. Hilo, Hawai'i 96720-2020
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The Senate
Twenty-Fourth Legislature

Regular Session of 2008

COMMITTEE ON HEALTH
COMMITTEE ON HUMAN SERVICES AND PUBLIC HOUSING

COMMITTEE ON COMMERCE, CONSUMER PROTECTION AND AFFORDABLE HOUSING

Hearing
Monday, March 10,2008

2:45 p.m.

Testimony by: Ralph C. Boyea, Legislative Advocate, Hawai'i County Council

Testimony in favor ofHB 3161 MAKING AN EMERGENCY APPROPRIATION TO THE
HAWAIl HEALTH SYSTEMS CORPORATION

Chairperson Ige and Vice Chair Fukunaga
Chairperson Chun Oakland and Vice Chair Ihara
Chairperson Kokubun and Vice Chair Ige
and Honored Senators,

On behalf of the Hawai'i County Council, I urge you to pass House Bill 3161. House Bill 3161
appropriates general funds for fiscal year 2007-2008 to pay current, essential vendors, reduce
accounts payable, and allow operation and provision of current levels of service in the Hawai' i
Health Systems Corporation's facilities.

Hawai'i County is larger, in land mass, than all of the other counties combined. The continued
operation of the five Hawai'i Health Systems Corporation hospitals on our island is essential in
providing the majority of our residents with emergency services and other hospital related
services. With the exception of the North Hawaii Hospital, the Hawai'i Health Systems
Corporation [HHSC] operates the only hospitals on our island.

HHSC provides essential services for insured and uninsured residents. Many of the uninsured
are unable to pay for these services. Some insurers barely cover the cost of services, while
others such as Medicare pay even less. Regardless of the ability to pay, the HHSC must provide
services to all. Until the problems of costs and reimbursements are resolved, the Legislature will
continue to be asked to "bailout" the HHSC as well as private "safety net" hospitals. HHSC
needs this appropriation now. Without this money, the health ofHawai'i's residents will be
endangered.

We urge you to support HB 3161.
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Testimony Supporting lIB 3161 Making an Emergency Appropriation to the
Hawaii Health Systems Corporation

Testimony By:
Thomas M. Driskill, Jr.

President & Chief Executive Officer

The Hawaii Health Systems Corporation (HHSC) strongly supports HB 3161 Making an
Emergency Appropriation to HHSC.

Due to external healthcare pressures beyond our control and our mandate to meet our safety net
mission for the State of Hawaii, HHSC is in the worst cash crisis we have experienced since the
corporation was formed. We are unable to pay many of our vendors within a reasonable time
frame. We desperately need an emergency infusion of cash in order to pay vendors and thus
continue to provide services to our communities. At several of our facilities, we are approaching
situations in which we may soon lose control of the operations of the facilities·, because of
inability to pay vendors. Essentially, we will only be able to continue to fully operate the
facilities for as long as vendors will continue to provide goods and services without being paid in
a timely fashion.

The purpose of this FY08 Emergency Appropriation measure, in sync with the HHSC FY09
Supplemental request, is to pay current, essential vendors, thus reducing accounts payable days
and insure operation and provision of current levels of service in HHSC facilities thus affording
new HHSC Corporate and Regional Governance time to gain an understanding of this situation
and work with management leadership to develop a long range plan to reduce the operational
cost of HHSC while still providing essential healthcare services.

We have attached several references to underscore the urgency of the current crisis, including A
SPECIAL MESSAGE 'FROM OUR CORP BOARD OF DIRECTORS' TO LAWMAKERS:
"HHSC REQUIRES AN EMERGENCY APPROPRIATION', and the original spreadsheet
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analysis indicating our need for an Emergency Appropriation of $25.4 million (attachment 1).
This initial projection was based on budgeted revenues, expenses, and cash flow projections for
fiscal year 2008, but did not take into account the possibility of a $11 million commercial loan to
Maui Memorial Medical Center. Subsequently, based on operations through November 2007,
updated calculations indicate cash flow shortfall for fiscal year 2008 could be worse than
previously forecast (please see updated spreadsheet analysis). In response to revised projections
and with oversight by HHSC Governance, our five regions and corporate office are taking strong
actions to improve cash flow now so that the emergency appropriation will still be adequate to
cover our urgent cash requirements remaining in fiscal year 2008.

