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I. Introduction:
A. Summary of program objectives.

To maintain and enhance the levels of accessible service and quality of care
for the communities we serve in the most effective and cost-efficient fashion
thus providing better healthcare for the people of Hawaii, with emphasis on
support for our rural acute and Long Term Care (LTC) facilities.

Hawaii Health Systems Corporation (HHSC) facilities include: Hilo Medical
Center, Hale Ho’ola Hamakua, and Ka’u Hospital (East Hawaii Region);
Kona Community Hospital and Kohala Hospital (West Hawaii Region); Maui
Memorial Medical Center, Lanai Community Hospital and Kula Hospital
(Maui Region); Leahi Hospital and Maluhia (Oahu Region); Kauai Veterans
Memorial Hospital and Samuel Mahelona Memorial Hospital (Kauai Region)
as well as State Veterans Home, Hilo; Roselani Place Assisted Living Center,
Maui; and Management control for Kahuku Hospital, Oahu.




B.

Description of program objectives.

System. Following direction set by the HHSC Board of Directors, and with
advice provided by both the Regional Public Health Facility Management
Advisory Committees and the Physician Advisory Group, as we transition to a
structure that includes Regional System Boards, the HHSC President/CEO
and staff, in collaboration with our Regional CEO’s; coordinate and
implement planning, policy formulation, hospital system operation, business
development, quality assurance, corporate compliance, coordination, financial
management, legal counsel, public affairs, personnel management, materials
management, information systems operation and technical services support for
regions and their respective community hospitals, as well as interaction with
the State administrative government agencies, the Hawaii Legislature,
Hawaii's Congressional Delegation, community advisors, labor leaders,
employees, medical staff and all other key stakeholders.

Regions and Facilities. HHSC manages and operates, for the State of Hawaii,
the largest community hospital system in the State that is the 25th largest
business in Hawaii and the 4™ largest public health system in the nation.
HHSC’s Community Hospitals are organized into five regions and the HHSC
sole member not-for-profit 501 (c) 3’s across five different islands. The major
activities and services provided by the five regions and fifteen community
facilities constitute the primary hospital acute, long term care (LLTC) and rural
health care on the Neighbor Islands with a large LTC presence on Oahu.

Essentially, HHSC provides the hospital "safety-net" for community acute and
long term care services on the neighbor islands plus additional levels of
specialty service in select locations. Collectively, through operations of our
eleven emergency departments, HHSC hospitals are the largest provider of
emergency services in the State, far surpassing the annual number of ER visits
logged by Queen's Medical Center, the State’s Trauma Center. Collectively,
HHSC hospitals are the single largest provider of LTC services in the State.
In this regard, HHSC essentially also serves as the LTC "safety net" for the
State of Hawaii. Inpatient services include surgical, medical, critical care,
obstetrics, pediatrics, and psychiatric care. Outpatient care services include
ambulatory surgery, home health, and emergency room services. Clinical
services include nursing, anesthesiology, central supply, radiology, oncology,
pathology, cardiology, pediatrics, obstetrics, home health, respiratory therapy,
physical and occupational therapy, social services, pharmacy, and dietary.
Support services include administration, admitting, business, personnel, data
processing, medical records, logistics, housekeeping, and maintenance.

Identification of important system relationships. As a public hospital system,
HHSC depends heavily on input and support from our local communities.
Over this past year, hundreds of community volunteers Statewide donated
over 100,000 service hours to our facilities. Generous benefactors donated




many hundreds of thousands of dollars to our nine hospital foundations. This
close collaboration between HHSC and community organizations is essential
to the long-term success of HHSC.

During the aftermath of the Big Island earthquake disaster on October 15,
2006, maintenance, engineering, and other staff from non-affected HHSC
facilities (i.e., Hilo Medical Center, Kauai Veterans Memorial, Leahi
Hospital, and Samuel Mahelona Memorial Hospital) provided immediate and
intermediary support in the recovery and assessment phases. Equally
important, members of the respective, affected communities were immediately
at hand to provide additional support. Collaborative efforts will continue with
Home Land Security, state and county civil defense, department of health, and
the military in preparation for future disasters. Although this event occurred
in October 2006, the recovery aftermath continues.

