
 

 

1501 M Street, NW, Suite 340 
Washington, DC 20009 
O 202.370.8214    F 202.370.8177 
www.mcgladrey.com 

November 2, 2011 

 

Jacqueline Alpert 
Contracts Officer 
Department of Healthcare Finance 
899 North Capitol Street, N.E., 6th Floor  
Washington, D.C. 20002 
 
 
Dear Ms. Alpert: 

In response to the Solicitation Number DCHT-2011-R-0010, United Medical Center Independent 
Review, RSM McGladrey, Inc. (McGladrey), and its teammates, Health IT 2 Business Solutions, 
LLC and Decisive Consulting Solutions, LLC, collectively The McGladrey Team, have been 
engaged to perform an assessment of the sustainability of the Not-for-Profit Hospital 
Corporation’s ( d/b/a United Medical Center and referred to in our report as UMC or the hospital) 
business in light of the pending healthcare reform changes, as well as review UMC’s financial 
and business operations and liabilities considering the hospital’s existing payor mix and the 
nature and amount of the reimbursement the hospital receives from the District of Columbia’s 
Medicaid program. 
 
The McGladrey Team of selectively chosen and strategically aligned experts is a diverse, 
seasoned and cohesive execution unit, inclusive of a deeply experienced minority business 
consistently rated “Outstanding” by clients in the Healthcare industry. Our team’s experience 
includes successful service to healthcare and public sector entities of similar or greater size and 
complexity. The McGladrey Team is representative of vast resources and the nation’s top 
professionals working as one. 
 
This report is intended solely for the information and use of the District of Columbia Department 
of Health Care Finance, UMC Boards of Directors, and UMC management and is not intended 
to be and should not be distributed or used by anyone other than these specified parties. It will 
be our pleasure to respond to any questions you have regarding this report. We appreciate the 
opportunity to be of service to the District of Columbia Department of Health Care Finance. 
 
Sincerely, 

 

 
 
RSM McGladrey Inc. 
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Executive Summary  

A “hospital centric” environment is a pattern of health care in which a 
patient is treated for a brief but severe episode of illness, for 
complications resulting from an accident or other trauma, or during 
recovery from surgery.  Acute care is usually given in a hospital by 
specialized personnel using complex and sophisticated technical 
equipment and materials, and it may involve intensive or emergency 
care. This pattern of care is often necessary for only a short time. 

An “ambulatory and physician centric” environment involves medical 
care including diagnosis, observation, treatment and rehabilitation 
that is primarily provided on an outpatient basis, rather than by 
admission to a hospital.  Ambulatory care is given to persons who 
are able to ambulate or walk about.  A well-baby visit is considered 
ambulatory care even though the baby may not yet be walking.  Such 
medical care would be provided through a strong network of 
physicians and medical professionals.  Services may be part of a 
hospital, augmenting its inpatient services, or may be provided at a 
free-standing facility. 

The future sustainability of UMC is a pressing matter for the 
residents of Wards 7 and 8, along with numerous stakeholders inside 
and outside of the District.  As such, we believe a premature sale or 
transfer of UMC’s assets may result in continued instability, loss of 
the investment made by the District and/or the possibility that the 
new owner will move in a direction which may not meet the acute 
healthcare needs of the District and the people of Wards 7 and 8.  

Under the District of Columbia Home Rule Act, the District Office of 
the Chief Financial Officer (OCFO) has oversight, authority, and 
responsibility for virtually all financial aspects of each agency within 
the District.  This includes, but is not limited to, cash management, 
procurement, disbursement processing, administrating financing 
arrangements, and financial accounting and reporting.  As an agency 
of the District, UMC is not exempt from this Act.  Therefore, the 
structure of this oversight, authority and responsibility should be 
tailored to satisfy both the provisions of the Act, as well as the 
business needs of UMC.  This is not currently taking place. 

Core competencies of governmental entities usually do not include 
operation of an acute care hospital/health system. Competent and 
effective Governance and Management should be free to focus on 
developing a realistic Strategic Plan and, more importantly, 
relentlessly focusing on its implementation.  Entities such as 
hospitals/health systems should not be required to use governmental 
systems which were not designed for such application. 

In Review 
The people of the District 
of Columbia (the District), 
including those in Wards 
7 and 8, deserve easy 
access to high clinical 
quality healthcare.  At all 
service levels, those in 
Wards 7 and 8 should 
have access to 
healthcare that meets the 
same standards found in 
Wards 1 through 6. Given 
the on-going changes for 
over a decade, the Not-
for-Profit Hospital 
Corporation d/b/a United 
Medical Center (UMC or 
the hospital) needs the 
opportunity to stabilize. 
All stakeholders are best 
served if the ownership 
and tax status of UMC 
does not change for a 
three year period. 

