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Narrative

HHSC operations are affected by national, state, and economic and fiscal
conditions unique to HHSC in a complex of factors that bear on the corporation’s
capacity to optimize revenue and control costs. At the end of FY08 HHSC
acknowledged that the current structure of HHSC and the escalating cost of
healthcare had placed HHSC in a severe financial situation that would continue

to worsen with no substantial changes forecast that would reverse the negative
trends.

There are five primary reasons HHSC is losing money, the first four of which are
shared by all hospitals in Hawaii:

No Disproportionate Share Hospital

Under-Reimbursement

Wait-List Problem

Physician Call Coverage and Recruitment Cost

Cost of Operating as a State Agency

RaiE el b o

Although HHSC was spared from the 4 percent reduction in general fund subsidy
in the 2008 legislative session that applied to state agencies, an operating
budget shortfall of $62 million was still projected for FY09. In the 2008 legislative
session, the Senate added $5 million in additional general funds for HHSC, which
would have provided a measure of relief. Ultimately, this increase was not
included in the final budget that was passed, due to budgetary constraints the
legislature faced. Governance and management at all levels of the HHSC
system recognized that the amount of funds available to the State of Hawaii
would not be sufficient to cover the minimum requirements for HHSC hospitals to
continue to operate at current service and staffing levels through FY09. This
projection prompted financial contingency plan development by management and
governance of each region and the HHSC corporate office to operate within
expected funding. The contingency plans anticipated that not all services
currently provided could continue to be provided at same levels and operating
tempos and that some important initiatives planned for FY 09 could not be
pursued. Reductions in force were initiated at the corporate office (9 positions
affected) and at Kona Community Hospital (56 positions affected).

The contingency plans being implemented by HHSC and the regions of HHSC
will provide little or no relief from the very high accounts payable balances of
several facilities that existed at the end of FY 08 ($42.9 million system-wide total
A/P) and have continued to exist through the first half of FY 09 ($31.4 million
system-wide total A/P as of December 22, 2008). HHSC regions have managed
cash flow through the first half of FY 09 by drawing down and utilizing the
majority of general funds appropriated for the full fiscal year. By the end of
December 2008 all regions have requested release of all FY 09 general funds



subsidy. There will be no remaining general funds subsidy to cover cash flow
shortfalls during the last few months of FY 09.

To enable facilities with highly aged accounts payable to pay vendors to assure
the ability to continue operating the facilities, HHSC asked the governor to submit
an FY 09 emergency appropriation request for $29 million. For reasons involving
the economy and the financial challenges all state departments and agencies are
facing, the governor declined to submit the EA request. Because of this
situation, several HHSC hospitals will start FY 2010 with very high accounts
payable balances and the continuing concern that vendors will stop providing
goods and services due to nonpayment, which would affect the ability of
hospitals to continue providing services.

The administration excluded HHSC from the requirement to submit tiered
mandatory reductions to baseline funding for the FB 2009-2011 biennium budget.
Extraordinary actions were nonetheless required by HHSC regions to develop FY

2009-2011 budgets that are in line with funding advice provided by the Director of
Finance.

This is the first biennium budget submission from HHSC after enactment of Act
290, passed in the 2007 legislative session. In accordance with Act 290 SLH
2007 regional system boards of HHSC shall exercise the power to prepare
regional budgets. “The corporation board and any regional system boards shall
collaboratively develop budgetary guidelines and annual operating budgets and
capital budgets for each facility..... Two-year budgets will be approved for
regional system boards, in alignment with State of Hawaii biennium budgeting.

The corporate board shall not alter the two-year budget of a regional system
except:

(1) Where state general funding is reduced:;
(2) An emergency exists; or

(3) There is a negotiated budget approved by a regional system board.”

First attempts by the corporation and the regions to develop budgets for FY 2010
and FY 2011 based on funding guidance from the Director of Finance produced
budgets with total negative cash flow for FY 2010 totaling approximately $35

million and total negative cash flow for FY 2011 totaling approximately $31.3
million.