The five statutorily created, regional Public Health Facility Management
Advisory Committees (MACs) provided valuable input to the President and
CEO in the first part of this fiscal year on the needs of the communities.
Pursuant to Act 290, SLH 2007, Public Health Facility Management Advisory
Committees (MACs) are abolished as Regional System Boards are established
in each region.

The Physicians Advisory Group (PAG) now reconstituted as Physician
Leadership Group (PLG) includes physicians throughout the islands who
volunteer their time and talents to come together on a periodic basis with the
President and CEO to discuss the clinical and medical staff issues facing our
hospitals. The PLG represents approximately 1,000 HHSC medical staff
members who are essential to operations and success of HHSC. The
continuing guidance and support of the PLG is tremendously important to
both the successful functioning of the system and establishment of strategic
direction for the system.

HHSC management has worked to obtain donations and grants to both
enhance services provided and to offset the cost of operating our system under
the provisions of State civil service collective bargaining in predominately
rural areas. In this regard, HHSC has promoted the development of
foundations at our hospitals and incorporated the Hawaii Health Systems
Foundation (HHSF) as a wholly owned subsidiary 501(c)(3). The HHSF is
working in coordination with eight other foundations associated with HHSC
facilities to maximize donations and grants for the system and for respective
facilities. Nine years ago, there were three foundations supporting HHSC
facilities of which only two were active. Today there are nine separate
foundations and multiple hospital auxiliaries supporting one or more HHSC
hospitals.



Explain how your system intends to meet its objectives within the
upcoming fiscal biennium. (Supplemental fiscal year)

HHSC hopes to meet FY 08 and FY 09 program and budget objectives by
collecting patient revenues to meet approximately 85 percent of expense
requirements resulting in minimized general fund requirements. HHSC
will execute its operations in the most efficient manner possible to ensure
continued provision of access to quality safety-net services to all the
communities served by HHSC hospitals, HOWEVER, HHSC will need
$25.4 million Emergency appropriation (EA) from either the Legislature
or some other source to successfully operate through the full FY 2008.

II. Program Performance Results:

A‘

Discuss the performance results achieved by each program in FY07
and FY08

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

Explain how these results relate to the program’s objectives and
department’s mission.

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

Program activities were accomplished in the past year (FYO07), with
22,240 in-patient admissions and 113,859 acute care patient days, 1,184
long-term care admissions, 283,242 long-term care patient days, 3,790
babies born, and 98,140 emergency room visits.

Explain how the effectiveness of the program is measured and discuss
the performance results achieved during the past two years.

All 15 HHSC facilities are fully certified 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.



Since its successful system accreditation in 2005, HHSC’s four accredited
facilities continue to focus its efforts on anticipated changes in the accreditation
process and emphasis as it prepares for re-accreditation in 2008.

In relation to the Joint Commission’s newly implemented unannounced survey
process, HHSC facilities have initiated activities to achieve constant survey
readiness. Maui Memorial Medical Center has integrated Joint Commission
preparedness and daily readiness that traces the patient from admission to
discharge with its routine management practice.

In addition, HHSC annually has a detailed independent third party
financial audit conducted for the entire system. HHSC has just received
its tenth 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.
HHSC has hired a second internal auditor to further enhance and ensure
our commitment to compliance and quality / financial efficiency
throughout our system.

Discuss 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.

Please identify all modifications to your system’s performance
measures and discuss the rationale for these modifications.

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.