Chart 'FY 2008 Emergency Appropriation $25.4 Million By RegionlFacility" shows the amounts
originally submitted for nine HHSC facilities. Although it appears likely now that the $11
million commercial loan for Maui Memorial Medical Center may indeed be forth coming, if that
loan does not materialize then the total need for HHSC in fiscal year 2008 would still be at $25.4
million. Any consideration for additional funding in this Emergency Appropriation would allow
Maui Memorial Medical Center to use their loan, or part of their loan, for inunediate
implementation of the proposed open heart surgery program as opposed to use to offset current
operational cost.

It is important to note that of the $25.4 million total originally requested, almost all of it is just
for our three larger acute care facilities Maui Memorial Medical Center, Hilo Medical Center,
and Kona Community Hospital. The severe impacts of the several health care trends and crises
we already described in testimony before the Senate Committee on WAMlHouse Committee on
Finance have had a cumulative, increasingly detrimental impact on these three facilities over the
last several years. The two charts attached indicate how the losses of these three facilities have
dramatically increased over the years compared to the relatively steady financial performance of
the smaller HHSC hospitals that have been converted to critical access hospital (CAH) status, so
that these facilities now receive full reimbursement for costs from Medicare and Medicaid
(attachment 2). However, these small rural hospitals now lose money not because of"inadequate
government reimbursements for services rendered, but because commercial payers do not pay
the full costs of care provided.

We are compelled to advise the committee that, until something is done about the external and I
or internal financial pressures impacting MMMC and HMC and KCH, there will be ongoing
need for substantial, very likely increasing subsidies request from the state to continue to operate
these three facilities. Attached chart lists the $57 million FY09 Supplemental request HHSC
submitted to the administration but that, unfortunately, has not been included in the supplemental
budget request submitted to the legislature by the administration (attachment 3). This is a
cumulative amount that includes the $25.4 million originally requested as FY 08 Emergency
Appropriation. Our FY 09 Supplemental request can be reduced by the amount ofFY 08
Emergency Appropriation funding HHSC receives including consideration of the $11 million
Maui loan if indeed that transaction is ultimately culminated.

We respectively request most rapid possible action on this emergency appropriation to enable
continued operations of HHSC facilities and to prevent detrimental impacts on the communities
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we serve. In response to your additional EA and Supplemental consideration for HHSC, both
governance and management are committed to develop and return to the Administration and the
Legislature not later than June 30, 2008, a long term proposal to markedly reduce future requests
for state support while still maintaining essential services to communities served by HHSC.

Attachments:
1 - A SPECIAL MESSAGE TO LAWMAKERS: HHSC REQUIRES AN EMERGENCY

APPROPRIATION
CASH FLOW SURPLUS/(DEFICIT) BY FACILITY FISCAL YEAR 2008: FY 08
EMERGENCY APPROPRIATION =$25,442,000
CASH FLOW SURPLUS(DEFICIT) BY FACILITY FISCAL YEAR 2008: Projected AlP
@ 6/30108 =$70,687,000

2 - Historical Operating Income (Loss) Trending, Fiscal Years 1998-2008 and Historical % of
Total Operating Loss, Fiscal Years 2001-2008

3 - FY 2009 $57 Million Supplemental Operating Budget Submission
4 - Article "Still worried about money", Modem Healthcare, January 7, 2008
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1.

2.

3.

4.

5.

6.

Attachment I

A SPECIAL MESSAGE TO LAWMAKERS~

HHSC REQUIRES AN EMERGENCY APPROPRIATION

In the spring of 2007, the Hawaii Health Systems Corporalion, after negotiation with lhe
Slate Budget and Finance Departmenl, presented a bIennium bUdget for approval, which
had the support of lhe regional management and HHSC staff but which requfred Ihat
slgnlflcant revenue gains were achIeved and that cosis were held at the level that
exIsted at Ihe time the budget was prepared, It was appreciated by aU concerned that it
was an aggressive bUdgel

In any event, Ihe revenue gains were not achlevf.!d (see attached cllert) and a series of
unbudgeted costs had to be accommodated (see attached chart) and thus there is an
unbudgeted cash deficit In the current fiscal year.

HHSC and regional management have reacted by slowlng payment to suppliers Ihus
bringing the accounts payable to an unacceptable leveJ and putting basic 5uppUes in
jeopardy (see attached chart), cost reductions to the exj"nl possible without reduction In
patient care or patIent safely and holdIng off an possible expenditures. However, the
ability to manage lhese costs has now run out and the cash sitUation For the organi<:atlon
has reaChed a crisis point. The cash denclt to get accounts payable to an acceptable 30
days level is $25.4M.

