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What makes a Hospital CRO successful?

Hospitals throughout the USA are under increasing and different pressures than other industries. Regulatory
changes are likely to soon begin to reduce hospital revenues between 2-4% per year. Government as a source of
hospital revenue is under enormous pressure to spend less. New York hospitals, for example, are facing a series of
challenges stemming from a number of unfunded mandates such as HIPAA, Recovery Audit Contractors (RAC) and
Hospital Acquired Conditions (HAC) initiatives. In addition, New York Hospitals are bracing for significant Medic-
aid cuts that may cripple their ability to sustain themselves if other funding resources are not established and if
effective sustainable cost containment is not quickly implemented. The likelihood of additional New York hospital
closures is a real possibility given the current financial landscape. New York is not alone in this crisis.

Hospital turnarounds and restructurings present very complex challenges to restoring, preserving and growing
value. Moreover, due to the very complex issues that exist in hospitals, simply importing turnaround expertise
learned in other industries just won’t succeed. For one, the hospital landscape is so reliant on its skilled human
resources that a successful Chief Restructuring Officer (CRO) must have a thorough understanding and learned
sensitivity to the requirements to motivate the workforce, getting them more productive while executing concurrent
aggressive cost saving measures. To be successful, a CRO must at least have:

+ A developed methodology immediately available to begin generating cash from hospital and ancillary
operations other than through labor reductions,
A clear plan of attack to tackle the biggest opportunity first, and
An approach to increasing nursing productivity while maintaining standards of care AND improving nurse
job satisfaction.

Satisfying all these seemingly contradictory goals may appear impossible to the uninitiated but therein lies the
true distinction to effecting a sustainable hospital turnaround. This article focuses on this one difficult and unique
aspect of turning around a hospital.

In no other industry do we find the importance of skilled workforce job satisfaction so crucial to success. The
supply of nurses is significantly outstripped by the demand so turnover and shortages are extreme. At the same
time, nursing is perhaps the most crucial element in the delivery of care and nurse job satisfaction drives the
patients’ perception of the quality of care delivered by the hospital which has revenue implications. Nurse
deployment is woefully dysfunctional through no fault of competent hard working well meaning nurses.

Not coincidentally, the biggest expense in the hospital is their clinical labor spend. This is money spent on direct
nursing care at the bedside, including registered nurses, practical nurses and nurses aides. | have seen it over 35%
in some hospitals. That is unsustainable.

If the CRO is unable to move this metric
below 30% quickly with the full support of
the nursing leadership the hospital has little
chance of becoming self sufficient. Most
CRO’s, even those with prior hospital
experience, will not possess the tools to
bring this cost in line while accomplishing
the concurrent demand for maintenance of
patient care standards and nurse
satisfaction. Labor headcountreductions,
the usual bromide applied, is just not the
right solution and will lead to failure. Though
many factors and operating skills are
required for success in a hospital turn
around, the paramount initial variable for the
CRO to manage is the deployment of clinical
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labor. In this article we focus on solving the clinical
labor dilemma as an essential first success factor to
any hospital turnaround.

Clinical Labor Management

The CRO is faced with insufficient cash and little or
no time to reverse the situation so generating cash
internally is his first priority. Fortunately, significant
amounts of recurring cash flow can be generated in
a relatively short time frame with minimal upfront
investment for those CRO’s who have invested in
the proper effective systems before being engaged.
Generally positive cash results can be seen in 4 to 6
months from a pre-designed yet customized approach
to improving clinical labor deployment. The essential
elements of such an approach must be that it is
sustainable, will be received well by the nursing
leadership and can begin being implemented
immediately upon the retention of the CRO.

As noted, Clinical Labor, licensed non physician care
providers, often make up over 35% of many hospital’s
operating expenses. In a $300 million dollar revenue
hospital this would equate to about $110M in clinical
labor spend. That is a hospital with approximately 275
occupied beds. The CRO must be prepared on day
one to find a way to re-deploy the work force resulting
in between 7 and 15% reduction of this amount to be
successful. In the USA there are approximately 1000
such hospitals and nearly 60% are losing money in
the 1 -10% range.