III. Problems and Issues:

A. Discussion of problems and issues encountered if any.

1

. National Health Care Challenges

|3

Decreasing reimbursements for all providers
Increasing pressures on physicians
Increasing charity care/bed debt

Skilled healthcare labor shortage

Nice providers skimming profitable services
Expensive malpractice insurance

Cost of compliance

. Hawaii Healthcare Challenges

Only state in USA with no regular Medicaid “DSH” payment

One of only two states in USA that tax (GET) medical services
Ranked #50 in USA for not keeping up with hospital capital
requirements

Ranked #50 in USA for Average Reimbursement % of Cost
Long-term care (LTC) crisis

. HHSC Specific Healthcare Challenges

High cost of labor and benefits with no corresponding input in
collective bargaining negotiations

Procurement code

Levels of service mandated by legislature

Inherited liabilities

LTC Wait List problem in HHSC acute facilities

Lack of physician specialists on neighbor islands medical staffs

No level playing field for third party payer negotiations

Outdated facilities

Inadequate investment in Information Technology infrastructure and
software

Medicaid Equity Reimbursement Act 294 will cost HHSC (and
ultimately the State) over $13 million per year in lost reimbursement
Geographically dispersed

Remote population served

Diverse community needs

Labor force shortage exacerbated on neighbor islands

Housing (not affordable/available) on neighbor islands

Communities are depending upon HHSC - sometimes no other option



"HHSC Has Provided $175 Million in Free Care From FY 98 - FY 07"
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Financial Trends-of Haw
. Nursing Facilitics, Hi

| Providers have been experiencing losses consistently since 2000

© Total costs exceeded pavinents for Hawain's hospitals in

2006 by $130,000.000 ($150 nuillion)

© Contrnibuting to those losses are costs not covered by

government pavors and community benetits including
medical education. community programs. bad debt and
charity care. waitlist patients and trauma care

Investment income and other revenues have helped to reduce
the overall losses tor some hospitals

Hospitals without significant mmvestments and other revenue
sources operate at an overall loss

Cumulative losses since the implementation of the Balance
Budget Act ot 1999, have depleted reserves the hospitals had
saved tor future capital projects and serving the communty
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~ Payments to Hawij K

Hawair’s overall payment as a percentage of costs is the lowest in the United States

Medicare and Medicaid do not pay for the full cost of hespital services provided to
reneticlaries i most states

fiy many s

Hawan payments are priumarily from Medicare, Medicaid, conunercial payors i HMSA,

AL HMAAL erey and others { Workers™ Compensation, No-Fault, ete)

= Cwyvar SO% of all wpatients hospitalizations are covered by Medicare or
MedieadA uest

= 2006 Medicare losses for hospitals were approximately $S181, 200,000

= 2006 Mecheard Quest losses tor hospitals were approxmmately 563 300000

ares. private msurance covers the shortfull om the govermment pavors
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Operating Income (Loss)

% of Total Operating Loss

Hawaii Health Systems Corporation
Historical Operating Income (Loss) Trending
Fiscal Years 1998-2008
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Program change recommendations to remedy problems.

The HHSC Board of Directors and management are committed to
continuing the transformation of HHSC’s structure into a healthcare
system that enhances excellent access to highest-quality healthcare for all
patients in our communities regardless of their ability to pay. In order to
continue being the quality system that our communities deserve, and
reduce State’s payments for services provided by HHSC, HHSC must be
afforded much more autonomy, with support to address concerns beyond
HHSC control.

In order to continue to provide the levels of services needed in rural
communities and as a necessity for maintaining the essential, emergency
room services in rural communities HHSC is seeking an emergency
appropriation of $25.4 million to help cover Accounts Payable for this
fiscal year. If this level of support is not forthcoming, then HHSC
hospitals will be put in jeopardy of being closed by vendors who we can
not pay.