The legislature, Ihe AdmInistration, and HHSC recognized this Issue in 2006 and
lhrough legililatlve aellon, supported by HHSC arid tile Administration. a new board
slruclure was proposed, planned, and recently executed. The new Corporate and
R~lonal Boards balleve this strategic dIrection and structure will allow Ihe system to
have both better control and simpler, transparent reporting, thus allowlng the
development of an optimum system that would be belter able 10 respond 10 HawaII's
healll1care needs. However. it Is appreciated by all Involved Ihat thIs occurs at a difficult
time for health care in Hawlijll. Ihe USA, and worldwide. This evolution (of lhe new
system) has commenced but it will take Ume.

In the meantime, Hawaii's public healthcare system, as directed and managed by
HHSC. requIres an urgent Injection of cash ($25.4 million) 10 arrow it to keep operating.
There may be some partial options as to the soUrce of these funds (e.g., Maui Loan
proposal), but the need is URGENT since the money cannot come from opera1ing
revenueS.

HHSC management, as awected by the new Corporate and Regional Boards,
undertakes to complele by June 30. 2008. a Corporate Slrategic Plan, which win be
supported by respective regional plane and bUdgets. This plan will be presented to Ihe
Administration and the Legislature for review. comment, and approval. The Plan will
provide Ihe means to measure l1!SU11s and assess "suceesslfallure." It Is apparent that
there may be areas where HHSC has limited abilily to influence critical issues. but these
will be IdenUned and possible approaches 10 chanae this wiU be proposed. Ills likely
that an "InterIm Strategic Plan" may need 10 be Implemented Ie provide clear directron
for Ihe next six months. Allha same lime, HHSC is assessing its ability to develop thJs
as a matter of urgency.
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Hawaii Health Systems Corporation

Summary of Cash Shortfall

After a review of the consolidated balance sheet, Income statement and cash flow slatement,
we offer lhese comments for your consideration.

The problem with cash, or lack thereof, existed at the end of the prior fiscal year, 6/30/07. At
that lime, Accounts Payabla and Accrued Liabilities account on the balance sheet had a
balance of $56,805,000. Of the $56,805,000, Accounts Payable tolal was $32,293,000. Aging
of Accounts Payable was 75 days.

The cash problems were further exacerbated in the sUbseq uent 4 months (Ihrough 10/31/07) by
a ross of $27.2 million. This loss exceeded budget by $5 million.

At the end of November, HHSC had received $53,612,232 general fund subsidy IN ADVANCE
of budget In order to pay down the $72.8 million balance of AlP and Accrued Expenses. After
pay-down, the balance In the NP and Accrued Expense account at 10/31 was $47,052,000 and
agIng reduced only sllghUy from that of June, 2007.

HHSC's projected operating cash flow deficit of $49,184,000 indicates there will be a need for
an additional cash Infusion of $25.4 milRon.

~
.-.'ffl.'ffiltT

FY 2008 Emergency Appropriation $25.4 Million
By RegionIFacility

• Oahu Region: I

- Leahi $ 199,000
- Maluhia $ 482,000

• Kauai Regioo;
- WKMc -0-
- SMMH $ 214,000

• Maw Region:
- MMM.C $ 10,687,000
- Kula -0-
- Lanai S 489,000

• East Hawaii Region:
- HMC $ 7,934,000
- HHH -0-
- [{au $ 6,000

• West Hawaii Region:
- KCH $ 5.347,000
- Kobsla S 84,000

1/1812008
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HAWAlI HEALTIl SYSTEMS CORPORATION

CASH FLOW 5URPLUS1(DEFICIT} BY FACIUTY

FISCAL YEAR 20Dll

HILO MAUl KONA KVMH HAMAKUA KAlI KOIiALA KULA LANAI U!AHI MALUHIA SMMH CORP TOTAL.

Po'cnJI8J FY 08 Cash Col.cUoos SllantillllSUlph..j 6,034 5,421 4,ll93 2.ll911 933

NOTE: Shenlarts In cOUec(Jons could In.,,,,,,,. HHSC ",,!ulrRmonts 1« FY llll M1O'll"lICy funding by ul' 10 511.107,000.
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HtlWAlI HEALTH SYSTEMS COOl'ORl\T'ON

CASH FLOW SURPLUSllDEFICIl) BY FACIliTY

FISCAl. YEAR 2008
HHSC

HilO MAUl KONA KVMH IlAMAl<UA !<AU KOHALA KUIJ. LANAI LeAHI MALUHIA 8MMH CORP TOTAL

cO$n COO'ClIO"" (BudQeled 12J07-610aJ 59.346 75,359 31.300 16,236 4.4119 2,242 2.401 8.764 l,l~ &.835 7.025 MOO 292 ' -225.834
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Attachment 2