An effective approach to reform the way clinical labor
is deployed in hospitals is to quickly design a
reconfigured nursing position control to match the
demand patterns of patient services. The revised plan
aligns costs/talents to patient acuity and census while
maintaining standards of patient care. Applying
sophisticated analytic capabilities to recalibrate the
complex interrelationships among these various
multiple components that constitute the labor
configuration is the only way to find sustainable
optimization within this diverse resource mix. The
variables to be reconfigured include at least the
resource skill level (RN, LPN’s, CNA's, etc,) and
employment status, (full time, part time, agency,
overtime, etc). By analyzing the demand history and
the predicted future variations, optimal staffing
configurations can be designed to render significant
cost savings without imperiling staffing and patient
care standards.

More efficiently deployed nurses should enable
reduction in staffing variability leading to a more
satisfied nursing staff, consistent or even improved
patient care and controlled predictable expenses.
Numerous surveys of nurses job satisfaction document
that day to day variability in their job schedules is their
primary dis-satisfier. An approach such as | describe
also reinstates credibility into the budgeting process
and thereby provides much more accountability to the
management team to achieve the turnaround goals and
objectives. Accordingly the sustainability of any
recovery plan is materially enhanced. The consequences
are far reaching. Restoring long term viability without
applying such a comprehensive evidenced based
approach to resource planning leaves the CRO (1)

less than fully informed of what is optimally achievable
(2) with no benchmarks and (3) an unsustainable
business plan.

The National annual expenditure on healthcare in the
US is over $2 trillion, approximately 16% of the GDP
and growing at 16 - 17% annually. At the same time,
Medicare and Medicaid are cutting back on
reimbursements and states are dramatically reducing
funding. As a result, nearly 60% of hospitals are losing
money. Unchecked that the decline in federal and state
reimbursements will drive this percentage to over 90%
losing money at the operating level within 3 years.
Hospitals endowments severely depressed and
charitable giving drying up hospitals are increasingly
starved for cash. These systemic challenges demand
unique turnaround expertise to be applied to the challenge.

The successful Hospital CRO must of course go
beyond reconfiguring clinical labor to succeed. But if
this is not accomplished in the 1st six months,
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nothing | know of is available to repeatedly and reliably save hospitals. Once the clinical labor problem is addressed
the remaining prioritized emphasis needs to be placed on those areas that can also quickly raise cash without
adversely impacting the delivery of quality health care. Optimizing inventories and rightsizing the back office make
up the next largest cost areas that require prompt action. But in all cases, there needs to be a systemic approach
that accomplishes the short term objective of survival and concurrently maintains quality of care while creating
sustainability. In future articles we will share the best practices for attacking these two fertile opportunity areas.

About the Author:

DENNIS SIMON, Dennis Simon has served in Interim CEO and CRO positions in the healthcare sector over the
past 20 years. His expertise has often preserved the value of those clients he has led through crisis. His firm
XRoads Solutions has amassed a deep expertise in the healthcare restructuring space as well as developed
proprietary productivity enhancing solutions that enable the restoration of the long term viability of hospitals.
To learn more about XRoads or its healthcare solutions, please visit www.xroadsllc.com.

About XRoads Solutions Group

Originally founded nearly 15 years ago as a turnaround and restructuring firm; XRoads Solutions Group today
offers a range of professional services that enhance the value of both distressed and healthy companies. The firm’s
heritage in turnaround engagements is the source of its distinctive strengths that provide superior results to healthy
& distressed clients alike - passion for effective, sustainable and pragmatic implementation, speed to value

and the alignment of our interests to that of our clients — all ensuring significant value-creation across a broad

array of industries.
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