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In any distressed-business situation, an accurate 
13-week cash-flow analysis is essential.1 Getting 
reasonably accurate cash projections for a dis-

tressed hospital is difficult,2 yet working toward 
accuracy by mending gaps in financial functions is 
not only a worthy endeavor per se, it can also result 
in increased cash and, subsequently, additional 
options and time for bankruptcy professionals.3 
 Complicated financial operations lead to diffi-
culties in projecting a correct cash flow for a hospi-
tal.4 A major complication in health care is that vir-
tually all hospital staff members take part in gener-
ating revenue. They must (1) document the services 
delivered (consisting of the medical record, detailed 
patient claims and coding), and/or (2) collect data 
on operational matters such as infection-control pro-
cedures or transfer of care for new “value-based” 
reimbursement methods. The many hospital payers 
have varying detailed requirements for this docu-
mentation and data collection.5 In addition, the rate 
of change in these requirements by each payer has 
become mind-boggling.6

 Besides the myriad information requirements, 
hospitals are paid varying amounts less than charg-
es from virtually all payers.7 While Medicare and 
Medicaid pay for 50-67 percent of inpatient days 
across most U.S. hospitals, it is commonly acknowl-
edged that they do not pay the full cost of their ben-
eficiaries’ care.8 Thus, hospitals are “subsidized” by 
others, and to control cost-shifting, private payers 
negotiate discounts. Revenue-generation is also pro-
tracted by government payers through post-fiscal-

year hospital cost reviews. After fiscal years’ end, 
they can adjust payments for services provided in 
the prior year. 
 Accounts payable functions are also compli-
cated in hospitals.9 Expenditures extend from food 
supplies to complicated surgical, lab and radiology 
items. Contracts involve complex features such as 
tiered discounting. Lastly, hospital cash-flow pro-
cedural practices and internal controls may have 
eroded,10 potentially accompanied by misappropria-
tion of funds.
 This article provides information on health care 
financial functions that should be understood by 
bankruptcy professionals. It also discusses ways to 
improve the accuracy of hospital cash-flow projec-
tions and cash status.

Three Top Areas Distorting Initial 
Hospital Cash-Flow Analysis
 The top financial functions in health care orga-
nizations that can distort the cash flow analysis are 
familiar to bankruptcy professionals: (1) revenue 
and accounts receivable; (2) accounts payable; and 
(3) internal controls. The complications and pos-
sible distortions for the first two functions are based 
in specialized processes and reimbursements in 
health care; internal controls often suffer from lack 
of staffing in health care organizations.

Revenue and Accounts Receivable
 Hospital billing departments struggle to remain 
effective.11 Claims requirements vary by payer, type 
of provider (e.g., physician vs. hospital) and area 
of care (e.g., surgery vs. clinic). Billing staff may 
not receive adequate training or lack the problem-
solving skills needed to address frequently changing 
requirements. Payer contracts are lost, outdated or 
otherwise unavailable to billing staff. The absence 
of payer contract information means that it is impos-
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sible to check expected reimbursements against actual reim-
bursements. Thus, the hospital receives lower payments than 
it should and might have claims completely denied. 
 Fundamentals are lacking in collecting patient billing 
information and upfront co-payments. Poor IT systems 
integration can result in incorrect patient data, rebilling and 
delayed payments. Further, the technology needed to collect 
patient payments is not always in place. There is often inad-
equate support for clinical staff completing medical docu-
mentation, some of which is also needed to support revenue-
generation. Hospitals may lack trained coding staff, or coders 
may be failing to support clinicians. Fast-changing prior-
authorization requirements are easily missed by untrained 
clinic staff, resulting in denied payments. 
 Net patient revenue is the difference between charges 
and actual reimbursement and is used to develop cash pro-
jections. In health care, there is huge variation in net patient 
revenue across patient accounts. These variations occur at 
the patient level, health care group coverage level and payer 
level. While ideally all these distinctions are captured in 
revenue-cycle (i.e., billing) functions, this is seldom the case 
in the financially troubled health care organization. Gaps 
and inaccuracies in revenue cycle then distort net-patient-
revenue calculations.