By Regmn/ Facxhty
=  Oazhu Region: = FEast Hawaii Region:
= Leahi $ 199,000 s HMC $  7.934,000
» Maluhia § 482,000 = HHH -0-
s Kau $ 6,000

a  Kauai Region:
= WKMC -0-

e SMMH $ 214,000 u  West Hawait Region:

= KCH $ 5,347,000

& \laui Region: ® Kohala $ 84,000

s MMMC  $ 10,687,000
s Kula -0-
s Lanai $ 489,000
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FY 2009 ‘Supplemental Budget
Submission

» Supplemental Operating Budget Submission: § 57 Million

= Supplemental CIP Budget Submission: § 99.8 Million

Submission — Totals by Facility/Region
HMC: $17,528 MMMC: $ 21,735 KCH: $10,436
HHH: 443 KULA: 318 Kohala: 695
KA'U 358 LANA'L 728
East HI: $18,329 Maut Regton: $22,781 West HI Region: $11,131
WKMC: § 1,684 LEAHE $ 975
SMMIEH: 1,078 MALUHIA: 1,017

Kauat Region: $ 2,762 Oahu Region: § 1,992



HMC:  $§12,344,841 MAMMC:  828920,956  KCH: $18,450,969

HHH:
KA'U

4,936,012 KULA: 8,177,132 Kohala: 4,420,767
4,269.062 LANA'L 47

East HI: $17,381,000 Maut Region: $36,539,000 West HI Region:

$20,940,000
WEKMC: § 2,718,711 LEAHL § 4,487,367
SMMH: § 1,709,314 MALUHLA: 4,654,054

Kauai Region: $ 3,010,000 Oahu Region: § 7,929,000

C. Identify any program issues or problems that have affected or will affect
the implementation of the program, and the corrective measures or
remedies established or planned.

Please note that all problems mentioned in paragraph III A, do have an
impact on implementation of the HHSC program. However the following
points deserve special concern and comment.

Compensation for Physician On-Call coverage at the HHSC
hospitals will greatly increase overall operational costs by a
projected amount of approximately $15 million in FY 08 and $16
million in FY 09. HHSC is compensating for the situation by
recruiting, hiring and contracting with physician specialists to
provide coverage for our Emergency Rooms. This situation has
significantly worsened over the past year and been a major factor
in necessitating a FY09 Supplemental Request of $57 million
(amount includes the FY08 $25.4 m EA).

Uniform provision of specialty medical care on the Neighbor
Islands has been increasingly difficult to maintain. HHSC’s
engagement with NBBJ master planners is a major initiative that is
intended to provide the State with a new comprehensive integrated
system master plan. This plan will be developed from the bottom

12



up with input from communities, physicians, nurses and
management at the facility, region, and system levels in that order.
Part of the concept involves establishing a referral center on Maui
focused on quality outcomes serving as a disaster management
center and Level II trauma center, with open heart surgery and
other specialty services that will interact with robust HHSC
Community Hospitals, LTC facilities, Critical Access Hospitals
and other partners throughout the State of Hawaii. The master
planning process also anticipates establishing level III trauma
centers at Kona Community Hospital and Hilo Medical Center plus
many other regional initiatives such as a health science center at
Hilo Medical Center, some type of chronic/facility in West Hawaii,
enhanced surgical capabilities on Kauai, enhanced long term care
(LTC) capability on Oahu, and increased physician specialty
emergency care capability throughout the system.

IV. Capital Improvement Projects - Details on FY09 Capital Improvement Projects
will be provided separately upon request.

13
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A SPECIAL MESSAGE TO LAWMAKERS:
HHSC REQUIRES AN EMERGENCY APPROPRIATION

In the spring of 2007, the Hawaii Health Systems Corporaticn, after negotiation with the
State Budget and Finance Department, presented a biennium budget for approval, which
had the support of the regional management and HHSC staff but which required that
significant revenue gains were achieved and that costs were held at the level that

existed at the time the budget was prepared. it was appreciated by all concerned that it
was an aggressive budget.

In any event, the revenue gains were not achieved (see attached chart) 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 slowing payment to suppliers thus
bringing the accounts payable to an unacceptable level and putting basic supplies in
jeopardy (see attached chart), cost reductions to the extent possible without reduction in
patient care or patient safety and holding off all possible expenditures. However, the
ability to manage these costs has now run out and the cash situation for the organization

has reached a crisis point. The cash deficit to get accounts payable to an acceptable 30
days level is $25.4 million.