'200B Joss excludes

'CAH
Faciiities",Hamakua
• Kau, Kohala.
KVMH,SMMH,
Kula, lanai

'Oahu
Region=Leahi,
Maluhla

NOTES:
'Acute
Facilities=Hllo,
Kana, Maui

Fiscal Year

HawaII Health Systems Corporation
Historical Operating Incoma (Loss) Trending

Fiscal Yearn 1998-2008

-:-+-tlcute Facilllles I
-tI-CAH Facilities

....--,......,.....,...,.,.~....".,--,-,-,,,....,.,..--,--,=-...,.-,,.,.,,.,...,,,.,..,..,..,..,.,,.~.,.,..,,..~~:"""7~":'""':'-,;:)1 -6-Oahu Region

5,000

10,000

(15.000)

~;

(30,000) ..• ::

(35.000)

(40,000) ~.;...Z:.:=~

r:nc:

~
III

g- (25,000).}

HawaII Health Systems Corporation
Historical % of Total Operating 1.0811

fiscal Yearn 2001-2008
-.-Aoule Facilities

-tl-CAH Facilltles

-6-0ahu Region

NOTES;
~Acute Facilitles=Hllo.
Kona, Maul

'CAH
facllilles..Hamakua,
Kau, Kohala, KVMH,
SMMH, KUla, Lanai

'Oahu Region=Leahi,
Maluhia

'2008 loss excludes
projected impact of
Cardia Program for
MMMC

~OOI 2002 2003 2004 2005

Fr•••rYeu
2006 2007 200B



Attachment 3
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. ," FY 2009 $57 M:illion Supplenien~aI 'Operating Budget" '!

Submission - Totals by FacilityIRegion

HMe:

HHH:

KA'U

$17,528

443

l5.8.

MMMC:

KUU:

UNA'I:

$ 21,735

318

:ua

KCH: $10,J.36

KohaJa: ill

East HI: $18,329

WK!v1C: $ 1,684

SMMH: ..1..Q1B.

Kluai Region: $ 2,762.

Maul Region: $22,781

LEAH[: $ 975

ivLALCHL\: 1.017

Oahu Region: $ 1,992

West H[ Region: $11,131

4



..
;/ftuchmenf -I

II

~n~

Healthcare

Still worried about money
Fiscal woes lead ACHE survey ofexecs' concerns

F
inancial challenges. such lIS rising
labor costs and bad debt, again
ranked us the top concern for hospi.
tal chiefe.'<ecutive officers, according

to a yearly survey by the Anierican College of
Healthcare Executives.

Providing c:are to uninsured patients
which CEOs have listed among the lop three

'chaUenges for the past three years-placed
second, followed by hospitals' relationships
with pl1ysicians. according to the survey
results. scheduled for release Jan. 7.

"Those three challenges are reully the same
challenge, in many ways," said Frank Byrne,
president of St Mary's Hospital, a 307-bed

unsustainable solution, he said.
St.Maiys loses roUglily 36 cents fOI' every dnl·

lar it bins Medicaid, according to the hospitnl.
Medicaid tied wilh rising costs for staff ;lIld

~l1pplie.~ as the top issue contributing to exeeu
lives' filluncial anxiety among the hospilal
eliOs polled by the Chicago-bnsed ACHI!.
The mail and fax poll, conducted in the Ihlluf
:!(J07, asked its 390 respondents to identify
~I'c<ific wncerns for eaeh of the key issues Ims
pil.t1~ I'm:e. nad debt. or unpaid bills, rallkt-d

scl;(l1ld among the issuell undcrlyinB
h(l\pitals' financial chOlllcl1gcs. The
~\I rvey was sent to 1,080 1;lIldomly
~dt'<:lcl! ACHE members. with it

I\'~I'( 'IlSC rate of36%.
"Sn,it.:ly is turning hospitals into

a ~i\Ii'ly net." SUlci Thomas Dolan,
thl: i\iTm's prcsldent and CEO.

tTOiipilm CXc'~lIl1ves anxIety renectS
]cdhling pi [Me coverage ilnd,
lI11cerl:linry ovcr how (he federal
deficit could <II/cct tax.- financed

hospilill in fvhll!i$ol1, Wis., 1l\\'ncd hy :iSM
HCllllh Care. "lk;llIy, lhc'iC three ~lll',l'lll~

Q!e all I'dilled iiii(llii'i:ji7t· JlI~1 !lti1li7~l~vr.

dence th;'ll the shelf Hie" lIf the 
~lon's hc:l1tllC<lrl' ITiimRlTtgiS.
"reaching its expiration d<lle," he
Said. '''1 he current method ~If

healthcarc financmg has beesi"
Sttetcfied to Its hmlt lind beyond:' .