Recommendation 
 We believe it is 

important to shift the 
emphasis from being 
“hospital centric” to 
being “ambulatory and 
physician centric” to 
stabilize UMC and 
provide a pathway for 
sustainability, 
regardless of the 
shape healthcare 
reform takes moving 
forward. 
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We encourage the current bed configuration and product offerings at 
UMC focus on the needs of the community and crafting product 
offerings which meet those needs. An effective assessment and 
realistic strategic plan will provide guidance for the size of the hospital 
and how the asset should be configured in the future.   

Based on discussions with facilities and equipment personnel and 
management, and a tour of the facility, it appears that the core 
infrastructure of the hospital is in good working order, and costly facility 
and bio-medical equipment, such as boilers, radiology equipment, 
elevators, and HVAC, are monitored under a combination of regularly 
scheduled maintenance performed internally, preventative 
maintenance contracts with third-parties, and manufacturers 
warranties.  However, we recommend that UMC assess the physical 
building to determine it the current structure will support a transition 
from a “hospital centric” model to an “ambulatory and physician centric” 
model. 

Strategic Options for Operations 

As strategic plans are formulated, the District and UMC governance 
and management will need to evaluate all necessary capital 
investment, including the aforementioned, to determine if the 
facility/structure in its current form meets the needs for transitioning 
from being “hospital centric” to “ambulatory and physician centric”. 

During the course of this transition, there are several options to explore 
and, ultimately, a strategic plan must be developed for the option 
selected. The District and UMC governance/management must decide 
on a long-term path toward a permanent solution.  

Options include:  

 Current State: Hospital Centric 

 Ambulatory and Physician Centric 

 Ambulatory and Physcian Centric Focus with Scaled Down 
Acute Inpatient Services 

Depending on the option selected, there may be an opportunity to 
partner with existing organizations operating in the District, Virginia and 
Maryland market place to enhance the value proposition for the 
solution selected.  

We believe an “Ambulatory and Physician Centric” focus with scaled 
down acute inpatient services may be the best option.  It preserves 
inpatient services, albeit on a scaled back basis, and allows the 
transition to a campus focused on ambulatory and physician services.  
As community confidence grows in the quality and customer service 
levels the inpatient component can grow to an appropriate size. 

There are several 
options to explore and, 
ultimately, a strategic 
plan must be 
developed for the 
option selected. 
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In our experience, it is uncommon for such a transition to occur in three 
years or less.  The success of a more aggressive timeline is highly 
dependent on prompt alignment of the following factors: 

  Streamlined and effective Board of Directors 

 Appropriate skill sets in the executive management suite 

 Development of strategic and implementation plans 

 Physician integration 

 Ensuring TJC accreditation 

 Product lines that meet community needs, with tracking of goals 
and outcomes 

 Compliance with regulatory environment, particularly Medicare 
and Medicaid 

 Adequate internal controls to support accurate, timely, 
consistent and reliable financial reporting 

 Billing practices that maximize reimbursement 

 Sound IT infrastructure and management 

 Physical building that serves the needs of an “ambulatory and 
physician centric” focus 

Strategic Options for Business Model  

We were engaged to provide a review of the business model currently 
in place for UMC. 

Business Model definitions are plentiful and varied.  For purposes of 
this report we used the following definition: “Business models describe 
how the pieces of a business fit together as a system to create value to 
the customers.”  We have developed, for a hospital, twelve variables 
which, when taken in totality, represent the elements of a successful 
business model. These include: 1) ownership 2) tax status 3) 
governance 4) management 5) outsourcing of clinical and operational 
departments vs. internal management 6) strategic plan 7) scope of 
services 8) market segments 9) geographic focus 10) payor sources 
11) physician integration and/or alignment and 12) vertical and/or 
horizontal integration. 

We reviewed business models of other governmental hospitals and 
health systems in the United States. Several have been clients served 
by consultants on The McGladrey Team. Within the last 18 months, 
several relevant and useful commissioned studies of governmentally 
owned hospital/health systems business models have been completed. 
It may be counter-intuitive, but in our experience, for governmentally 
owned hospitals, the ownership and tax status of a hospital/health 

 

Business models 
describe how the 
pieces of a business fit 
together as a system 
to create value to the 
customers. 