The Legislature, the Administration, and HHSC recognized this issue in 2006 and
through legislative action, supported by HHSC and the Administration, a new board
structure was proposed, planned, and recently executed. The new Corporate and
Regional Boards believe this strategic direction and structure will aliow the system to
have both better control and simpler, transparent reporting, thus allowing the
development of an optimum system that would be better abie to respond to Hawaii's
healthcare needs. However, it is appreciated by all involved that this occurs at a difficult
time for health care in Hawaii, the USA, and worldwide. This evolution (of the new
system) has commenced but it will take time.

in the meantime, Hawaii's public healthcare system, as directed and managed by
HHSC, requires an urgent injection of cash ($25.4 million) to allow 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 frcm operating
revenues.

HHSC management, as directed by the new Corporate and Regional Boards,
undertakes to complete by June 30, 2008, a Corporate Strategic Plan, which will be
supported by respective regional plans and budgets. This plan wiil be presented to the
Administration and the Legislature for review, comment, and approval. The Plan will
provide the means to measure results and assess "success/failure.” It is apparent that
trere may be areas where HHSC has limited ability to influence critical issues, but these
will be identified and possible approaches to change this will be proposed. It s likely
that an “Interim Strategic Plan” may need to be implemented to provide clear direction

‘or the next six months. At the same time, HHSC is assessing its ability to develcp this
as a matter of urgency.

1:9/2008



Hawaii Health Systems Corporation

Summary of Cash Shortfall

After a review of the consolidated balance sheet, income statement and cash flow statement,
we offer these 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 time, Accounts Payable and Accrued Liabilities account on the balance sheet had a

balance of $56,805,000. Of the $66,805,000, Accounts Payable total was $32,293,000. Aging
of Accounts Payable was 75 days.

The cash problems were further exacerbated in the subsequent 4 months (through 10/31/07) by
a loss 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 A/P and Accrued Expenses. After

pay-down, the balance in the A/P and Accrued Expense account at 10/31 was $47,052,000 and
aging reduced only slightly 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 million.

FY 2008 Emergency Appropriation $25.4 Million
By Region/Facility

» Oahu Region: » East Hawaii Region:
— Leahi $ 199,000 - HMC $ 7,934,000
- Maluhia $ 482,000 - HHH -0-

¢ Kauai Region: - Kau $ 6,000
- WKMC -0- * West Hawaii Region:
-SMMH S 214,000 - KCH  $5,347,000

* Maui Region: - Kohala S 84,000
- MMMC $ 10,687,000
- Kula -0-

— Lanai $ 489000

1:3/2008
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Hawail Health Systems Corporation
Summary Consolidated Income Statement
Period Ending October 31, 2007

Approved Accrual

Budget Thru
10/31/07
Total Revenues $ 134,184,000
New Physician Arrivals Delayed
Total Expenses $ 156,873,000
Under-budgeted Physician
Expenses
Non Operating Income(Loss) $ 22,689,000)

Interest Expense

Other Non-Operating 'ncome
Income(Loss) Before State Subsidy
Needed Emergency Appropriation

Outstanding A/P as of 06/30/07
Days in A/P at 06/30/07 = 75

$

Actual Accrual
Results Thru
10/31/07

Variance Thru
10/31/07
126,865,000 3 7.319,000)

154,466,000 $ 2,407,000

(27,601,000) $ (4,912,000)
(1,208,000)
1,602,000
(27,207,000)
25,400,000

32,293,000

Forecast Outstanding Accounts Payable as of June 30. 2008 = $40,107,000

1/9/20C8



HAWAN HEALTH SYSTEMS CORPORATION
CASH FLOW SURPLUSHDEFICIT) BY FACILITY
FISCAL YEAR 2004

Annual Cash Gotleciions (Budgeted)
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HHSC requirements for FY 08 emergency funding by up to $11,107,000.
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HAWAIL HEALTH SY5 FEMS CORPORATION
CAsH FLOW SURPLUSHDEFICIT) BY FACKITY