Care for the uninsured and
poor payment from safety net pro:.

rams such as MedicaId stram
hos ilals, Byrne sai. osplta s
see to recoup some of Ihnse losses Byrne: Top com:ems
trom pnvate InSUrers,~ are same challenge.

Mela/lie EValisEXECUTIVES

POLiCY /.. Jennifer Lubell

Looking for more changes
Lobbyists, docs find good, bad in new Medicare bill

H
ospital industry lobbyists this
year are seeking to tie up the
loose ends that the Medicare
bill siC'led by the president in

late 2007 left dangling.
There are several moratoriums hospitals

wlint to see extended this year thaI could
affect Ihe way they get paid under Medicaid
and for higher education, plus they wdnllo
see II moratorium on physician-owned
specialty hospitals put in place. Physicians. in
the meantime, didn't get everything they
wanted under the new law either; a 10%
Medicare paycut to physicians expires on
lull' I, leaving Congress to seek another
temporary solution before that deadline (See
related story, p. 32).

The industry did'win a few victories under
the new Jaw, which was pared down from
earlier versions in the intere.~t ofmaking it
veto-proof. For example. it contained a
measure that will allow hospitals to recoup
more dollars for their inpatient rehabilitation
patients, and it extends several rural health
pro\>isions meant to aid small, out-of-the·
way hospitals. Long-term acute-<are hospitals
also got a reprieve from potential pay cuts
(Dec. 24/31. 2007, p. 8).

But there were a number ofprovisions in
the $4.6 billion packllge Ihat didn't make it
into the bill "that we'd like to see get some
attention this year," said Richard Pollack,
executive vice president of the American
Hospital Association.

In particular. the AHA will pursue the
extension ofa moratorium issued under the
Iraq war supplemental package on a series of
Medicaid regulations that e.'<Pires on May 25.

The stopgap measure among other things
prevents the eMS from implementing several
regulations, orie of which would eliminate
financial support for graduate medical
education payments under Medicaid.

On stopping the graduate medical
education cuts, "we're going to pursue it as
aggressively as we can" in Congress this year,
said Dick Knapp. executive vice president of
the Association ofAmerican Medical
Colleges. The eMS estimates this measure
would generate a savings of$1.8 billion to the
federal government over five years, but it
would be money "taken directly out of
teaching hospitals," Knapp said.

In addition, the AHA supports legislation
that would placea moratorium on the CMS'
new Recovery Audit Contractor Program, as
well as other efforts to provide assistance 10

rural hospitals, Pollack said. Recovery ,nldit

8 Modern Healtbcilfe • Janllary 7. 2008



BY THE NUMBERS

T
he top three factors that hamper
safety efforts cited by roughly
450 hospital chief executive

officers surveyed;

Source: Awerican COllege or HOllltllcare Execuflvo$

Not enough IT fUnding

Staff work around, rather
than fix, problems

Employees uncomfortable
monitoring others' work

--- ._-----------------------------------------,

Knapp: We're going to
be "aggressive" about
stoppIng these cuts,

insurers Medicare and Medic~jd, he i;aid.
Dolan noted hospitals ilready stru~
loss~ from lower-than-cost payments from
the public programs.

'I he American Hospital Association reported
hospitals losl $J8.6 billion on Medicare and
$J 1.3 billion on Medicaid in 2006.

Dolan dismissed the notion that care for
the uninsured climbed in this year's ranking
as a result of presidential candidate.~' focus
on healthcare reform. Hospital executives
arc far more aware than the candidates of
the challenges crcllted by thc nation's unin
sured. "They see the uninsured every day,"
he said.
_.Meanwhile, tensiOll between doctors and
hospitals has growll as the nation has sough!
to curb payments in an effort to blunt rising
!Lealthcnre spending, said Byrne, who is also
a physician.

Thai ll:n~i{)n can put hospitals and physi
cian ill odds as they vie over market share or
~rvic[)$, th~in some mark'e"'iS1ti1as

contractors review Medicare claims to
identify improper payments to hospitals.
Contractors get to keep a percentage of the
improper payments they coUed from
providers, which the hospital lobby views as a
"bounty hunter" approach to auditing claims.

The new Medicare law also left out a
hospital-desired morntorium on physician
owned specialtyhospitals. "We lI'iU definitely
pLlrsue thJl and other issues next year,"
Pollack said.