It may be counter-
intuitive, but in our 
experience, for 
governmentally owned 
hospitals, the 
ownership and tax 
status of a 
hospital/health system 
are not the most 
important elements of a 
business model and in 
determining the long-
term success of the 
organization. 
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system are not the most important elements of a business model and 
in determining the long-term success of the organization. We believe 
the most important factors and predictors of long-term institutional 
success are centered on: 

 Governance 

 Management talent and their ability to implement strategy 
and tactics 

 The degree of freedom from political influence and 
government policies and practices to allow the Board and 
Management to focus on the best interests of the 
organization 

 Physician integration and/or alignment 

Critical to UMC’s long-term viability is to adopt action plans which more 
completely address each of these factors.  Action plans should be 
developed within the context of the community’s and District’s needs 
while utilizing the acumen associated with hospital and healthcare best 
practices. 

Exhibit A profiles the current UMC business model, along with five 
additional options for the UMC Board, District Council and Mayor to 
consider.  One option moves dramatically away from beds to 
ambulatory services.  Another downsizes the hospital in the short-term 
while changes in strategy unfold, then gradually re-opens beds as the 
community gains confidence in UMC and returns for care.  Other 
options reflect a move from day-to-day control into lease or sale 
position. Each option has strengths and weaknesses.  For example 
lease, sale or total facility management contract options will most likely 
find the operating party insisting the District serve as a deficit financier 
for some period of time until the transition model is sustainable.  With 
each option, we have suggested a summary action plan for the next 
three years.  It is the execution of the action plan that will be critical to 
long-term success.  Our interviews with 49 area healthcare executives 
provides UMC with possible partnerships and relationships which, 
when fully vetted and structured properly, provides the opportunity to 
meet community needs and a sustainable business model that may 
lessen the negative financial impact on the District. There are success 
stories associated with these models around the country.  In our 
opinion, execution of the selected business model is more important 
than the model itself and is the best predictor of long-term success. 

 

 

 

 

Exhibit A profiles the 
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model, along with five 
additional options for 
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District Council and 
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Importance of Internal Controls 

Internal controls over financial reporting are critical to the overall 
success of any business model.  Accurate, consistent, timely and 
reliable financial and non-financial information enables governance 
committees and management to evaluate the outcomes of a strategic 
initiative.  In each area evaluated at UMC, we noted an absence or 
insufficient formal, documented, statements of operating procedures 
(SOP), especially related to the coordination between the OCFO 
employees, hospital employees, and contractual employees.  We did, 
however, observe some level of documented policies and procedures 
for certain functions, such as the Patient Financial Services (PFS) 
department.  It is considered best practice to formally document 
policies, procedures and controls for all functions and transaction 
cycles critical to the financial reporting process.  Such documentation 
provides clarity to employees related to their role and responsibilities, 
enables management to evaluate staff performance and process 
efficiency, and establish accountability, which collectively ensures 
accurate, consistent, timely and reliable financial reporting. 

Over the past fiscal year, the hospital has experienced a significant 
increase in patient accounts receivable and cash availability has 
become severly constrained.  Proper design and operation of internal 
controls, among other factors, creates the foundation for monitoring 
financial performance and ensuring cash flows are adequate to support 
the hospital’s operations.  Effective controls alert management of 
deficient processes and activities, such as high rates of claim denials, 
excessive uncollectible patient accounts receivable, and discrepancies 
with vendors. 

Communications 

UMC management is also responsible to ensure its IT Department has 
accurate maps, detailed directions, and, most importantly, that all 
teams are communicating and working together to reach common 
goals.  The need for assurance about the value of IT, management of 
IT related risks and increased requirements for control over information 
are now understood as key elements of enterprise management. 
Business IT strategic alignment, IT value delivery, IT risks 
management, IT resource management and IT performance 
management, constitute the core of IT leadership and operations.  It is 
the responsibility of management for leadership, and establishment of 
organizational structures and processes that will ensure UMC's IT 
sustains and extends the organization’s strategy and objectives. 

Information Security 

By executive management stressing the importance of information 
security, a security mission can be establish within UMC, along with  

It is considered best 
practice to formally 
document policies, 
procedures and 
controls for all 
functions and 
transaction cycles 
critical to the financial 
reporting process. 

Over the past fiscal 
year, the hospital has 
experienced a 
significant increase in 
patient accounts 
receivable and cash 
availability has 
become severly 
constrained.  Proper 
design and operation 
of internal controls, 
among other factors, 
creates the foundation 
for monitoring financial 
performance and 
ensuring cash flows 
are adequate to 
support the hospital’s 
operations.   
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established goals to fulfill such mission. Executive management should 
stress the importance of information security and emphasize the need 
to comply with HIPAA security, meaningful use, and other 
requirements. Such goals and outcomes are imperative to be eligible 
for incentive payments under the Patient Protection and Affordable 
Care Act related to electronic health records systems, which could be 
as great at $2 million. 