Accounts Payable
 Hospital vendor contracts may be completed by untrained 
department managers who negotiate with sophisticated com-
panies. Tiered pricing, quality controls and volume discount 
terms may not be understood. Failure to negotiate reason-
able out clauses can result in little recourse on bad contracts. 
There may also be gaps in vendor contract management, 
which can lead to inaccurate payments. Vendors sometimes 
have electronic access to bank accounts with little or no hos-
pital oversight. Failure to track contract renewals may result 
in the extension of unfavorable terms. 
 In addition, staff may fail to access group-purchasing 
organization (GPO) best pricing due to a lack of training 
both in the purchasing department and throughout the hos-
pital. A hospital may lack the ability to track product use 
for accessing volume discounting. Purchasing procedures 
may have weakened where there are inadequate manage-
ment approval processes for buying equipment and supplies. 
Without oversight, staff members can buy more product than 
is needed. Overspending also occurs when received product 
is not checked for accuracy against an order.

Internal Controls
 Lack of management oversight on payroll can lead to 
overspending and misappropriation of funds. Systems might 
allow employee manipulation of time worked, and payroll 
staff may give out random temporary pay increases due to 
lack of controls. Physicians also might receive unauthorized 
pay outside the main payroll system.
 A newer function in hospital billing, standard cash-man-
agement procedures, might not be implemented to collect 
patient co-pays. The issue is complicated, because co-pay 
collection should occur in multiple locations. Inconsistent 
IT support and staff education, as well as low staffing levels, 
lead to gaps in co-pay collection. 

 Access to hospital bank accounts may be poorly con-
trolled. For example, in one large organization, chief execu-
tive officer (CEO) signature stamps used to authorize checks 
were held by several departments. Controls can also be weak 
in the automated-clearing-house system as previously noted 
in the accounts payable discussion.

 While the federal 340B program provides a big financial 
boost in the millions of dollars for participating health care 
organizations,12 it is complicated to administer. Briefly, the 
program requires certain drug companies to sell outpatient 
drugs at discount prices to health care organizations caring 
for a high proportion of uninsured and low-income patients 
(e.g., children’s hospitals, rural hospitals, community health 
centers, etc.). Gaps can occur in the required third-party audit 
loop, as well as in educating internal staff, creating the poten-
tial for large mistakes and even misappropriation.
 The actual drugs in the pharmacy or other drug-holding areas 
are a target for theft and can thus be an overuse of cash resources. 
Access to drugs is often overly broad. Sometimes even people 
other than hospital employees may be accessing the pharmacy. 
Occasionally, clinicians may overprescribe narcotics.13