Hall' successful lobbyists will be
in getting that morntorium,
however. is unclear. It's expected
that the AHA and Federation of
American Hospitals "will come after
us again» on the specialty hospital
moratorium, said Randy Fenninger,
Washington representative for the
physician-owned-hospitllliobbying
group Physician Hospitals of
America. In his view, the chances of
enacting a moratorium are slim this
year, mainly because the political

fueled joint ventures, as at St. Mary's and
SSiiitWIllch have two such arrangements for
a clinic nnd health plan with Madison-based

CEO CONCERNS
CEOs, when asked to name their top

three challenges In a survey,
produced the foRowlng results:

Rnanclal challenges 70%

Care for the uninsured 38

Physician-hospital relations 35
Quality 33

Personnel shortages 30

Patient safety 29
Governmental mandates 22
Patlent satisfaction· 17
CapaCity 11

Saurre: AmetlclHl Colloge ofHIultlhcare ExdcuUves

dynamic in Washington hosn't changed in
hospitals' favor.

Physician-owned specialty hospitals have
been widely criticized by lenders ofthe Senate
Finance Committee and rheAHA for "cream
skimming" the healthiest patients, and betause
tlleythink physician ownership represents a
conflict ofinterest on matters ofpatient
referral The American Medical Association,
however, has argued that spccialty hospitals
promote healthy competition among

healthcare facilities.
But ultimately, the issues that

will get Congress' attention in 2008
will be the ones with the most
urgent deadlines. according to
industry executives and officials.

The State Children's Hcahh
Insurance Program, which limped
along without a reauthorization fix
in the latter part of2007, got a
healthy extension through March
2009, when Congress provided a
total of$1.87 billion over the

Dean Health System, he said.
"The business complexity of practicing

medicine has increascaeXoQii"eriflalfysincel
gra uate om me ical school," Byrne said.
Dolan cited physician-hospital relations'
drop in the ranlcings to No. 3 in 2007 from
No.2 a year earlier as a sign ofimprovement.

Also slipping in the rankings was personnel
shortages, which dropped to fifth from third
in 2005. Dolan said an aging workforce and
rising demand for care from baby boomers
means Jabor will continue to be a pressing
issue in hcalthcare. "Any relief we're seeing is
short-lived," he said. "It's going to come back
in a big way."

Por Byrne. patient safety and pressing local
issues topped his list ofconcerns. The new year
brought the opening ofSt. Mary's S180 million
eA-pansion. And in coming months, it will
adopt an electronic medical record after signif
icant preparntion and investment. "To over
state the obvious, it's more thon just throwing
the switch on the computer." he said. «

program's bll.letine through this period.
That extension "takes SCHIP off the table

as all election issue, whereas the Medicare
ph)'liidan payment fix sits squarely before
this Congress," said Bob Roth, a healthcare
regulatory lawyer at Crowell & Moring.

It was the Republicans' intent to ensure
there was enough money in that bill to take
care ofany potential shortfalls to SCHIP,
and thus avoid another vote on the bill prior
to the elections, Pollack said. "That doesn't
preclude that there won't be a revisiting of
SCHIP between now and the elections. But
it's less likely, given that (the extension) runs
through March 2009," he said.

The extra funds the law provides for SCHIP
should be sufficient forstates to maintain
enrollment in their SCHlPs, said Matt
Broaddus, a research assistant with the Center
on Budget and Policy Priorities. But according
to the center's analysis ofthe funding, "it does
not appear sufficient to allow states to ...
enroll significant numbers ofchildren
currently uninsured," Broaddus said.«
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UNITED PUBLIC WORKERS
AFSCME, LOCAL 646, AFL·CIO

~~
HAWAII

PAGE 02

March 10, 2008

Senator David Ige, Chair
Senator Carol Fukunaga, Vice~Chair
The Senate Committee on Health

····u·· .... ······'!····•. ·ttJ:W:Wt$t~t6~C~pifui!!&·;,-/j,¥:-M;(,t~ ~\~;;;§i'£p;:·· .
415'S. Beretania Street
Honolulu, HI 96813

Dear Chairman David Ige and Members ofthe Senate Committee on Health:

RE: TESTIMONY SUPPORTING EMERGENCY APPROPRIATIONS l4'OR THE
HAWAII HEALTH SYSTEMS CORPORATION HB 3161

My name is Dayton M. Nakanelua and I am the State Director of the United Public
Workers. AFSCME. Local 646, AFL-CIO (UPW). UPW/AFSCME supports the intentofSB
3083 to provided emergency appropriations for health care services provided by the Hawaii
Health Systems Corporation.