Since regions could not come to agreement on distribution of FY 2010 and FY
2011 general funds subsidy, the HHSC President & CEO (PECO) made the
decision on the distribution of general funds for the budget submissions. The
decision by the PCEO on distribution of general funds was in accordance with
budgeting policy subsequently established in coordination with the Policy
Committee required by Act 290 and by the HHSC Corporate Board of Directors.

Cash flow shortfalls for FY 2010, based on the initial budget submissions are
indicated below:
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Mission Statement

Our MISSION is:

Providing and enhancing accessible, comprehensive, health care “safety net”
services that are quality-driven, customer-focused, and cost-effective

Our VISION is:

Be the provider of choice for the Pacific communities we serve; Employer of
choice for our staff, and System of choice for our physicians

Our VALUES are:
- Integrity - Collaboration - Caring - Commitment - Innovation - Community



Organizational Charts
Please see Worksheet 1.

HHSC organizational charts include:

» East Hawaii Region — Hilo Medical Center, Hale Hoola Hamakua, Kau
Hospital

» Kauai Region — Kauai Veterans Memorial Hospital (West Kauai Medical
Center), Samuel Mahelona Memorial Hospital

» Maui region — Maui Memorial Medical Center, Kula Hospital, Lanai
Community Hospital

e Oahu Region — Leahi Hospital, Maluhia
West Hawaii Region — Kona Community Hospital, Kohala Hospital
Corporate Office
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Program Performance

Quality “patient safe”, accessible and affordable healthcare efficiently
provided by HHSC facilities to all communities served. Details
available upon request.

Results relate to the program’s objectives and department's mission:

Mission accomplished. Successfully fulfiled HHSC Safety-Net mission
with quality outcomes.

Program activities were accomplished in the past year (FY08), with
22,763 in-patient admissions and 119,549 acute care patient days,
1,195 long-term care admissions, 282,651 long-term care patient days,
3,874 babies born, and 102,162 emergency room visits.

Effectiveness of the program and performance results achieved:

All 15 HHSC facilities are fully cenified and have maintained their
licensure by both State & National standards. All HHSC facilities are
certified annually by Medicare/Medicaid and all have successfully
passed those surveys.

HHSC also continues its long-standing participation with Hawaii
Medical Services Association (HMSA) Hospital Quality and Service
Recognition program that offers financial incentives for meeting
performance indicators related to patient care quality.

All four HHSC Joint Commission accredited facilities continue to focus
efforts on the value of accreditation process and we are pleased to
report that all four facilities received full three year accreditation by the
Join Commission in unannounced surveys during 2008.

In addition, HHSC annually has a detailed independent third party
financial audit conducted for the entire system. HHSC has just
received its eleventh consecutive “clean” unqualified audit with no
material weaknesses and no reportable conditions. Furthermore,
HHSC has a myriad of internal reporting / performance measures that
are utilized by the board of Directors and management to insure

compliance, quality and financial efficiency in all system work. Details
available upon request.
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Actions taken by each program to improve its performance
results:

Facilities have used past survey results and recent changes in survey
guidelines to establish monitoring and process improvement initiatives
that are actively being managed. The results of these efforts should be
seen in the outcomes of CMS licensure surveys and findings.

Although there are occasional short-term set backs, long term
aggregate results are very positive.

Modifications to the system’s performance measures:

As necessary, HHSC internal reporting / performance measures are
continually adjusted and revamped to meet the ever-changing needs of
today’s fluid healthcare environment. Some examples are in annual
reporting measures on workers compensation; new revenue enhancing
measures; and additional quality measures involving patient safety.

Annually, HHSC focuses on new national patient safety goals most

recently approved by Joint Commission as it relates to hospitals and
critical access hospitals. Details available upon request.
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