Product Lines and Accountability 

Management, the Board and UMC leadership and medical staff should 
be applauded, even with numerous challenges, including an unsettled 
ownership  and operating environment for the past 10 years, the 
product line review detected management/executive initiative and effort 
toward establishing services that utilize the UMC facilities and/or meet 
certain of the identified healthcare needs of its community and 
constituents.  These efforts are resulting in the beginning stages of 
improved services, clinical outcomes, customer service, and 
performance improvement. 

Management is in the process of assessing the level of physician 
staffing and related compensation.  The preliminary analysis reveals 
that revenue generated by UMC physicians is not sufficient to offset 
the total cost of physician compensation packages.  Further analysis is 
underway at UMC to determine the fiscal impact.  Also, management is 
considering certain actions that it anticipates will mitigate the significant 
subsidy calculated in the initial analysis, which is currently believed to 
be several million dollars.  When these actions are quantified, 
management will be in a better position to determine whether the 
resulting level of subsidy is sustainable.  Upon completion of this 
analysis, a process must be established whereby physician contracts 
are reviewed by legal counsel and finance personnel, then by the 
Board of Directors for final review and approval. 

UMC product lines are largely consistent with the community needs 
identified by the Rand Study of 2008. Women and Infants Health, 
Pediatrics, Advanced Wound and Hyperbaric Medicine, Infectious 
Disease, Minimally Invasive Vascular services and Diabetes and 
Obesity are direct responses to the community needs identified in the 
Rand Study. Behavioral Health, to a lesser extent and the SNF to a 
greater extent, appear to have been established to absorb excess 
capacity at the UMC facility. 

UMC is structured as a traditional acute care hospital.  The 
organizational chart and management accountabilities are centered on 
departmental accountabilities rather than product lines.  The financial 
reporting and operating management tools are not designed to support 
product line operations or clinical and management accountability.  
Therefore, our ability to assess product line viability was severely  

Management, the 
Board and UMC 
leadership and medical 
staff should be 
applauded,…, the 
product line review 
detected 
management/executive 
initiative and effort 
toward establishing 
services that utilize the 
UMC facilities and/or 
meet certain of the 
identified healthcare 
needs of its community 
and constituents. 

Management is in the 
process of assessing 
the level of physician 
staffing and related 
compensation.  The 
preliminary analysis 
reveals that revenue 
generated by UMC 
physicians is not 
sufficient to offset the 
total cost of physician 
compensation 
packages. 

When these actions 
are quantified, 
management will be in 
a better position to 
determine whether the 
resulting level of 
subsidy is sustainable. 
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hampered. A commitment to manage operations by product lines will 
be necessary to increase the likelihood of improved clinical outcomes, 
customer service and organizational success over the long run.  

Several product lines appear to be more conceptual than a reality due 
to a combination of a short life cycle and inadequate systems, 
structures and processes to support their development.  Our 
observations regarding the product lines reviewed are summarized in 
Exhibit B. Some product lines are out-sourced under arrangements 
which do not appear to be financially viable and supportive of UMC re-
establishing its own primary care medical community (Pediatrics ED 
and Women’s Health).  We recommend UMC management evaluate 
such out-sourced arrangements to ensure they create a win-win 
relationship under the “ambulatory and physician centric” focus. 

Finally, there are a number of health conditions in Wards 7 and 8 
which may justify the creation of new product lines, or the expansion of 
current product lines to address the health conditions of the 
community, including asthma, heart disease, cardiovascular disease 
and ophthalmology. 

As set forth in our Business Model Assessment, we recommended 
UMC be more “ambulatory and physician centric” in the near and long-
term to provide the best opportunity for the organization to stabilize in 
the short-term and become a financially viable organization that can 
sustain itself over the long-term. 

Skilled Nursing Facility 

Due to differences in regulations, clinical care models, service billing, 
and Resident and family wants and expectations, the keys to operating 
a successful SNF are unique, and can vary significantly from the 
traditional hospital environment.  Through our assessment, we 
identified certain quality of life and regulatory and financial matters for 
UMC to consider.  Unlike a short stay hospital environment, many 
residents of a SNF are there for an extended period of time.  
Therefore, regulations and resident wants and expectations require, at 
a minimum, a satisfactory quality of life.  In addition, the regulatory and 
financial environment can be complex and oversight from regulatory 
agencies can be strict.  Establishing a true ‘home’ environment, 
providing age and condition appropriate activities, and ensuring care 
provided is necessary and supported, amongst other factors, are 
critical to the overall sustainability of the SNF operations. 
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Accreditation Review 