The intent ofthis measure is to provide Emergency Appropriations for health care
~ervices provided hy the Hawaii Health Systems Corporation for the people ofthe State of
Hawaii. The services provided by the Hawaii IIealth Systems Corporation as the safety net
hospital system of the State ofHawaii have a tremendous impact on the public in terms ofacute
and long-term care and rural health care.

. Nationally and here in Hawaiit health has reached a crisis situation.

An Emergency Appropriations of $24.5 million will enable the Hawaii Health Systems
Corporation the ability to meet jts operational obligations and maintajn its current level of
services for FY-08. This Emergency Appropriation will allow the corpomtiun tu pay curl'ent~

essential vendors and reduce account payable days as well.

The United Public Workers (UPW) union supports the intent ofSB3083, but requests that
the Emergency Appropriations designated in this bill be adjusted 'from $14 million to the original
anlount requested of $24.5 million to be used by all twelve fa.cilities of the corporation for the
Plltpos~s stateg ~erein.

UPW suppons the pa~sagt: ufHB 3161 with the appropriate amendment.



Linda Lingle
Governor

Darwin l.D. Ching
Director

STATE OF HAWAII
DEPARTMENT OF LABOR AND INDUSTRIAL RELATIONS

State Fire Council
830 Punchbowl Street

Honolulu, Hawaii 96813

March 10,2008

The Honorable David Y. Ige, Chair
Committee on Health
The State Senate
State Capitol, Room 215
Honolulu, Hawaii 96813

The Honorable Russell S. Kokubun, Chair
Committee on Commerce, Consumer Protection,

and Affordable Housing
The State Senate
State Capitol, Room 407
Honolulu, Hawaii 96813

Dear Chairs Ige and Kokubun:

Subject: H.B. 2438, H.D. 2 Relating to Cigarettes

I am Kenneth G. Silva, Chair of the State Fire Council (SFC) and Fire Chief of the
Honolulu Fire Department (HFD). The SFC and the HFD support H.B. 2438, H.D. 2,
which would require that only reduced ignition propensity cigarettes be sold in Hawaii
beginning July 1, 2009. We believe that this bill is in alignment with legislation passed
by 22 other states, which affects 52 percent of the United States (U.S.), and Canada.
Fifteen states have pending legislation requiring reduced ignition propensity cigarettes.

The SFC and the HFD recommend the following revisions to accomplish a successful
enactment of the bill:

"SECTION 1. § -4 (a) Each cigarette certified under this subsection shall
be recertified every tAree two years."

The recertification time period of two years will coincide with the biennial state budget
cycle. With an estimated 2,100 different brand styles listed in Hawaii, $250 would
provide $525,000 biennially or $262,500 annually. This will provide a revenue source to
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assist the SFC in implementing, administering, and enforcing this program. Funding will
also be necessary for compliance testing should it be deemed appropriate for brands
determined or alleged to be noncompliant. The Hawaii State Attomey General
estimates the cost to test each cigarette brand to range from $760-$2,000.

"SECTION 4. This Act shall take offeGt en the first day ofthe thirteenth
month after enactment; provided that section 3 shall take effset upon
approval of this Act coincide with the effective date of a new cigarette tax
rate and stamp scheduled for September 2010."

This revision would allow the SFC sufficient time to implement and administer the
reduced ignition propensity cigarette program and would coincide with the scheduled
new cigarette tax stamp and rate tor the state. It would also allow retailers time to sell
the remaining stock of noncompliant cigarettes.

In 2005, there were 82,400 smoking material fires in the U.S. that killed 800 people and
injured 1,660 others. Ninety-three percent of the deaths and 78 percent of the injuries
were in home fires. Property losses from smoking material fires total millions of dollars
each year. In Hawaii, 438 fires were caused by cigarettes and resulted in $1,461,125 in
property damage, ten injuries and no loss of life between 2001 and 2006. H.B.2438,
H.D. 2 will help reduce the number of fire incidents, dollar loss, and injuries statewide.

The SFC and the HFD request your committees' support on the passage of H.B. 2438.
H.D.2.

Should you have any questions, please call SFC Legislative Liaison Lloyd Rogers at
723-7171.

