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Assessment of Sonoma Valley Hospital

▪ Surrounded by 7 hospitals within 25 miles

▪ Major competition by Kaiser, Sutter and St. Joe’s

▪ Small community that is somewhat isolated

▪ Not a Critical Access Hospital

H



Payer Mix

73% Government



Sonoma Valley Hospital Threats 

• Decrease in Inpatient Volumes

• Bundled testing

• Capitated Visits

• Procedures shifting to Physician Offices

• Denials

• Managed Care

• High deductibles causing patient avoidance



THE CHALLENGE



Key Questions

1.   Direct margins by service unit?

2.   Profitability on Medicare?

3.   Actual costs of care?



THE AGILE METHOD: OPERATIONAL COST ACCOUNTING



Identify Service Units

1. ER

2. Outpatient Surgery

3. Skilled Nursing Facility

4. Home Health

5. Inpatient

6. Outpatient Rehab

7. Outpatient Diagnostics

8. Occupational Health

9. Special Procedures

10. OB

Most every small hospital 
has 5 – 6 of these service 
units or revenue centers and 
our goal was not to lose in 
direct margin on any service 
unit or we end the service



Capture Direct Patient Reimbursement

Actual payments from invoice table

Insurance    patient payments   co-insurance 

Capitated Premiums Other postings in GL



Determining Cost: 7 step process

GL Accounts

Allocates 
direct costs  

Categorize 
into labor 
and MCR 

• GL Account Types: Operating & Non-Operating

• Price Lookup

• Procedure Time

• Length of stay

• Service Unit

• Designated Direct

• Indirect



Overhead Allocation – Medicare Cost Report



Overhead Allocation

Service Unit

Inpatient 
cost center

Outpatient 
Cost 

Center

Ancillary 
Cost 

Center

Other Cost 
Centers

Laundry 
& Linen

House-
keeping

Dietary

Plant 
Ops

Building 
&

fixed

Central 
services

Medical
Records

Pharmacy

DataMedicare Cost Reporting Methods



THE CEO DASHBOARD









Ties out to financial statement and GL



How do we use it?



Reports • Examples:
• Monthly

• CEO Dashboard

• Margin per Surgeon

• Implant costs per case

• Ad Hoc

• Pharmacy costs per Patient 

• Current Service Line Margin

• Reimbursement per Payer

• Quarterly

• New Service Line Analysis

• Cost per Day of Discharge

• Margin per DRG

Consistent Margin Reports



A Pathway to Success:
Service Unit Optimization Projects

• Project determined by negative margins or decreasing trends

• Core team of 5 to 10 staff 

• 6 to 12 month process

• Final charter submitted to Administration

Organization Wide Performance Improvement Projects



Optimization Project Team

CFO

Project lead

Business Office

Pharmacy 
Director

Physician 
Champion

Department 
Manager

Ancillary Services



Optimization Projects for Financial Performance Improvement

ClinicalFinancial

Operational



Other Pathways to Success

• Improved Reimbursements with Payers by showing costs

• Focused Business Development on higher margin services

• Sharing information and best practices with the physicians

• Education to clinical and non-clinical staff for departmental projects

• Decision on deliberate reduction of volume for specific areas

• Analysis of loss of reimbursement due to leaking market share

• Complete restructuring of service units for increased margins



REAL OUTCOMES



Net Revenue Improvement

$43,000,000 
$47,000,000 $49,000,000 

$53,000,000 $55,000,000 
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Sonoma Valley Hospital Net Revenue

Net Revenue Linear (Net Revenue)

Agile Solution

22%



Profitability by Payer & Procedure

Issue: Negative margin by one payer for 
Bariatric Surgery

Analysis of 50 cases 2013 vs. 2017

• Service line margin >$700,000

• Growth >25% YOY

• Strategic focus on specific payer

Initiative: Negotiated higher payment by 
providing true margins per procedure



Occupational Health: Downstream Contribution

Loss Leader Service Unit: Keep or Close?

Downstream Services

• ER $38,000

• Surgery $275,000

• SNF $32,000

• Inpatient $117,000

• Rehab $4,000

• Special Procedures $9,000



A Look at a Potential Service Line

Previous decisions based on…

• Lack of coverage in community
• Market leakage through referrals
• Potential volumes
• Physician recruitment
• Payer mix

New Service Lines: Making the right decisions



Procedure Payer Procedures Reimbursement Margin

Mastectomy Medicare 100 $700,000 $385,000

Mastectomy Commercial 50 $600,000 $330,000

Hysterectomy Medicare 100 $500,000 $225,000

Hysterectomy Commercial 50 $750,000 $340,000

Total 300 $2,550,000 $1,280,000

We now know the Right Decision

A Woman’s Place



Narrow procedure margins
Tracked true margins per 
procedure
Negotiated higher payment 
Expanding service
Marginal growth: >$500,000 by 
FY 18

Cases

Cases

FY 17 FY 18

+68%

Pain Management 



Restructuring after a major hit

CEO calls to tell you to restructure your services 

in response to a  3% cut in reimbursement.

Which services do you keep in your budget?



Traditional Accounting

Gross charges?
Slow, laborious 
Various systems

Broad categories
for staff & supplies

No drill-down
No answers
No margins



Date ED Surgery SNF

Home

Health Inpatient Rehab

Outpt

Diag Occ Health

Special

Proced OB

FY 18 $6.0M $1.7M $138,000 -$400,000 $3.5M $800,000 $3.1M -$99,000 $1.2M -$711,000

FY 17 $7.2M $2.2M $889,000 -$315,000 $5.7M $950,000 $3.7M -$67,000 $1.1M -$302,000

FY 16 $6.6 $2.0 $748,000 -$71,000 $4.7M $904,000 $4.4M -$55,000 $702,000 -$97,000

FY 15 $5.0M $1.8M $451,000 $105,000 $4.3M $1.2M $4.9M $98,000 $430,000 -$163,000

Direct Margin Analysis



Service Unit Restructure
Home Health Unit

• Staffing Challenges causing decreased rehabilitation 

• Major commercial payer decreased rates

• Governmental payer decreased rates

• Competitive Salary adjustments organizational wide

FY15 FY16 FY17 FY18 
Annualized

Direct 
Margin

$105,000 -$71,000 -$315,000 -$400,000



Service Unit Restructure
OB Service Unit

• Steep decline in births due to competition 

• >75% Medicaid (MediCal) payer mix

• Competitive salary adjustments organizational wide

• Difficulty recruiting OBGYN

FY15 FY16 FY17 FY18 
Annualized

Direct 
Margin

-$163,000 -$97,000 -$302,000 -$711,000



Marginal Increase

$2M

Home 
Health

OB

Overhead



FY17 net margin growth of $4.8M

Results

Focus on Profitable Service Lines:



Evolutionary Changes

Evolved from …..

Volumes = Profit

Growth in Volumes

Clinical Leaders

Silo based care

To …..

Margins = PROFIT

Growth in MARGINS

Business minded Clinical Leaders

Empowered TEAM approach



Small Hospital Success Factors @ Sonoma Valley Hospital

Clear picture of current state

Decisions based on REAL information

Continuous Focus on Efficiency

Results from focusing on Margins



QUESTIONS



THANK YOU!

Michelle Donaldson (707) 935-5376 mdonaldson@svh.com

Fe Sendaydiego (707) 935-5093 sendaydiegof@svh.com
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