FISCAL YEAR 2008
. HHSC
HILO MAUI KONA KVMH HAMAKUA KAU KOHALA KULA LANAI LEAHI MALUHIA ___SMMH CORP TOTAL
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September

- and Earlier October November December January Total
Corporate 1,514,889.03 98,704.06 40,750.03 (65,888.27) 1,588,454.85
Hamakua 798.6/ 18,250.84 67,834.91 50,727.53 137,611.95
Hilo 2,540,754.23 2,459,345.02 2,258,695.79 1,359,274.57 129,125.98 8,747,195.59
Kau 12,547.71 78,791.36 24,747.87 116,086.94
Kohala 8,152.86 10,268.28 158.24 18,579.38
Kona 1,547,201.25 1,310,567.10 1,153,938.00 536,061.33 134,620.06 4,682,3687.74
Kuia 112,138.14 121,655.91 222,814.10 169,249.93 1,927.54 627,785.62
KVMH 3,089.15 64,327.28 36,445.57 199,416.45 13,657.15 316,935.60
Lanal 3,610.42 39,567.85 101,330.37 34,793.13 179,301.77
Leahi 2,388.79 41.71 1,642.51 39,301.16 27,807.00 71,181.17
Maluhid 31,743.57 25,100.99 56,844.56
Maut 3,264,471.70 3,518,623.91 4,204,934.26 3,596,328.85 182,506.58 14,766,865.30
SMMH 626.29 7,948.59 115.60 42,143.85 1,032.00 51,866.33

8,989,967.67 --7.620,781.43 8,059,617.64 6,099,319.12 591,410.94 31,361,096.80

“Invoices that are posted on or afler January 9, 2008 (approx. 7:48 a.m.) are not included in the report.

Source:

AS 400 - HBOC
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"Touching Lives Every Day”

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

January 18, 2008, 1:15 PM
Conference Room #016
Hawaii State Capitol

Dear Senator David Ige and Members of the Senate Committee on

Health,

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).

1.

The FISAC committee believes that the passage of an
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 to enable
HHSC to operate over the next 6 months. However, our
understanding is that this issue needs first to be proposed by
the Administration before it can be considered by the
Legislative body and we will leave it to the Executive Staff to
present a summary of the current, and very concerning
financial position.

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.

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 just one ‘regular’ meeting as a committee since our
appointment in November. However we have also had a significant
amount of involvement in briefings, email and telephone
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discussion, and with 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. 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, are prepared to tackle it on the
condition and assumption that we will have the stronq support of both the
legislature and the administration in this task. We have the assurance
from HHSC Senior management that we have their support.

. We have had both open and “Executive” sessions with the External
Auditor Deloittes 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 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
role. It has all of the State Department restrictions, rules and limitations
which tend to eliminate productivity incentive 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
difficult 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. Salary 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 Mercer survey recommends a minimum 10% raise across



the board which, given the financial situation, is obviously
unacceptable.

b. The implications of a mainly union workforce. “Local knowledge”
says, 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 and this
unfortunately seems to occur.

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 will not pretend
to fully understand this as yet since it is very complicated but we
have been convinced that this situation puts HHSC in particular
(and Hawaii in general) at a significant (impossible) disadvantage.
In short, somebody has to pay the increasing costs of Heaithcare
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.

6. We do believe that the New Corporate Board and Regional Board
structure which 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.

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 is to be completed for review and
execution by the Corporate Board at its meeting on Jan 17™. It will give the
regional boards a very critical and necessary (though very difficult) task
and focus as they move to establish their regional roles. This activity is
part of an Interim Strategic Plan for the organization. In this process the
Board is very conscious of its relationship and role relative to the new
Regional Boards and indeed of our requirement (and now strong desire!)
to somewhat ‘work ourselves out of a job’. We would like to advise you of



2 initiatives (from Maui and Kona Regions) for which we take no credit but
which we are encouraging and supporting. The first is the Maui Operating
Loan which, while not a done deal, looks promising. It represents a way to
handle the Maui cash deficit somewhat independent of State ‘handouts’.
The second is the Kona ASC proposal which we will recommend for Board
approval on Jan 17", This is a Joint Venture with Hawaii Pacific Health
which will use a ‘non-recourse’ Loan to finance the development of a
much needed ASC in Kona to supplement the Hospital facilities, attract
physicians, and provide a low risk profit improvement. We believe it is
exactly the type of low cost (<$200,000) and ‘for profit’ initiative we need
to move forward. The Joint Venture structure allows some necessary
staffing alternatives to make costs competitive.