Sincerely,

~~.~
KENNETH G. SILVA
Chair

KGS/LR:cn



OAHU REGION
HAWAII HEALTH SYSTEMS CORPORATION

The Senate
Committee on Health

Senator David Y. Ige, Chair
Senator Carol Fukunaga, Vice Chair

March 10,2008, 2:45 PM
Conference Room #016

Hawaii State Capitol

Testimony Supporting lIB 3161
Making an Emergency Appropriation to the Hawaii Health Systems Corporation

D. William Wood, MPH, PhD
Chair, Oahu Regional Board of Directors

Hawaii Health Systems Corporation

Good afternoon Chair Ige and Members of the Senate Committee on Health. I am D. William
Wood, Chair of the Oahu Regional Board of Directors, The Oahu Regional Board was
established December 4, 2007, pursuant to the Legislative mandate of Act 290. Our Board has

.met three times and has formed its committees and started assuming its fiduciary role within the
spirit of the Act. This Board is committed to the efficient and effective management of the state
funds allocated to our region and to maintaining the quality and excellence of "safety net"
facilities within the region. We strongly support this aspect of the Hawaii Health Systems
Corporation mission and are well aware of the serious financial situation of the Corporation and
its statewide facilities and regions.

Mahalo for this opportunity to submit testimony in support of the Emergency Appropriation for
HHSC (HB3161 and SB3083 SD2). Without this appropriation your "safety net" facilities in all
counties will not be able to pay their current essential vendors, reduce their accounts payable
days to an acceptable level, and allow the unintelTupted operation and provision of current levels
of service.

The Oahu Regional Board, representing the HHSC facilities of Leahi Hospital and Maluhia
Hospital as well as the HHSC interests in Kahuku Medical Center is currently reaching out to its
communities in an effort to involve them in the on-going assessment of community needs and
the region's efforts in addressing those needs. As we move ahead with our strategic planning and
strengthening of our already efficient operations we hope to earn the trust you the legislators of
our state have placed in us to manage the public resources in a way that reduces the burden on

LEAH! HOSPI'1'AL • 3675 KILAUEA AVENUE. HONOLULU, HAWAII 96816 • PHONE: (808) 733·8000 • FAX: (808) 733·7914

MALUHIA. 1027 HALA DRIVE • HONOLULU, HAWAII96817 • PHONE: (808) 832-3000 • FAX: (808) 832·3402



the overall state budget while maintaining the quality of care available to our residents. As an
initial step, we urge your support of this emergency appropriation to allow us and the Boards of
the other four regions of HHSC the time to reinforce the need for efficiency and effectiveness in
the management of all HHSC facilities. Mahalo again for allowing me to testify on this essential
emergency appropriation.
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THE SENATE
COMMITTEE ON HEALTH
Senator David Y. Ige, Chair

Senator Carol Fukunaga, Vice Chair

March 10, 2008, 2:45 PM
Conference Room #016

Hawaii State Capitol

Testimony Supporting HB 3161
Making an Emergency Appropriation to the Hawaii Health Systems

Corporation

Donald Lewis
West Hawaii Region Chief Executive Officer

Hawaii Health Systems Corporation

Thank you for this opportunity to offer testimony is strong support ofHB 3161 Making an
Emergency Appropriation to the Hawaii Health Systems Corporation (HHSC). The
purpose of this measure is to pay current, essential vendors, reduce account payable days,
and allow operation and provision of current levels of service in HHSC facilities. HHSC is
in an urgent situation of financial deficit and seeks an emergency appropriation.

West Hawaii Region includes Kona Community Hospital and Kohala Hospital serving
approximately 60,000 people on the West side of the island including the southern portion
of the island of Hawaii.

West Hawaii Region is at a critical condition financially, with difficulty paying for
necessary goods and supplies for essential levels of patient care and hospital operations.
The situation was serious at the end of January, when Kona Community Hospital avoided
being put on cash on delivery payment for drugs with help from what little money other
regions could shift in a temporary and urgent action. The situation has escalated--vendors
have now directed cash on delivery (COD) terms, the use of purchase card credit was
necessary to pay vendors to prevent postponing elective surgeries, an equipment supplier
has refused to provide equipment for our Emergency Department until a past due bill has
been paid, and payment to physicians providing critical services to the Emergency Room
were not paid for a week.

KONA COMMUNITY HOSPITAL 1
HAWAII HEALTH SYSTEMS COAPORATION

79-1019 Haukapila Street
Kealakekua, HI 96750

(80S) 322-9311
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There is an urgent need for this emergency appropriation to allow HHSC facilities to
provide current levels of essential acute, long-term care and rural health care services
necessary to meet community health needs.

We respectfully request your support and passage of HB 3161 as quickly as possible.
Thank you.

KONA COMMUNITY HOSPITAL
HAWAII HEALTH SYSTEMS CORPORATION

79-1019 Haukapila Street
Kealakekua. HI 96750
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