As part of our engagement, we performed a “high level” assessment of 
compliance with Joint Commission (TJC) standards.  From August 22 
through 26, 2011 we performed an on-site regulatory and accreditation 
assessment.  Hospital leadership and staff members are to be 
commended for their cooperation and receptivity during the review 
process.  Our assessment included 18 chapters of TJC standards or 
elements of performance, selected generally because they are “direct 
impact”, had been cited on a recent TJC survey at UMC, and/or are 
commonly problematic/likely to be cited during an actual TJC survey.  
The following table provides a dashboard summary of the results of our 
assessment: 

Chapter:  

     Accreditation Participation Requirements Red 

     Environment of Care Red 

     Emergency Management Yellow 

     Human Resources Yellow 

     Infection Prevention and Control Yellow 

     Information Management Yellow 

     Leadership Yellow 

     Life Safety Red 

     Medical Staff Yellow 

     Medication Management Yellow 

     National Patient Safety Goals Yellow 

     Nursing Yellow 

     Provision of Care, Treatment and Services Yellow 

     Performance Improvement Yellow 

     Record of Care, Treatment and Services Yellow 

     Rights and Responsibilities of the Individual  Green 

     Transplant Safety Green 

     Waived Testing Green 

 

Our assessment 
included 18 chapters 
of TJC standards or 
elements of 
performance, selected 
generally because 
they are “direct 
impact”, had been 
cited on a recent TJC 
survey at UMC, and/or 
are commonly 
problematic/likely to 
be cited during an 
actual TJC survey. 
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This assessment, while reflecting significant challenges on its face, 
does not imply that UMC will not have a successful Joint Commission 
Survey.  Rather it points out areas which deserve immediate 
administrative and clinical leadership attention, given the fact that TJC 
can appear at any time for the triennial survey.   

Medicare and Medicaid  

Our engagement also included assessments of certain aspects of the 
Medicare and DC Medicaid programs and the related impact on UMC. 

Regarding the District’s State Plan Amendment (SPA), we estimated 
the increase/decrease in DC Medicaid rates paid to UMC as a result of 
the change in prospective payment methodology.  It is estimated that 
the increase in annual DC Medicaid rates due to the implementation of 
APDRG grouper version 26 and the new base rate will be 
approximately $2.6 million.  UMC’s APDRG base rate and the other 
District hospitals’ base rates appear to be calculated in accordance 
with the SPA, with certain exceptions. 

On July 9, 2010, the District foreclosed on UMC for non-payment of 
loans owed to the District and acquired UMC.  Simultaneously, the 
District contributed the foreclosed assets and assumed liabilities to the 
Not-for-Profit Hospital Corporation.   When a hospital undergoes a 
change of ownership (“CHOW”) of this type, a termination cost report is 
required to be filed.  We verified with Highmark Medicare Services 
(Highmark), the Fiscal Intermediary/MAC (FI/MAC), that no termination 
cost report was filed for the January 1, 2010 through July 8, 2010 
period.  Further, it was verified with Highmark that no request has been 
made to change the cost reporting year end from December 31 to 
September 30, the accounting year end for the Not-for-Profit Hospital 
Corporation.   

We also noted the Medicare cost report reflects that a Medicaid 
fraction of 34.93% was used in the DSH calculation.  According to the 
independent consultant who prepares the cost report, the patient 
specific DSH listing to support the fraction was not provided because it 
was never prepared.  As a result, an alternate method was used to 
calculate the Medicaid fraction.  The Hospital received approximately 
$3.3 million in Medicare operating DSH payments related to the fiscal 
year ended December 31, 2010.  We determined UMC has not 
properly reported the Medicaid fraction in the DSH calculation.  Further 
work will need to be performed to determine the increase or decrease 
in Medicare DSH payments. 

For fiscal year 2011, UMC received $14.9 million in Medicaid DSH 
payments.  We performed procedures to determine if any portion of the 
payments will be retrospectively disallowed.  We determined the data 
included in the DSH data collection tool, which was developed by 
DHCF, does not appear to be accurately reported.  The major flaw is 

This assessment, 
while reflecting 
significant challenges 
on its face, does not 
imply that UMC will 
not have a successful 
Joint Commission 
Survey. 
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the calculation of the ratio of cost to charges. All other factors 
remaining the same, the recalculation of the DSH tool using a proper 
cost to charge ratio, based on the Medicare cost report, would reduce 
the DSH payment from $14.9 to an estimated $13.2 million, using the 
2010 tool for the fourth quarter only, and an estimated $11.2 million, if 
the revised 2010 tool were used for the entire fiscal year 2011. 