8. While this is proceeding the Corporate Board is working to get a Strategic
Plan in place by mid year which we would want to be approved by the
Legislature and the Administration to ensure we are all aiming at the same
goal...... this is not currently clear. We are committed to completing this
task and on time. It will be a relatively concise ‘top down’ direction for the
Regional Boards to give them the parameters they need to establish their
own plans and future structure.

This is our position assessment at present. We do not have the answers but
we are undertaking to get them and we do intend to completely involve all of
the key players in this exercise. (Legislature, Administration, Regions) We
appreciate that the Unions will also need to be involved but believe this is an
Executive (not Board) activity. In the meantime the emergency funding
position is critical and we will, in due course, be seeking your support of this,
assuming we can convince the Administration to put forward a Bill to achieve
this.

On behalf of the FISAC, | will be most happy to answer any of your questions
and also share my perspectives and observations with you. Please feel free
to contact me.

Singerely.

ick Vidgen -2
HHSC Corporate Board of Directors, FISAC Chair
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CORPORATION

Informational Briefing on
Kahuku Hospital

Presented to the

The Senate Committee on Health

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

January 18, 2008, 1:15 PM
Conference Room # 016
Hawaii State Capitol

Program L.D. and Title: HTH 211 - Kahuku Hospital
I. Introduction

Kahuku Hospital has been serving the residents of the north shore of Oahu
from Kualoa to Waimea Bay, with a population of about twenty-seven
thousand, since 1929. Kahuku Hospital is a twenty-five bed facility that has
provided an array of health care services, including emergency care, general
acute care, skilled nursing, ancillary care, and health education. It is one of
nine hospitals in Hawaii with a federal Medicare designation as a critical
access hospital, which allows it to annually receive higher reimbursements.

In the public interest to keep Kahuku Hospital operating to serve the residents
of the north shore of Oahu, the legislature and governor enacted Act 113. Act
113 authorized the Hawaii Health System Corporation to bring Kahuku
Hospital under its governance through formal affiliation with the corporation
and to provide for transitional facilitation by the Director of Health. A sum of
3.9 million was appropriated for fiscal year 2007- 2008 to carry out the
purpose of the Act. Additionally, 1.5 million was appropriated for operational
shortfalls for 2008 and 2009.

Hawaii Health Systems Corporation (HHSC) facilities include: Hilo Medical
Center, Hale Ho’ola Hamakua, and Ka’u Hospital (East Hawaii Region);
Kona Community Hospital and Kohala Hospital (West Hawaii Region); Maui
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III.

Memorial Medical Center, Lanai Community Hospital and Kula Hospital
(Maui Region); Leahi Hospital and Maluhia (Oahu Region); Kauai Veterans
Memorial Hospital and Samuel Mahelona Memorial Hospital (Kauai Region)
as well as State Veterans Home, Hilo; Roselani Place Assisted Living Center,
Maui; and Management control for Kahuku Hospital, Oahu.

Current Status

Transition is pending.
New entity, Kahuku Medical Center, established.
Bankruptcy Court approval of purchase of Kahuku Hospital obtained October 29,
2007.
HHSC and Kahuku Hospital are awaiting opinion of Special Counsel regarding
prior compliance issues.
o There is a possibility of government claim for prior compliance violations
against an entity that assumes the prior provider’s Medicare agreement
o For that reason, parties jointly retained Special Counsel and will adhere to
her recommendations:
» If self report recommended, funds will be set aside by Seller to
(hopefully) resolve government potential claim.
* If self report not required, parties will have a legal opinion to that
effect.
= In either case, HHSC would be insulated from liability exposure by
maintaining Kahuku Medical Center as separate legal entity with
its own board, by-laws, separate accounts, employees, etc
Once purchase sale agreement is executed, Kahuku Medical Center will apply for
transfer of Medicare Provider agreements and Department of Health will issue
new hospital and skilled nursing facility licenses.