How to Improve Cash-Projection 
Accuracy — and Increase Cash Quickly
 The accuracy of a health care debtor’s cash projection 
often can be improved while also increasing cash on hand. 
Some key gaps in cash management faced by a financially 
troubled hospital can be addressed at a surprisingly rapid 
pace by an external expert placed as a temporary CEO or 
restructuring officer. 
 Middle management and other staff are often excited to par-
ticipate in solving problems toward saving the hospital. While 
issues may have been apparent to them, previously they could 
have lacked the support and tools to address them. The exter-
nal expert educates, clears the path and provides the support to 
generate cash, both in revenue and cost-management functions.
 The essential element in improving the cash situation 
is ensuring that the expert has a clear line of authority to 
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Improvements in the 
management of accounts payable 
and purchasing can have a 
surprising and immediate positive 
impact on cash. Particularly where 
there is weak structure for these 
processes, implementing even 
simple controls can reduce costs 
quickly and significantly.
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oversee the organization, including financial operations. 
Comprehensive oversight allows the integration of improve-
ments across the whole organization to the benefit of patient 
care and overall performance, as well as financial perfor-
mance. If they have not already transitioned out of the orga-
nization, progress is best facilitated if the CEO and chief 
financial officer of the organization step away from their 
responsibilities. This eliminates confusion and allows the 
establishment of a clear agenda for change.
 An overall assessment of the revenue cycle, accounts-pay-
able system and internal controls will find the gaps in financial 
operations. It is helpful if the external leader has the experi-
ence to discern the quality of and verify internal information. 
The very nature of the troubled hospital typically leads to 
weakness in organizational systems and data. Improvement 
priorities can then be established, thus balancing the impact 
on cash vs. time and resources needed to implement change. 
The work plan will vary from hospital to hospital. 
 For revenue-generation, the most impactful improve-
ments can often be made by focusing work on high-value 
accounts receivable categories. Charges have sometimes not 
been adjusted for years in some areas and can be increased 
for some positive impact on cash. Today’s technology pro-
vides ways to implement the upfront collection of patient 
copayments. Improving the accuracy in collecting patient 
demographic and payer information can immediately reduce 
the number of returned claims and speed claim payments. 
More effective coordination of payer prior authorizations for 
care across the organization can also reduce claim denials. 
 Patients who do not have coverage should be seen early 
in the care process by staff trained to help them find and 
access a payment source. With high-dollar annual deduct-
ibles of $5,000 to 10,000 and other large out-of-pocket 
amounts owed by patients, arrangements can be made with 
outside financial institutions that will pay the hospital and 
provide financing for the patient, preferably at interest rates 
lower than commercial credit cards. 
 There might be revenue-cycle knowledge gaps such that 
accessing outside expertise provides education, staff sup-
port and increased work production with excellent return on 
investment. Areas such as medical records coding, 340B pro-
gram administration and specialty billing (e.g., anesthesia 
and chemotherapy infusions) are examples of where outside 
experts can help, and technology lets facilities access this 
expertise remotely. In addition, IT security should be exam-
ined and improved immediately as needed to avoid cash-flow 
stoppages caused by ransomware and similar threats.14

 Finally, the critical net patient revenue estimate should be 
analyzed by an experienced hospital audit firm that is famil-
iar with the regional payer market and is different than the 
audit firm historically employed by the hospital.15 Internal 

calculations might be based on questionable assumptions that 
have not been recently reviewed. 
 Improvements in the management of accounts payable 
and purchasing can have a surprising and immediate positive 
impact on cash. Particularly where there is weak structure 
for these processes, implementing even simple controls can 
reduce costs quickly and significantly. Another fruitful area 
in accounts payable for reducing costs (and increasing cash) 
is examining the hospital’s GPO arrangement and how it is 
being used by staff. While a GPO arrangement will usually 
exist, staff might not be educated about it and might not be 
using it. While analyzing and renegotiating vendor contracts 
can improve cash flow, this takes a prolonged effort. On the 
other hand, renegotiating pricing for expensive, high-volume 
items like surgical implants may be a worthwhile priority.
 Regarding internal controls, a review of processes, lines 
of authority and access for payroll, cash management, pen-
sion administration, bank accounts, pharmacy operations 
and 340B administration are advisable. Payroll can be the 
most difficult to analyze, but effective high-level review of 
the other areas listed herein can be done and often produces 
opportunities to build cash and improve the accuracy of the 
13-week cash-flow projection.

Conclusion
 While supplemental funds related to the pandemic 
are fading away for health care organizations, caring for 
COVID-19 patients and the financial stresses that devel-
oped through the pandemic are not.16 The cost of travel 
agency staffing and volatility in patient service volumes 
remain. The total increase in hospital costs per patient 
(drugs, labor and supplies) from 2019-21 was 20 percent.17 
With the likelihood of continued inflation, costs are running 
at unsustainable levels.18 A recession would further weaken 
hospital revenues. 
 Despite these dark trends for health care organizations, 
these cash-producing methods endure with the potential for 
creating a major positive impact in most restructuring situa-
tions. However, more policy considerations may be needed 
to protect the public if the already-distressed health care 
industry deteriorates further. A step undertaken by California 
adds the opportunity for the court appointment of a tempo-
rary manager for a debtor long-term care facility. The state 
department may also supply the temporary manager state 
funds as an infusion of cash in certain circumstances.19  abi
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