Accomplishments to date since Oahu Region HHSC Involvement

Licenses/ Provider Numbers
o Received several licenses for Kahuku Medical Center- Pharmacy,
Controlled Substances, DEA, Industrial Wastewater Discharge, all other
applications submitted- awaiting purchase sale agreement and effective
date
o CMS provider applications completed, pending sale date for submission
Certificate of Need
o Approval for purchase received for Kahuku Medical Center
o CON for Kahuku Medical Center to convert SNF to dual license verbally
approved
o Letter to convert Kahuku Hospital SNF to dual license verbally approved
Equipment
o Purchased- defibrillator/monitor/pacer for ER, wheelchair scale
o Purchased computer server and PC’s
Computer Network established



IV.

Established lines of communication
o DOH Director, legislators, and community
Liability coverage in place
Provision of Oahu Region Expertise
o Nursing, Infection control, wound care, mock OHCA survey
Re-establishment of a utilization management function
Creation of patient admission handbooks for Kahuku Medical Center
Corporate compliance education for physicians
Centralized all contracts and creation of “contract inventory”
o Assignment of essential contracts completed
Human Resources
o creation of Employee handbook, pension and benefit plans
o preliminary meeting with unions and written or verbal contract extensions
o established an authorization process
o added a clerk with plans to centralize HR processes

Problems and Issues:

A. Immediate Challenges
¢ Drain on Oahu Region/HHSC resources — by extended assistance,
region is spread thin
e Fiscal management challenges including effect of inaccessible
bankruptcy monies
e Resolution of past compliance issues as it relates to transition to

Kahuku Medical Center
* Community Health Center storage, compliant leases, licensing for
ICF, etc

= Dealing with software contractual issues r/t confidentiality of data
to load software to network
e Monitoring of contracts and licenses that expire due to extended
transition.
e Atmosphere of “unknown” transition date affects HHSC and Kahuku
staff, physicians, and community. Delays plans for changes

B. Facilities and Operational Issues

e Establishment of a procurement system
¢ Contract templates, fair market value, legal review
e Aging Facility
e Failing AC system, leaking roof, elevators, nurse call, fire alarms,
helipad, etc
e Additional computer hardware and educational needs
e Culture Change
o Currently decentralization of functions
o Employee practices



IV.

¢ Human Resources/Labor
o Kahuku Medical Center to negotiate new contracts with HNA
& UPW after acquisition of assets completed
o Record keeping
e Infrastructure Development
e Flattening of organizational structure
e Corporate compliance
e Medical record storage, management

Financials

$ 2.9 million has been released for the acquisition of physical assets and ground
lease of Kahuku Hospital. In addition, $ 1 million has been released for the
transition costs for a total of $ 3.9 million.
The $ 1 million transition fund has been disbursed as follows:

1. $ 812,000 to Kahuku Hospital to cover payroll.

2. $ 123,000 for legal fees

3. § 57,000 for IT equipment.

4. $ 8,000 for Certificate of Needs application and licenses.
Half of the $ 1.5 million annual subsidy fund has been released and the majority
of the funds have been used to cover Kahuku Hospital operational expenses
including payroll and attorney fees.
For the 5 month period ended November 30,2007, Kahuku Hospital incurred $
1,246,358 loss from operation.

Capital Improvement Requests for Fiscal Year 2008-2009

A grant in aid request for $4.3 million is in process for submission for capital
improvements related to the air conditioning system, re-roofing; replacing
balcony doors, helipad renovations, nurse call system; kitchen improvements,
ventilation system, fire code, life safety, and repainting.



